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BASIC TENSIONS

Enterprises multinational – tax laws national

Seperate juridical entities are tax subjects – not MNEs

”Businesswise MNEs could care less about juridical group structure.”
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1. Debt shifting and Case Caruna

2. How are MNEs taxed?

3. Corporate social responsibility (CSR) and taxation

4. Who determines national tax laws?

AGENDA
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1. DEBT SHIFTING AND CASE CARUNA
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CONCEPTS 1/2

• MNEs tax avoidance (aggresive tax planning) = profit

shifting = tax planning arrengaments that shift profits

generated in a jurisdiction are to a lower tax jurisdiction
 Is tackled by broadening tax bases using e.g. anti-tax

avoidance measures (= section of law or convention article

that tackles profit shifting, other tax avodance and harmfu

tax competition, e.g. general anti-tax avoidance rules, 

interest deduction limitation rules)

• Should be separated tax evasion releted to foreign

investments
 Tax evasion is tackled by transparency, tax control and 

cooperation between authorities
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CONCEPTS 2/2

• Harmful tax competition = form of tax competion that

abuses sovereignty of other countries by e.g. attracting

offshore income

• Tax havens exercise extreme form of harmful tax

competition

• Corporate tax haven – attracts profit shifting (often legal)  

through low taxation

• Secrecy jurisdiction – attracts tax evasion (often illegal) 

by providing secrecy that allows hiding assets offshore
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Firm Oy

Holding Oy

Lux SRL

Owners

THIN CAPITALIZATION = DEBT SHIFTING
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1600s English and Dutch East India Companies first MNCs (?)

1915 first transfer pricing rules in UK (USA 1917), transfer pricing and profit shifting were known already in 1800s

1920s principles of MNCs taxation – arm’s length principle/separate entity doctrine (League of Nations Model Tax Convention)

1971 first thin capitalization rules in Canada

1970s Wide discussion on the problems of international tax regime within UN, decelerates in the 1980s. Also mentions in Finland.

1998 OECD: Harmful Tax Competition: An Emerging Global Issue

2007–2009 Financial crisis and several data leaks (e.g. UBS)

2011 scoop about tax avoidance of health care company Mehiläinen – implementation of IDLR begins (came to force in 2014)

2013-> OECD:n BEPS project (e.g. OECD best practice approach on interest deduction limitation rules, 2016)

2016 EU Anti-tax avoidance directive (ATAD), implemented 2018, in force 2019 (e.g. IDLR minimum standard)

2016–2021 Finnish IDLR ”leaks” (Caruna, Elenia, Sponda…)

2021 IDLR amended 2022

2022 IDLR equity escape rule amended again 2023?

2024? OECD two-pillar solution to address the tax challenges arising from digitalisation and globalisation (e.g. 15% minimum CIT)

2024? updated EU Commission proposal on common and consolidated corporate income tax rate (”BEFIT”), etc. etc.

DEBT SHIFTING TIMELINE
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FINNISH INTEREST DEDUCTION LIMITATION
RULE IN BRIEF (EVL 18 A §)

• External interest costs deductible up to 3 000 000 € (deemed on separate entity
level = a  MNE may deduct several times)

• Related party net interest costs deductible when max 500 000 € 

• Higher interest costs deductible when less than 25% of operating profit corrected
by depreciations (tax ”EBITD”)

• Higher interests deductible on later years with no time limit (e.g. loss-making
entities)

• Exceptions that allow deduction of all interest costs: e.g. equity escape rule, 
finance companies

• Finnish equity escape rule = all interest cost deductible if the equity ratio of the
MNC group lower than the given entity of the group

9



Faculty of Law

EBITD x 25 % = (581 + 249,7) x 25 % = 207,7 m€

Net interest costs = 92,4 – 3,9 = 88,5 m€ < 207,7 

m€

 All interest costs deductible
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CARUNA

• Founded in 2014, when had acquired kun oli Fortumin electrical networks with 2,5 
billion €

• Electricity distribution companies are ”natural monopolies” – pricing and profits are
regulated, still highly profitable

• Caruna is the largest electricity distribution company in Finland with over 700 000 
clients

• Owners (after 2021 ownership changes)

• Elo (7,5 %) 

• AMF Pension 12,5 %, earlier KEVA) 

• Ontario Teachers’ (40 %, earlier OMERS) 

• KKR (40 %, earlier First State Investments)
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YLE 31.1.2016       /     YLE 2.9.2021
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FINNWATCH: AVOIDED TAX 2015 – 2020: 67 M€
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CASE RB – BUSINESS MODEL RESTRUCTURING
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CASE RB – BUSINESS MODEL RESTRUCTURING
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2. HOW ARE MNES TAXED?
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ORGANIZATION PERSPECTIVE
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TAXATION PERSPECTIVE

Parent Oy

Subsidiary A Ab
Subsidiary B 

Ab

Permanent

establishment

Finland

Sweden

Norway

Finland 

taxes

Sweden

taxes

Sweden

taxes but

credits

Norwegian

tax

Norway

taxes

Legal company = 

Subsidiary B Ab

Royalty from

client

Norway won’t tax

(due to tax treaty)
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MNES TAXATION IN BRIEF

• Source country taxation = MNEs generally taxed where the operations (employees) are

• Arm’s length principle and separate entity doctrine = fiction where separate entities of 

MNEs are deemed independent in their transactions (= transfer pricing)

• Transfer prices generally determined using OECD methods (TP Guidelines)

• The system facilitates profit shifting (tax avoidance) by arranging group transaction and 

structure as well as transfer mispricing (illegal) 

• Most common profit shifting methods:
 Debt shifting (thin capitalization)

 Business model restructurings and immaterial property restructurings

 Dividend taxation mostly in owners’ resident jurisdictions and partially in parent company

resident jurisdiction (intra-group dividends wholly or mostly tax exempt with so-called

participation exemptions)

23
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WORLD TRADE HAS SURGED – UP TO 70% 
WITHIN MNES (PLANNED PRICING)
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GLOBAL DIGITAL ”MONOPOLIES” HAVE
AGGRAVATED PROBLEMS OF PROFIT SHIFTING
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PROFITS SHOWN IN CORPORATE TAX HAVENS

Source: Tørsløv, Wier, Zucman 2020



Faculty of Law

WHO LOSES?

Lähde: Tørsløv, Wier, Zucman 2020
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WHO WINS?

Source: Tørsløv, Wier, Zucman 2020
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HARMFUL TAX COMPETITION HAS MEANT
TAX RATES BELOW 10%

Source: Tørsløv, Wier, Zucman 2020
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3. CORPORATE SOCIAL RESPONSIBILITY 
(CSR) AND TAXATION
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CIT FROM INVESTOR PERSPECTIVE = COST

Source: Elenia bond offering document 21.2.2020
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WHAT IS CSR (EU COMMISSION DEFINITION)?

“CSR is the responsibility of enterprises for their impact on society. CSR 

should be company led. Public authorities can play a supporting role through 

a smart mix of voluntary policy measures and, where necessary, 

complementary regulation.

Companies can become socially responsible by:

• following the law;

• integrating social, environmental, ethical, consumer, and human rights 

concerns into their business strategy and operations.”
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TAXES ARE HUMAN RIGHTS ISSUE

• Tax avoidance has impact on human rights

 Tax revenues necessary to secure basic human rights especially in developing countries

(economic, social and cultural rights, legal protection)

 Inequal taxation violates equality principle

• Responsible tax policy requires more than merely following the law (OECD, UN, EU…)

• MNEs are also political players – take part in defining the law

3
3
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TAXES HIGHER IN DEVELOPED COUNTRIES

Lähde: OECD
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TAXES HIGHER IN DEVELOPED COUNTRIES

Lähde: IMF
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OECD GUIDELINES FOR MNES

“It is important that enterprises contribute to the public 

finances of host countries by making timely payment of 

their tax liabilities. In particular, enterprises should 

comply with both the letter and spirit of the tax laws 

and regulations of the countries in which they 

operate. Complying with the spirit of the law means 

discerning and following the intention of the legislature.”
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RESPONSIBLE TAX IN PRACTICE

• Compliance: tax returns and other tax procedures

• Transparency

• Accounting IFRS/GAAP

• Tax footprints and tax policies

• Country by country reporting (CBCR)

• Tax planning

• Aggressive vs. conservative
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”FOUR RS OF TAX”

1. Revenue – taxes necessary to fund public services and benefits

2. Redistribution – taxes necessary to tackle income and wealth inequality

(justice, ability to pay)

3. Repricing – taxes necessary to steer consumption and production to gain

external benefits and minimize external costs (e.g. carbon pricing)

4. Representation – taxes are important part of democratic processes and 

so-called social contract (Hobbes, Locke) as they make sovereign

government accountable to tax payers
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WHAT IS THE ROLE OF CIT?

• Necessary part of progressive tax system (part of income tax for some of 

the highest earning individuals together with capital income tax on 

dividends)

• ”Back stop” for earned income tax – tackles income shifting

• Society’s share of corporate profits as a compensation for infrastructure, 

educated employees, protection of property etc.

• Good tax in terms of investment and ability to pay since income tax is 

levied on net income and only after investment is profitable.
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a) Tax base erosion causes revenue losses that make it difficult to fund public
services and benefits efficiently. 

 E.g. Tørsløv, Wier, Zucman 2022: Global tax losses 200 billion$ (10 % of CIT levies), 
Finland 1 billion€ (15 %)

b) Harmful tax competition decreases sovereignty of nations and level of 
democracy.

c) It increases inequality between countries. 

d) It increases inequality between enterprises and harms functioning of 
markets and growth. 

e) It increases inequality between different groups. The wealthy benefit.

WHY INSUFFIECIENT ANTI-TAX AVOIDANCE
MEASURES HARM PUBLIC INTEREST (OECD, IMF 
JNE.)?
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41

Source: Riihelä & Tuomala, T&Y 3/2020

CIT = TAX FOR THE WEALTHY
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4. WHO DETERMINES NATIONAL TAX LAWS?



Faculty of Law

• Formally:

• Parliament

• Government

• Civil servants (Ministry of Finance Tax Department)

• In practice also:

• Political parties

• Interest groups – regarding corporate tax mostly corporate interest groups (EK, SY, K3, FA etc.)

• Other NGOs (represent perspective defined in their rules, e.g. human rights)

• Corporate tax advisors (big4) and in-house tax specialist

• Tax law researchers (represent the perspective of academic discipline)

• Economics researchers (represent the perspective of academic discipline)

• Tax administration officials and other tax specialists

• Others?

WHO ARE THE TAX POLICY PLAYERS IN 
FINLAND?
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1971 first thin capitalization rules in Canada

1970s First documented mentions of thin capitalization in Finland.

2009 First ministry of finance report on IDLRs

2011 scoop about tax avoidance of health care company Mehiläinen – implementation of IDLR begins

2012 IDLR passes parliament. In force 2014.

2013-> OECD:n BEPS project (e.g. OECD best practice approach on interest deduction limitation rules, 2016)

2016 EU Anti-tax avoidance directive (ATAD, e.g. IDLR minimum standard)

2016–2021 Finnish IDLR ”leaks” (Caruna, Elenia, Sponda…)

2018 ATAD implemented 2018, in force 2019

2021 IDLR amended 2022

2022 IDLR equity escape rule amended again 2023?

2024? OECD two-pillar solution to address the tax challenges arising from digitalisation and globalisation (e.g. 15% minimum CIT)

DEBT SHIFTING TIMELINE



Faculty of Law

• Regulatory capture occurs when all these three criteria are met within a policy process 
(Carpenter & Moss 2014, OECD 2017a):

1. There is an explicitly defined policy goal that either helps or harms the public interest.

2. The corporations consciously intervene in the policy process to extract rents or minimize 
their regulatory costs.

3. The public interest is abused due to the intervention.Liittyy yritysten toimintaan, muut
vaikuttamiseen osallistuvat tahot eivät yleensä tavoittele voittoa (ihmisoikeusjärjestöt
jne.).

• Should be distinguished from lobbying: lobbying is a regulatory capture tool, but does not 
necessarily harm public interest. 

• Who set the agenda? Strong vs. weak regulatory capture.

WHAT IS A REGULATORY CAPTURE (STIGLER
1971)?
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• Mostly econometric research methods (literary review e.g. Carpenter & Moss 2014, OECD 
2017a):

 Has studied e.g. correlation between company profits and their executives’ polical
networks (Faccio, Mazulis & McConnell 2006 etc.)

• The deficiency of these studies is that they fail to show the causal connection between a 
specific lobbying event and its consequence. (Carpenter & Moss 2014):

“Perhaps the deepest problem with much of the research on regulatory capture is not merely its tendency 
to overstate the evidence for capture, but its lack of nuance in describing how and to what degree capture 
works in particular settings.”

• Lobbying in general has been studied with various methods in different disciplines also in 
Finland:

 E.g. the role of corporate interest groups and labor unions has been relatively big in Finland 
yritysetujärjestöjen ja ammattiliittojen suuri rooli Suomessa (Vesa, Kantola & Binderkrantz 2018, 
Hirvola et al. 2021)

EARLIER EMPIRICAL EVIDENCE ON 
REGULATORY CAPTURE
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• Technicality of tax legislation emphasizes impact of tax specialists on tax
legislation (Surrey 1957 etc.)

• Epistemic nature of tax speliacists’ communities might have silenced critical
discussion and blocked tax reforms (Forstater & Christensen 2017 etc.)

• The role of tax advisory companies (”Big Four”) been significant in legislation
as well as its application (global wealth chains, Seabrooke & Wigan 2016, 
Christensen 2020a jne.)

• Tax scholars’ financial interests could impact interpretation of law as well as 
their tax policy positions (Raitasuo 2019 and 2021)

EARLIER RESEARCH ON TAX LOBBYING
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• Case study / qualitative content analysis (Schreier 2012, Christensen 2020a)

• I analyzed all 148 specialist statements on IDLR that were submitted in differents phases of enacting 
the rule between 2009–2018. Additionally I analysed the contect and impact of the rule and 
amendments made to it during the processes. 

• Analysoin lausunnot ja aiemman kirjallisuuden ja seuraavien tutkimuskysymysten pohjalta:

1. Which stakeholder groups were involved?

2. Were the stakeholders for or against the suggestions?

3. What amendments did they request? E.g., did they request more/less effective tax avoidance legislation?

4. How did different stakeholder groups respond to the consultations? How did their background and interests 
appear in their views?

5. Whose comments were taken into account if the consultation influenced the corresponding rule?

• I also conducted two semi-structured interviews to validate the credibility of my findings (Hirsjärvi and 
Hurme 2000).

RESEARCH METHODOLOGY
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• Systematic and interdisciplinary qualitetative analysis allowed to perceive causality more accurately 
than previous econometric studies. 

• Wide research material based on several case studies allowed quantitative analysis and increased 
reliability and validity of the analysis.

• Same methodology could be used in other policy research as consultation documents in Finland are
generally public.

• Limitations:

 Generalizability? The study covered one little-known and technical section in tax law.

 What was invisible? Also other things have impact on tax law that are not visible in consultation statements, and 
their significance could not be analyzed (informal lobbying, political decisionmakers and their relative strenghts, 
research, civil servants, media, public discussion etc)

STRENGHTS AND LIMITATIONS OF MY 
METHODOLOGY
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FINNISH LAW DRAFTING PROCESS
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• It facilitates debt shifting and benefits only a few dozen MNCs where as 
hundreds of thousands other Finnish companies must pay their CIT in full. 

• The IDLR deviates from OECD best practice 

• Finnish IDLR is unique due to its various exceptions that have facilitated debt 
shifting(e.g. equite escape rule)

WHY THE FINNISH IDLR DOES NOT PROTECT
PUBLIC INTEREST?



Faculty of Law

CONSULTATION 2009
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CONSULTATION 2009
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• Large Taxpayers’ Office analyzed 23 fiscally significant debt arrangements, 
that decreased tax levies by over 100 million € annually.

• EK: “Tax avoidance is merely a theoretical phenomenon that does not have 
significant impact on Finnish CIT returns as the GAAR and transfer pricing 
rules allow possible abuse to be tackled.”

• Professor Helminen (University of Helsinki): “The Finnish tax regime has 
been exceptionally favorable for taxpayers compared to the relevant 
reference countries. This situation has been well-known for a long period and 
the contrast to the other countries has increased as they have adopted new 
thin capitalization rules. It is clear that taxpayers have actively exploited this 
loophole with the help from tax advisors by making specifically cross-border 
tax arrangements. This has naturally meant losses of tax revenue for 
Finland.”

OBSERVATIONS 2009
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CONSULTATION 1/2012
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CONSULTATION 1/2012
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• Generally no references to academic research.

• EK 2012: 

 ”The proposed general limitation of interest deduction will be applied to all Finnish 
groups independent of if there is any tax avoidance. This will harm finance of 
nearly all Finnish corporate groups.”

 ” The IDLR will increase investment costs and decrease the desire to invest in 
Finland.”

• VATT 2017:

 ”The IDLR seems to be an effective measure against profit shifting. We did not 
observe any harmful consequences from the reform.”

OBSERVATIONS 2012
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• Equity escape rule.

• Exception for finance companies.

• Exception for real estate investment companies.

• Postponement of inception 2013  2014.

 These changes facilitated debt shifting and causes annual tax losses of at 
least tens of millions.

AMENDMENTS BASED ON CONSULTATIONS
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• Weak regulatory capture 2012 and 2018: 

 At least eight different amendments to legislation after 2012 and 2018 consultations that
decreased tax revenue by at least tens of millions euroa annually (total impact at least
hundreds of millions). 

 Only a few dozen MNEs benefited as the amendments facilitated profit shifting. 

 The initial agenda was set by civil society, media, international organizations, officials.

• The role of corporate interest groups and tax advisors significant:

 The statements representing corporate interests outnumbered statements presenting wider public 
interests such the human right perspective (e.g. by 19 to 3 in 2018)

 This role visible in other influence as well (media, informal lobbying etc.)?

CONCLUSIONS – ENTERPRISES
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• Role of tax scholars limited

 Dominating legal-dogmatic research method not that relevant from tax policy
perspective.

 Role of epistemic communites and economic interests?

• The role of economic scholars almost non-existent

 Finnish academic economic research on profit shifting scarce.

• The role of other NGOs still small, but has grown.

CONCLUSIONS – OTHERS
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• Political profit-seeking:

 MNCs and their representants are important political players: tax policy is a tool profit-
seeking.

• The role of officials and civil servants has grown. The role of Ministry of Finance was decisice
in 2009 and 2012. Later the OECD and EU have taken the initiative in drafting new rules.

OTHER CONCLUSIONS
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• Main problems: lack of knowledge on highly technical tax regime and imbalance of resources 
between parties representing the corporate and public interest. Possible solutions (OECD 
2017a):

1. Levelling the playing field: Parties necessary to support public interest should be better represented.

2. Ensuring transparency and access to information.

Lobbying register (transparency of informal lobbying)

More independent academic research.

Civil servants should complement the deficiencies of academic research in law drafting process (impact
assessment):

3. Promoting accountability of decision-makers through Supreme Audit Institutions, competition 
authorities and regulatory agencies.

4. Address inherent capture risks at organizational levels through internal integrity policies.

17.3.2022 64

HOW TO TACKLE REGULATORY CAPTURE
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Veropolitiikka-blogi:

https://veropolitiikka.blog/

OECD website on BEPS:

https://www.oecd.org/tax/beps/

More about Caruna and Elenia:

https://finnwatch.org/fi/tutkimukset/872-verovaelttely-

saehkoensiirtoalalla-jatkuu

Tørsløv, Wier & Zucman: Missing Profits

https://missingprofits.world/

ADDITIONAL READING

https://veropolitiikka.blog/
https://www.oecd.org/tax/beps/
https://finnwatch.org/fi/tutkimukset/872-verovaelttely-saehkoensiirtoalalla-jatkuu
https://missingprofits.world/

