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Lax SEC Reporting Requirements Allow Companies to
Omit Over 85 Percent of Their Tax Haven Subsidiaries

Background

Offshore profit shifting by U.S. multinational corporations is estimated to cost the federal
government at least $111 billion annually in foregone corporate tax revenue.' In March, CTJ
reported that Fortune 500 companies are holding $2.4 trillion offshore as “permanently invested”
profits.” By shifting U.S. profits to foreign subsidiaries and declaring them to be permanently
reinvested, corporations can avoid paying U.S. taxes on these earnings indefinitely. A key part of this
tax avoidance strategy is shifting profits into subsidiaries in tax haven jurisdictions (countries or
territories that have low or zero tax rates, such as Bermuda, the Cayman Islands, and Luxembourg)
to minimize or even zero out worldwide income tax liability. Recent data from the Internal Revenue
Service show that U.S. corporations report that 59 percent of their foreign income is earned in ten
tax havens, even though their reported income in some countries exceeds its entire Gross Domestic
Product.’ This indicates that much of this income is being earned in the United States, but through
accounting maneuvers made to appear on paper as though the company earned it in tax haven
countries.

The Challenge

Currently, there is no single source that allows the public to see all of a corporation’s subsidiaries
and how many of them are located in tax havens. The Securities and Exchange Commission (SEC)
requires publicly traded corporations to report all of their “significant” subsidiaries in their annual
financial reports. In 2014, 358 Fortune 500 companies disclosed owning at least 7,622 subsidiaries
in tax haven countries. * However, since companies are permitted to omit subsidiaries that do not
meet the SEC’s definition of “significant” (comprising at least 10 percent of the company’s total
assets, investments, or income), the true number of tax haven subsidiaries is likely dramatically
higher than what is reported. In fact, this report finds that companies may be omitting more than 85
percent of their total and tax haven subsidiaries in their 10-K filings.

Earlier this year, OxFam America reported that there are large discrepancies between the numbers
of subsidiaries reported to the SEC and to the Federal Reserve for the four largest U.S. banking
institutions.’ Following Oxfam’s methodology, CTJ finds that 27 Fortune 500 financial companies
reported 2,836 tax haven subsidiaries to the Federal Reserve while only reporting 401 to the SEC. Of
the total number of tax haven subsidiaries reported to the Federal Reserve, 1,145 were located in
the Cayman Islands, one of the world’s most notorious tax havens.



As a group, these 27 companies are disclosing less than 15 percent of both total subsidiaries and tax
haven subsidiaries to the SEC relative to what they disclose to the Federal Reserve. Even the Federal
Reserve data may understate the actual number of subsidiaries (and tax haven subsidiaries)
companies have, as it too allows some exclusions in its reporting requirements. While the level of
disclosure varies by company, with some disclosing similar numbers to the two regulatory bodies,
there are some particularly notable offenders.

Tax Haven Subsidiaries for 8 Major Financial Companies

Percent of Tax Haven
Tax Haven Subsidiaries ~ Tax Haven Subsidiaries Subsidiaries Disclosed to

Reported to Federal Reserve Reported to SEC SEC
Bank of America 109 21 19%
Bank of New York Mellon 188 6 3%
Citigroup 140 21 15%
Goldman Sachs Group 987 17 2%
J.P. Morgan Chase & Co. 385 4 1%
Morgan Stanley 669 188 28%
State Street 64 10 16%
Wells Fargo 52 5 10%
TOTALS 2594 272 10%

Source: CTJ analysis of companies' 10-K and Federal Reserve reports

The prominent financial companies in the table above both have large numbers of subsidiaries in tax
haven jurisdictions and disclose less than 30 percent of them to the SEC. It is also worth noting that
these eight companies that make extensive use of tax havens benefitted from $165 billion in
taxpayer-funded bailout funds during the financial crisis.®

While the results of our previous Offshore Shell Games study revealed the widespread use of tax
haven subsidiaries by Fortune 500 companies, the Federal Reserve data reveal that the subsidiaries
listed in the SEC filings are just the tip of the iceberg.

The Need for More Disclosure

It is likely that many other multinational corporations are under-disclosing tax haven subsidiaries to
the SEC, but the extent of this is unclear since more complete information is not available for the
hundreds of Fortune 500 corporations that are not regulated by the Federal Reserve. If, however,
the pattern for the financial companies is similar for the whole Fortune 500 list, it would mean that
rather having over 7,000 tax haven subsidiaries as reported to the SEC, Fortune 500 companies may
have over 50,000 tax haven subsidiaries.

Accurate reporting on tax haven subsidiaries and the amount of earnings being held is vital both to

investors and to policymakers. According to a recent report from Credit Suisse, numerous major
companies (such as Mattel, Xerox and General Electric) may have offshore tax liabilities that
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constitute more than 10 percent of their total market capitalization.” In other words, understanding
a company’s offshore tax planning is critical to getting a complete picture of the financial status of

many companies.

Now is an opportune time to take action on this issue, as the SEC already has a review process on its
disclosure requirements underway.® Additionally, it has specifically requested comments on whether
it should change the definition of a “significant” subsidiary or require companies to report all
subsidiaries. CT] recommends that the SEC should require the disclosure of all subsidiaries,
regardless of size, as well as their location, relationship to the parent company, and unique Legal
Entity Identifier (LEI). Such disclosure would give the public and investors alike crucial insights into
the offshore finances of our nation’s largest companies.

Comparison of Subsidiary Data Presented to the Federal Reserve and the SEC for 27 Financial

Institutions
Unique Institutions Tax Haven Subsidiaries Tax Haven
Reported to Federal Subsidiaries Reported to Federal Subsidiaries
Company Reserve Reported to SEC Reserve Reported to SEC
Ally Financial 74 10 4 0
American Express 369 136 32 24
Bank of America 1,487 98 109 21
Bank of New York Mellon 828 49 188 6
BB&T 172 113 2 3
Capital One Financial 190 2 0 0
Charles Schwab 48 4 5 0
CIT Group 207 205 53 55
Citigroup 1,117 116 140 21
Citizens Financial Group 41 36 0 0
Discover Financial Services 36 25 2 2
Fifth Third Bancorp 937 50 2 4
First American 104 22 4 0
Goldman Sachs Group 3,057 76 987 17
J.P. Morgan Chase & Co. 2,051 43 385
KeyCorp 97 1 2
Macy's 56 24 3
Morgan Stanley 2,763 788 669 188
Nordstrom 29 3 1 0
Northern Trust 63 73 29 32
PNC Financial Services Group 807 15 92 0
Raymond James Financial 117 121 4 3
Regions Financial 29 48 0 0
State Street 209 36 64 10
SunTrust Banks 73 16 1 0
U.S. Bancorp 95 28 6 4
Wells Fargo 1,333 72 52 5
TOTALS 16,389 2,210 2,836 401

Source: CTJ analysis of companies' 10-K and Federal Reserve reports
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