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Introduction

Fiscal fraud is defined as when a business or an individual takes illegal actions with the aim of

evading the tax burden set upon them depending on their income. Examples of fiscal fraud are

underreporting income, using a false social security number, falsifying documents and intentionally failing

to pay tax. The inability to pay one's taxes can land a person up to five years in jail. However, people

who participate in fiscal fraud find loopholes in which they can get away with fiscal fraud without any

repercussions. Whether it be because of the mass power a person has, or the secrecies of the bank

within a nation, ways to stamp out fiscal fraud from the international community has been difficult due to

the size of this issue today. The increase in the number of tax havens around the world has made it

easier for multinational corporations and billionaires to get around the tax system without anyone

stepping in.

From Panama to the British Virgin Islands, financial secrecy was at the heart of every major

corruption and tax evasion case globally, typified by opaque corporate accounting that hid profit shifting

and tax avoidance. This is an issue in every country with member states losing massive amounts of

money due to people unwilling to pay their taxes. For example, the United States loses approximately

one trillion US dollars in unpaid taxes a year. The number varies from country to country, but the loss of

money in each nation goes to harm the development of the country. These taxes are what pay for

education, wages, health programs, rebuilding of roads, and many more. Without a proper way of

dealing with fiscal fraud, the loss of money will continue with these people getting away with their crimes.

We must find solutions to this issue in order to lessen the loss of money and create a successful tax

system for all.
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Definition of Key Terms

Tax

A tax is a governmental organization's mandatory financial charge or other sort of levy placed on a

taxpayer to finance government spending and related public expenses.

Tax Avoidance

Tax avoidance is the usage of the tax system in a nation to attempt to lower the amount of tax one

has to pay to the government. Some examples of tax avoidance would include claiming deductions

credits and contributing to a retirement account with pre-tax dollars.

Tax Evasion

Tax evasion is the illegal attempt to get around and intentionally not pay taxes to the government.

This entails misrepresentation of the taxpayers income. Both unlawful nonpayment and criminal

underpayment of taxes are considered tax evasion. Even if a taxpayer fails to file the proper tax

forms, the tax collector of a country can nevertheless assess if taxes are owing based on

information provided by other parties, such as W-2 information from an employer or 1099s. In most

cases, a person is not regarded as guilty of tax evasion unless the refusal to pay is deliberate.

Tax Gap

Refers to how much tax should have been raised in relation to how much tax is actually raised. Tax

collectors across the world and the United Nations use the Tax Gap to determine whether there is a

significant issue of fiscal fraud within a nation.

Tax Haven

A member state which has low rates of taxation for foreign investors. This often can mean that the

member nation has a high rate of bank secrecy. The amount of taxation and bank secrecy varies

depending on the tax haven, however, one must have a significant amount of both to be considered

a tax haven.

Informal Economy
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The informal economy is the part of any economy which is not subject to taxes and is not monitored

by any form of government.

Employment and payroll tax fraud

Employment and payroll tax fraud would include underreporting the number of employees in the

workforce, collecting payroll taxes (such as social security), and failing to pay their dues to their tax

collector.

Pyramiding

Pyramiding refers to business owners who withhold payroll taxes and pocket the money with no

intention of turning it over to their tax collector.

Shell Company

A shell company or corporation is a legal entity set up in a tax haven to avoid paying taxes. Shell

corporations usually only exist on paper, with no full-time staff and no physical location. In the

Cayman Islands, for example, a single office building houses 19,000 shell businesses. Although the

rules vary, many shell companies' true owners are not revealed in their incorporation forms.

Background Information

The subject of fiscal fraud and tax avoidance can be difficult, owing to the uncertain legality of the

situation. For example, there are situations where tax avoidance can be completely legal. Certain types of

fiscal fraud, however, may be exceedingly destructive to people, particularly those in Less Economically

Developed Countries (LEDCs). As a result, the term "aggressive tax evasion" has lately been established, and

efforts to designate specific behaviors as unlawful have started. Fiscal fraud is against the law, yet it can be

difficult to detect.

Tax evasion has a growing influence in LEDCs. Taxes account for a substantially higher portion of

government revenue in these countries than they do in More Economically Developed Countries (MEDCs).

Furthermore, these governments lack the tools that other, more economically developed countries have to

combat tax evasion. Tax evasion and avoidance are becoming more common, and the consequences are only

becoming worse, resulting in an endless circle of exploitation. The Organisation for Economic Co-operation

and Development’s (OECD) worldwide tax norm on information sharing, which has been supported by the

United Nations (UN) and the G20, allows for complete exchange of information on request in all tax cases,

regardless of whether there is a local tax interest requirement or bank secrecy for tax purposes. The OECD
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also includes a number of precautions to ensure that the information shared remains secret.

Sub Topic 1: Fighting Fiscal Fraud Practices of Large Multinational Corporations(MNCs)

As we enter the 21st century, Increased globalization has led to international trade taking a

more major role in all economies. One thing that has been created in this new wave of globalisation are

multinational corporations (MNC; corporations in the market of several nations rather than just one).

These multinational corporations have now become quite large with a high demand for them across the

world. There have been several cases of MNCs curbing tax avoidance by manipulating the pricing of

products. Multinational corporations can use intra company loans to leverage buyout or other ways of

financial asset stripping. Companies and wealthy individuals intentionally avoid paying taxes, either

through aggressive tax avoidance or evasion, in order to save money. Certain laws, such as double

taxation, make this more enticing. Double taxation rules demand a corporation to pay a tax on its

earnings, and then the individuals who operate the firm must pay a tax on their personal earnings from

the company. As a result, businesses may determine that paying taxes will reduce their profits, and

hence seek to ignore tax regulations. Companies generally choose aggressive tax avoidance to

outright evasion since aggressive tax avoidance is more of a grey area and is still permitted in many

nations. BEPS is a type of aggressive tax evasion that takes use of existing gaps and loopholes to help

businesses pay less tax. Companies may need to engage consultants to keep their affairs in order

since these aggressive tax arrangements may become quite difficult. These are mostly attorneys and

bankers who are ready to break the law, and because of the nature of their services, they may be

rather costly to engage. As a result, larger, global corporations are more likely to engage in aggressive

tax evasion.

The international tax system, which is made up of a plethora of domestic laws and a vast

network of bilateral and multilateral tax treaties, determines how MNCs are taxed. The structure is

based primarily on separate accounting, which implies that an MNC group's taxation is done at the level

of individual subsidiaries operating in different countries. Based on domestic law and tax treaty

responsibilities, each nation has the power to tax the revenue designated to it. MNCs earn money in

two ways: by selling goods or services and by investing cash on hand. The former is referred to as

active income, while the latter is referred to as passive income. The taxation rights of a nation over

MNC revenue are determined by the source of the income and the corporate taxpayer's location.

The taxes of MNCs' active business revenue is decided in one of two ways. Residence nations

exclude overseas revenues of MNCs under a territorial system (used, for example, in Europe and

Japan), so that their active business income is only taxed in the source country. The residence nation
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preserves the authority to tax active income from all source countries under a global system (used, for

example, by the BRICS and, until recently, by the United States). The resident nation normally avoids

double taxation by issuing a non-refundable foreign tax credit against its own tax, limiting the residence

tax to the difference between the residence country's effective tax rate and the source country's

effective tax rate. MNCs can utilize a variety of tactics to move earnings across businesses within the

group to reduce their overall corporation tax bill under the international tax system. These strategies

can be completely legal, in which case they are referred to as tax avoidance rather than tax evasion.

Transfer mispricing (stretching, violating, or exploiting flaws in the arm's length principle); strategic

location of intellectual property management to low-tax countries to reduce taxes on associated

income; debt shifting through intercompany loans (excessive borrowing in high-tax countries and

lending to low-tax countries); treaty shopping (exploiting treaty networks to route income to avoid tax);

risk trading (to avoid taxes on the capital gains).

Sub Topic 2: Measures to Avoid Fiscal Fraud in Tax Havens

Tax havens in theory are quite nice because it allows for financial secrecy. However, tax havens

allow for criminals, money launderers, etc too easily hide their money and other financial activities. The

member states with the highest rates of fiscal fraud are tax havens for this reason. Tax havens must

also be limited, which necessitates an international policy. While tax havens are frequently employed in

aggressive tax avoidance measures, particularly BEPS strategies, they also have their own set of

issues outside of those schemes. Tax havens are frequently nations, and hence have complete

autonomy over how they tax international firms. They gain enormously from their tax policies and have

no reason to reform them because their economies are typically reliant on foreign investment. A lack of

such profit may be immensely destructive not just to these nations' economies, but also to the

livelihoods of the people who live there. As a result, an international incentive must be developed that

allows these nations to switch to more sustainable types of revenue.

According to some estimates, nearly 10% of the global economy's entire production is stored in

offshore financial hubs by shell corporations that simply exist on paper. The annual cost to

governments in terms of lost income is projected to be in excess of $800 billion. The affluent keep the

money to create intergenerational fortunes, forming a new global aristocracy and widening the gap

between the rich and the poor. Multinational corporations use the additional revenue to reward

shareholders and gain a competitive advantage over smaller rivals. Nations that have the greatest need

for tax income lose a higher proportion of their GDP in taxes than affluent countries. The poor, like with

all injustices, suffer the most. Years after the Panama Papers, the International Consortium of

Investigative Journalists is still committed to exposing those who take advantage of tax havens, which

includes corrupt politicians, mobsters, drug traffickers, and other criminals who use offshore companies

to hide their money and assets from law enforcement. The free flow of illegal funds destabilizes
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regimes and aids despots in maintaining power.

By channeling payments, earnings, or investments through subsidiaries in offshore financial

hubs, businesses, particularly those that interact across borders, can save a lot of money on taxes. For

example, a large pharmaceutical corporation may establish a new business in a tax haven such as

Bermuda or the Netherlands and sell a patent for a valuable medicine to that entity. The parent

business may then pay a large license fee to the offshore subsidiary, allowing it to report smaller

earnings at home – and hence pay less tax. According to Oxfam, drug firms have saved billions of

dollars in taxes this way. Companies use strategies like this to avoid paying more than $500 billion in

taxes each year. In their native nations, some people pay very little or no taxes.

Major Countries and Organizations Involved

United States of America

The Foreign Account Tax Compliance Act, enacted in 2010, compelled financial institutions all

over the globe to disclose accounts held by US persons to the Internal Revenue Service. The United

States, along with Vanuatu and Bahrain, has declined to join the Organization for Economic Cooperation

and Development's Common Reporting Standard. This implies that the US receives tax and asset

information from other nations for American assets and income, but does not exchange information

about what happens in the US with them. To put it another way, it has become appealing as a tax haven.

According to the US Public Interest Research Group (PIRG), multinational corporations such as Pfizer,

Microsoft, and Citigroup use overseas tax havens to avoid paying US taxes, causing the US to lose

around $184 billion every year.

Ireland

Multiple publications have labeled Ireland a tax haven or a corporate tax haven, which the

government denies. All academic tax haven lists, including the Leaders in Tax Haven Research and tax

NGOs, include Ireland. Similarly, no EU–28 member states are among the 64 countries mentioned in the

2017 EU blacklist and greylist of tax havens. Brazil was the first G20 country to "blacklist" Ireland as a

tax haven in September 2016. Some overseas corporations can pay effective tax rates of 0% to 2.5

percent on worldwide earnings re-routed to Ireland via their tax treaty network thanks to Ireland's base

erosion and profit shifting (BEPS) instruments. Ireland's effective tax rates for international corporations

range from 2.2 to 4.5 percent. Ireland's BEPS tools are the greatest in the world, surpassing the whole

Caribbean system and artificially inflating the US–EU trade gap.

People’s Republic of China
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Although China is considered a developing country, it is the home of several multinational

corporations headquarters such as DJI Innovations, Haier, Lenovo, Huawei, Datang Telecom, and NIO.

This is not all though with China having a total of 219 MNCs across the globe.

Qatar

Qatar does not tax its people' income, even that generated outside of the nation, making it a tax

haven. For expats, Qatar is considered a tax-free nation. Qatar has one of the highest GDP per capita in

the world however it still does not tax its citizens as it is seen as unnecessary.

The Organization for Economic Cooperation and Development (OECD)

The Organization for Economic Cooperation and Development (OECD) is an international

organization that attempts to create a platform for state cooperation with the purpose of enhancing the

economic and social well-being of its citizens. The OECD has gathered data from all member countries

in order to better understand the issue, and has published several publications on tax evasion and

avoidance.

LEDCs

The ramifications of tax non-compliance unfairly harm LEDCs. As a result, it is critical that they be

included in conversations about tax avoidance and evasion, as well as considered in all strategies to

address the problem.

The Group of 20 (G20)

The Group of Twenty is a group of countries whose economies together account for 80% of

global GDP. The G20 frequently advocates tax transparency, and by the end of the year, its members

want to begin automatically exchanging tax information in order to avoid fiscal fraud. The G20 consists of

Argentina, Australia, Brazil, Canada, China, France, Germany, Japan, India, Indonesia, Italy, Mexico,

Russia, South Africa, Saudi Arabia, South Korea, Turkey, the United Kingdom, the United States, and

the European Union with Spain being invited as a permanent guest.
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Timeline of Events

Date Description of event

September 30th 2016, Committee of Experts on International Cooperation in Tax Matters - A resolution

by the Committee of Experts to try and promote international cooperation in tax

matters.

April 3rd, 2016 The Panama Papers are leaked papers with more than 214,488 offshore

organizations included in the files, which include financial and attorney–client

information.

April 20th 2017, United Nations code of conduct on cooperation in combating international tax

evasion - An ECOSOC resolution for a code of conduct made to combat

international tax evasion by individuals and international businesses.

November 5th 2017, The millions of documents comprising the Paradise Papers (a collection of

approximately 13.4 million leaked sensitive electronic papers pertaining to

offshore investments.) are leaked to the public.

Relevant UN Treaties and Events

● Forum on Financing for Development, Economic and Social Council (7th and 8th Meetings)

○ Structure of international finance and can link to what the international community has done all

together to set up trade.

● Declaration on the Critical Economic Situation in Africa, 3 December 1984

(A/RES/39/29)
○ Gives a good idea of the economic situation in LEDCs as well as economic structures of

African nations.

● United Nations Model Double Taxation Convention 2017 (ST/ESA/PAD/SER.E/213)
○ The international model of taxation is continuously updated every year in order to keep

up with new trends, this is an example of the 2017 convention.

● United Nations code of conduct on cooperation in combating international tax evasion, 20 April

2017 (E/RES/2017/3)
○ United Nations attempt at solving international tax evasion

● Committee of Experts on International Cooperation in Tax Matters, 30 September 2016,

(E/2017/L.5)
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○ The Committee of Experts’ attempt at solving international tax matters

Previous Attempts to solve the Issue

Economic and Social Council (ECOSOC)

ECOSOC discusses international measures for taxation including things such as ways to minimize the

tax gap, combating tax evasion of international corporations, etc. They have attempted to create more

unified taxation laws across the world as well as create more corporations with banks in order to lower

tax evasion while keeping a sense of secrecy within the bank. ECOSOC has advocated for the transition

to direct progressive taxation or imposing capital taxes (on ownership, profits, and income), which would

have a significant influence on the composition of the tax base, consequently affecting wealth

distribution. However, policymakers should assess not just whether individual taxes are progressive or

regressive, but also the overall fiscal policies' implications for lower-income families.

Committee of Experts

The Committee of Experts was created based on decisions by ECOSOC to solve fiscal fraud and other

international tax issues. The Committee’s task is to establish a conversation framework with the goal of

improving and increasing international tax cooperation among national tax authorities. Also, Make

suggestions for developing nations and countries in transition on capacity building and technical support.

The committee has looked over the Double Taxation Convention as well as attempted to create bilateral

tax treaties between developing and developed countries. This has helped certain nations to combat

double taxation which is one of the most common issues in global taxation.

Possible Solutions

Transparency between countries has shown to be crucial in the fight against international tax

evasion and avoidance. Increased openness between MEDCs and improved data transmission to and

from LEDCs will allow governments to devote more resources to combating tax evasion.

Furthermore, a comprehensive approach to tax havens will reduce tax avoidance and evasion.

This technique must include not just means to guarantee that nations participate, but also strategies to

keep their economies afloat during the process so that they are not utterly destabilized. For this purpose,

a body comparable to that of the European Commission could be useful.

The problem of active tax evasion must also be addressed. A clear definition of the word would
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serve to guarantee that there are no loopholes or gray areas in the topic, and enacting legislation or

tariffs that particularly target aggressive tax evasion would help to ensure that businesses do not take

advantage of current safeguards.
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Appendices

Appendix I

https://www.un.org/press/en/2017/ecosoc6840.doc.htm - List of resolutions that the United Nations

(specifically ECOSOC) has made in terms of taxation. Not all resolutions are not on tax fraud,

however they are all interesting to look through in order to get a sense of what issues have been

addressed already by ECOSOC.

Appendix II

https://www.oecd.org/ctp/glossaryoftaxterms.htm (Glossary of Tax Terms)
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