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An Alternate Solution for France’s Digital Services Tax

by Jeff Ferry, Bill Parks, and Arpan Dahal

Introduction
France’s new digital services tax aimed at 

internet companies has raised good questions 
about the best system for taxing corporate income 
in the internet age. Early this year France adopted 
a 3 percent levy on the total French revenue of 
approximately 30 large internet-based 
multinational businesses. The DST will mainly 
affect U.S.-headquartered businesses. The French 
government says the tax is necessary because 
internet companies are paying well below France’s 
statutory 34 percent corporate income tax. The 
U.S. government claims the DST is unfairly 
targeting U.S. companies (in France it is known 
colloquially as the GAFA tax, for Google, 
Amazon, Facebook, and Apple). The core of the 
problem is that current corporate tax systems in 
the United States, as well as in France and other 
countries, have huge loopholes that allow profit 
shifting to low-tax jurisdictions, and those 
loopholes are easily exploited by internet 
companies.

A better option for corporate income tax may 
be formulary apportionment based on national 
revenue, known as sales factor apportionment 
(SFA) and sometimes referred to as destination-
based corporate tax. In this article, we estimate the 
revenue that France’s DST is likely to generate and 
contrast it with an alternate SFA system for the 
same set of internet companies. Our estimates 

suggest that an SFA system at France’s statutory 
rate would likely generate more than double the 
revenue of France’s DST.

Background

European governments have become angry 
over alleged tax avoidance by U.S. multinationals. 
The dispute has been driven by the growth in 
recent years of U.S.-based internet multinationals, 
including Amazon, Google, and Facebook. It burst 
into public view in 2012 with hearings by a 
committee of the U.K. Parliament. The committee 
found that these three companies and Starbucks 
each paid U.K. corporate income tax at very low 
rates. For example, according to figures cited by 
the House of Commons Public Affairs Committee, 
Amazon U.K. generated revenue of £3.35 billion in 
2011 yet paid “virtually no” U.K. corporate 
income tax that year because much of the revenue 
was booked in Luxembourg. Google confirmed 
that it paid corporation tax at a rate of 1.5 percent 
on U.K. revenue of $475 million in 2011, but it 
admitted that almost all its U.K. revenue is booked 
in Ireland and doesn’t show up in its U.K. 
accounts. Starbucks U.K. admitted to the 
committee that it paid no U.K. tax because its U.K. 
business lost money as the result of payments to 
related companies in the Netherlands and 
Switzerland.

British members of Parliament responded 
angrily to what they called “evasive” answers 
from the company executives. In its report on the 
2012 hearings, the committee said it didn’t believe 
Starbucks’ claim that a chain with 800 U.K. 
locations had lost money for 14 out of 15 years of 
doing business in the United Kingdom, especially 
because Starbucks executives were on record 
telling U.S. investors that the U.K. business “was 
successful and . . . making 15 percent profits.” The 
report noted, “We were not convinced that their 
actions, in using the letter of tax laws both 
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nationally and internationally to immorally 
minimize their tax obligations, are defensible.”

To veterans of corporate tax affairs, these 
profit-shifting tactics are unsurprising. Using 
subsidiaries in tax haven locations to hold the 
intellectual property in software (or proprietary 
recipes for sweetened coffee drinks) and then 
shifting profits to these tax havens through high 
fees and royalty payments is a well-known tax 
strategy. In their defense, the multinationals could 
have pointed out that their tax avoidance 
strategies take advantage of opportunities 
permitted and often promoted by individual 
European governments, notably those of Ireland, 
the Netherlands, and Luxembourg.

However, because the United Kingdom, 
France, and other European countries have 
reduced their corporate tax rates to remain 
internationally competitive and have seen their 
annual corporate tax revenue fall, the low tax 
payments of multinationals — and especially 
internet-based multinational corporations — has 
become a contentious issue. In recent years, 
Google has paid hundreds of millions of dollars to 
tax authorities in the United Kingdom, Italy, and 
France to settle cases alleging that it was diverting 
revenue to Ireland to avoid paying taxes in the 
larger European countries. Early this year, France 
unilaterally enacted a DST on what it termed a 
“handful” of multinationals to impose a long-
term solution to the problem.

In a March publication, French Finance 
Minister Bruno Le Maire said the French 
government will impose a tax of 3 percent of 
revenue in France on all “digital” companies 
whose worldwide revenue exceeded €750 million 
and whose revenue in France exceeded €25 
million.1 The DST took effect January 1.

According to Le Maire, the tax

targets the three types of activities that 
generate the most value: targeted ads 
online, the sale of data for advertising 
purposes and the connecting of Internet 
users by platforms [i.e. social 
networking]. . . . We are responding here 

to a double injustice: for our smaller 
companies that pay 14 points of tax more 
than digital businesses, and for our 
citizens whose personal data are used to 
create value. Finally, we are responding 
to a lack of efficiency, a loss of several 
hundred million euros [annually] for our 
public finances.

At the G20 meeting in August, Le Maire and 
U.S. Treasury Secretary Steven Mnuchin agreed to 
work for a common OECD solution that could 
defuse U.S. antagonism toward European digital 
taxes. The OECD has been working for several 
years to forge a multilateral solution acceptable to 
all its members. Aggressive tax avoidance, in 
particular by Google, has led to widespread 
European governmental determination to force 
action. The United Kingdom’s DST will take effect 
in 2020. Spain, Italy, and other European countries 
are working on DSTs, and France has been praised 
in those countries as a “pioneer” on the issue. 
According to Le Maire, 23 out of 28 EU countries 
are in favor of DSTs.

Analysis
By legislating for a new DST based on revenue 

rather than profit, France has opened the door to 
alternative ways to calculate corporate income 
tax. In this article, we compare France’s DST with 
formulary apportionment based on revenue 
(sales).

There is no official list of the companies that 
will get caught in France’s DST net. For public 
companies, it’s clear which ones pass the global 
revenue threshold of €750 million ($825 million), 
but the French revenue of most multinationals is 
not disclosed publicly. Last March Le Maire told 
French media that he expects around 30 
companies to pay the DST. We built a list of 30 
possible candidates, starting with Google, 
Amazon, Facebook, and Apple, and took some 
names from a speculative list published by 
Deloitte early this year. We added other 
companies that might qualify, either as consumer 
internet businesses or by offering business-to-
business services through the cloud. All these 
business models provide scope for shifting profits 
to low-tax centers. We limited our list to public 
companies because more financial data are 
available for them than for private companies. Le 

1
France Ministry of the Economy and Finances, Projet de Loi Relatif a 

la Taxation des Grandes Entreprises du Numerique (Mar. 6, 2019) 
(authors’ translation).
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Maire has at times suggested that he is targeting 
the French divisions of large advertising agencies, 
but we chose not to include them because we 
cannot get data on the French digital divisions of 
multinational ad agencies. Our list is designed to 
illustrate the effect of DSTs rather than identify 
the companies that will most likely pay it.

The 30 companies on our list range from those 
with more than $100 billion in annual revenue 
(Apple, Amazon, and Google) to smaller internet 
businesses like Groupon, Square, and IAC, which 

offer specialized consumer services and booked 
revenue in the $1 billion to $5 billion range for 
2018. Five companies are in the advertising 
business (Google, Facebook, Twitter, Criteo, and 
Verizon/Yahoo). Four are in enterprise cloud 
services. Nine companies led by Amazon are in e-
commerce. The remaining 12 companies are in 
various internet-based services. Of the total, 20 are 
U.S.-headquartered, two are Chinese, one is 
Japanese, one is Australian, and the other six are 
headquartered in various European countries.

Table 1. Multinational Companies Liable for French DST

Number Name Nationality Main Activity

Worldwide 
Revenue 

2018 
(billions of 

dollars)

Pretax 
Income 2018 
(millions of 

dollars)

Pretax 
Profit 
Rate

Income Tax 
Provision 

2018
(millions of 

dollars)
Effective 
Tax Rate

1 Apple USA Hardware/app 
store

$265.8 $72,903 27.4% $13,372 18.3%

2 Amazon USA E-commerce $232.9 $11,260 4.8% $1,200 10.7%

3 Google USA Internet 
search/
advertising

$136.2 $34,910 25.6% $4,177 12%

4 Verizon/
Yahoo

USA Telecom/
internet search/
advertising

$130.9 $19,620 15% $3,584 18.3%

5 Microsoft USA Enterprise 
software/cloud 
services

$110.2 $36,470 33.1% $4,450 12.2%

6 IBM USA Enterprise 
software/cloud 
services

$79.6 $11,340 14.2% $2,619 23.1%

7 Facebook USA Social 
network/
advertising

$55.8 $25,360 45.4% $3,250 12.8%

8 Tencent China E-commerce $43.7 $14,050 2.1% $2,190 15.6%

9 Oracle USA Enterprise 
software/cloud 
services

$39.5 12,420 31.4% $1,190 9.6%

10 Alibaba China E-commerce $37.8 15,150 40.1% $2,470 16.3%

11 Randstad Netherlands Recruiting 
services

$26.2 $894 3.4% $107 12%

12 Netflix USA Online video 
entertainment

$15.8 $1,230 7.8% $15 1.2%

13 Booking 
Holdings

USA Online travel $14.5 $4,840 33.3% $837 17.3%

14 Salesforce USA Enterprise 
cloud software

$13.3 $983 7.4% $127 12.9%
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Only one of the companies, Criteo, is French. 
Criteo, which helps advertisers track internet 
users and target them with ads based on their 
interests, was founded in Silicon Valley by French 
entrepreneurs and relocated to Paris after the 
business reached a significant size. Notably, 
almost all the “big concept,” internet-based 
innovators were founded in the United States 
(although often by immigrants, as with Criteo). 
The European and Asian companies on our list 
are mostly e-commerce success stories that rely 

not on fundamental technological or business 
model innovation but on a standard e-commerce 
model combined with a localized focus on their 
customers or product category. Along with 
stopping the loss of tax revenue to internet giants, 
a big challenge for the French and most other 
European governments is generating a 
homegrown technology industry so at least some 
future internet giants will be European-based.

We estimated how much each company on 
our list would pay in DST, using 2018 as our 

15 Uber USA Internet taxi 
service

$11.3 $1,312 11.6% $283 21.6%

16 Expedia 
Group

USA Online travel $11.2 $485 4.3% $87 17.9%

17 eBay Inc. USA E-commerce $10.8 $2,720 25.3% $190 7%

18 Rakuten 
Inc.

Japan E-commerce $10.4 $1,542 14.9% $220 14.3%

19 Wayfair 
Inc.

USA E-commerce $6.8 $502 7.4% $2 0.4%

20 Spotify Sweden Online music 
service

$5.8 ($203) -3.5% — 0%

21 Amadeus Spain Online travel $5.5 $1,490 27.2% $374 25.1%

22 Zalando Germany E-commerce $5.4 $121 2.2% $53 43.8%

23 IAC USA Online dating 
services

$4.3 $762 17.9% $4 0.5%

24 Sabre USA Online travel $3.9 $398 10.3% $57 14.4%

25 Square Inc. USA Internet 
payments

$3.3 ($36) -1.1% $2 0%

26 Twitter USA Social 
network/
advertising

$3 $424 13.9% — 0%

27 ASOS England E-commerce $3 $125 4.2% $20 15.7%

28 Groupon USA E-commerce $2.6 $1,030 39% ($1) 0%

29 Criteo France Retargeting/
advertising

$2.3 $131 5.7% $35 27%

30 Atlassian Australia Enterprise 
software

$1.2 ($606) -50% $32 0%

Note: Twitter and Spotify reported negative tax provisions (tax credits) in 2018. We account for their tax payments as nil.

Source: Company accounts, CPA calculations.

Table 1. Multinational Companies Liable for French DST (Continued)

Number Name Nationality Main Activity

Worldwide 
Revenue 

2018 
(billions of 

dollars)

Pretax 
Income 2018 
(millions of 

dollars)

Pretax 
Profit 
Rate

Income Tax 
Provision 

2018
(millions of 

dollars)
Effective 
Tax Rate
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sample year. For that, we also needed to estimate 
the French revenue of each company because no 
company on our list — not even Criteo — publicly 
discloses its French revenue. However, most 
companies do publish a breakdown of global 
revenue, which includes the Europe region; the 
Europe, Middle East, and Africa (EMEA) region; 
or in some cases, the “non-U.S.” region. Using 
World Bank figures, we calculated France’s share 
of GDP of each of these international groups and 
then applied that ratio to the reported revenue. 
We assumed that France’s share of worldwide 
business in e-commerce, advertising, or other 
services is similar to its GDP share. This is a very 
rough approximation. In the absence of published 
data on French revenue, we think GDP shares are 
a reasonable proxy. Table 2 shows France’s weight 
in each of our international groupings.

Once we had the French revenue for each 
company, calculating the DST was 
straightforward: 3 percent of the French revenue. 
It can be seen in Table 3 that in our model, France’s 
DST take in 2018 would have totaled $970 million.

In its March public document, the French 
Finance Ministry estimated the DST would 
produce some €500 million ($550 million). Our 
estimate is nearly double that. In that document, 
the French government described the tax as 
focused tightly on three categories: revenue 
linked to online advertising, the sale of data, and 
social networking. If this turns out to be the case, 
the DST might limit itself to advertising 
businesses and social networks. However, Le 
Maire’s later comments about 30 companies likely 
to pay DST prompted us to build a broader list.

In fact, $970 million or $550 million in annual 
DST revenue would give a significant boost to 
France’s corporate income tax revenue, which 
OECD records show was $50.2 billion in 2016, 
down 39 percent from a high of $82.7 billion in 
2008. Like the United States and other countries, 
France has been steadily reducing its corporate 
income tax rates to remain globally competitive. 
The formula is complicated, but for taxable profit 
above €500,000, the 2018 tax rate was 34.43 percent 
and the 2019 rate is 32.02 percent. France’s rate is 
still above that of many other countries, and the 
French government would like to reduce it 
further.

In terms of the fundamental principles of 
corporate taxation, the French government 
opened a can of worms when it adopted the DST. 
Taxing revenue rather than profit raises the 
prospect of levying a tax on companies that are 
not making a profit, which makes it hard for 
money-losing start-ups to grow in size and 
success. Le Maire has acknowledged this, 
promising that the DST will not hit start-ups 
because it will be carefully structured to target 
only large companies in specific business sectors.

But this careful targeting raises the problem of 
a tax that is discriminatory and subject to 
interpretation and reinterpretation by a 
government. Such a tax system is susceptible to 
misunderstanding at best and abuse at worst. In a 
recent interview with a French newspaper, Le 
Maire said that electronics and appliance retailers 
would not be taxed for selling their own products 
online. But “when Amazon is remunerated as the 
digital intermediary between a producer and a 
customer, then that will be taxed.”2 This opens the 
door for argument and interpretation over what is 
an e-commerce retailer’s “own” product. Amazon 
can be expected to use this distinction 
aggressively to minimize the tax it pays in France.

Fundamentally, the DST and its reliance on 
revenue rather than profit data are the French 
government’s way of saying that the national 
profit figures of multinationals can no longer be 
trusted. The British DST relies on the same 
principle. The British and French governments 

Table 2. France’s GDP Shares

France’s GDP 2018 (billions of dollars) $2,775.25

France’s GDP as percentage share of:

EMEA 9.98%

Global 3.28%

Global less U.S. 4.32%

Europe 12.7%

Global less China 3.89%

EU 14.8%

Source: World Bank.

2
Quoted in Stéphane le Calme, “’Une Trentaine de Groupes Seront 

Touchés’” par la Taxe Française du Numérique,” Developpez, Mar. 4, 
2019. (Authors’ translation.)
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are right to distrust national profit figures as 
reported by companies. Profit-shifting across 
countries and to tax havens has made national 
profit figures deeply misleading and close to 
economically nonsensical.

The Formulary Apportionment Alternative

Formulary apportionment offers an 
alternative way to define and calculate profit, 
allowing governments to continue to tax national 
profits in an economically meaningful and 
transparent form. With the sales-based version of 
formulary apportionment, SFA, a company 
would pay tax on a share of its worldwide pretax 

profit corresponding to the share of revenue 
(sales) in that jurisdiction.

We can see how this would work for France by 
applying this method to our 30 sample 
companies. Table 3 shows the companies and 
their worldwide pretax profit (income), which 
comes from their official filings. Using the 
worldwide revenue figure and the share of French 
revenue within the total, we allocate a share of 
profit to France based on the share of sales that 
take place there. We then take that profit figure 
and apply France’s 2018 corporate income tax rate 
of 34.43 percent to find the digital sales factor 
apportionment (DSFA) tax revenue owed by each 
company.

Table 3. DST and DSFA Tax Compared

Number Company

French Revenue 
2018 (millions of 

dollars)

DST Revenue 
2018 (millions of 

dollars)

French Pretax 
Income 

2018 (millions of 
dollars)

Digital SFA Tax 
Revenue 2018 
(millions of 

dollars)

1 Apple $7,929.5 $237.9 $2,174.9 $748.8

2 Google $4,451 $133.5 $1,140.9 $392.8

3 Randstad $4,195.2 $125.9 $143 $49.2

4 Amazon $3,142.2 $94.3 $151.9 $52.3

5 IBM $2,549.1 $76.5 $363.2 $125

6 Microsoft $2,332.6 $70 $772.1 $265.8

7 Facebook $1,731.6 $51.9 $786.4 $270.8

8 Oracle $1,127 $33.8 $354.3 $122

9 Alibaba $1,077.7 $32.3 $432.4 $148.9

10 Zalando $751.5 $22.5 $16.8 $5.8

11 Booking Holdings $557.3 $16.7 $185.6 $63.9

12 Netflix $336.1 $10.1 $26.2 $9

13 Salesforce $324.3 $9.7 $24 $8.3

14 Amadeus $309.9 $9.3 $84.3 $29

15 eBay Inc. $275.3 $8.3 $69.7 $24

16 Expedia Group $216.9 $6.5 $9.4 $3.2

17 Atlassian $47.4 $1.4 ($23.7) —

18 Uber $171.8 $5.2 $20 $6.9

19 Spotify $157.8 $4.7 ($5.5) —

20 ASOS $133.7 $4 $5.6 $1.9
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DSFA tax revenue totals $2.35 billion, 2.4 times 
the $970 million raised by the DST according to 
our estimates. It is not surprising that DSFA 
generates much more revenue, because internet 
companies have higher profit margins than 
traditional brick-and-mortar companies. The 
advantages of DSFA for a government go beyond 
merely generating more tax revenue. The DSFA 
tax system would inaugurate a new method of 
calculating corporate profit that is extensible to 
the entire corporate tax world. Extending SFA to 
all corporations doing business in France would 
protect the French treasury from all future tax 
avoidance strategies that involve shifting profits 
to tax havens, not just the ploys of internet 
companies.

If every country adopted formulary 
apportionment, it would be a fairer and more 
comprehensive replacement for the current 
system. While the current system allegedly relies 
on identifying the source of profits, formulary 
apportionment links profit to the destination of 
sales. If every country moved to formulary 
apportionment, all corporate profit would be 
taxed just once, based on the destination of sales.

The current system, based on identifying a 
unique source of profit, made sense in the days of 

large factories when products like steel or railroad 
cars were mostly or entirely created in a single 
factory at a single (taxable) location. But today a 
software product like the Google search engine is 
created by software engineers in perhaps a dozen 
different countries, and it would be virtually 
impossible even for Google insiders to divide up 
the value of that software and attribute value to 
each of the locations where software teams 
contributed some of the millions of lines of code to 
the final huge software package. Formulary 
apportionment eliminates that problem by simply 
linking profit to the location of the revenue 
generated by the sale to the customer. For a 
business, finding a customer and completing a 
sale is as much a part of the business process as 
creating the product. The act of selling to the 
customer is simply a more efficient and 
transparent basis for corporate tax.

This was the thinking that led Boris Vallaud, 
representative to France’s National Assembly, to 
introduce a measure calling for SFA to replace 
France’s current corporate tax system. The 
measure was cowritten by U.S. tax expert and 
University of California, Berkeley, professor 
Gabriel Zucman. In a newspaper opinion piece 
supporting the SFA tax, the two men wrote:

21 Sabre $118 $3.5 $12.1 $4.2

22 Criteo $83.8 $2.5 $4.8 $1.6

23 Twitter $60.5 $1.8 $8.4 $2.9

24 Tencent $49.2 $1.5 $15.8 $5.4

25 Groupon $43.1 $1.3 $16.8 $5.8

26 Wayfair Inc. $41.7 $1.3 $3.1 $1.1

27 Verizon/Yahoo $39.8 $1.2 $6 $2.1

28 Rakuten Inc. $34.2 $1 $5.1 $1.7

29 IAC $30.1 $0.9 $5.4 $1.9

30 Square Inc. $6.9 $0.2 ($0.1) —

Totals $32,325.1 $969.8 $6,808.7 $2,354.3

Source: Company reports, CPA estimates.

Table 3. DST and DSFA Tax Compared (Continued)

Number Company

French Revenue 
2018 (millions of 

dollars)

DST Revenue 
2018 (millions of 

dollars)

French Pretax 
Income 

2018 (millions of 
dollars)

Digital SFA Tax 
Revenue 2018 
(millions of 

dollars)
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Each year 40 percent of multinational 
profits are artificially transferred into tax 
havens and so $600 billion of the tax base 
escapes governments. . . . We earnestly call 
for a just tax that would share out global 
profits of multinationals in proportion to 
their sales by country in order to 
approximate the realistic tax base of 
activity in each territory and avoid tax 
optimization [minimization] strategies.3

As the OECD tries to forge an internationally 
acceptable solution to corporate income tax, it 
should consider formulary apportionment as a 
new standard that would restore a level playing 
field and win the support of many nations.

Are American Companies Paying Less Than Their 
Fair Share?

In the public debate over France’s proposed 
DST, Trump administration officials (including 
the president himself) claimed that France is 
unfairly targeting U.S. companies. “France just 
put a digital tax on our great American 
technology companies,” Trump wrote on Twitter, 
calling French President Emmanuel Macron 
“foolish.”

However, the evidence of our research shows 
that France, like other EU countries, is targeting 
American companies not because they are 
American but because they pay less tax than 
comparable European companies. Table 1 showed 
the tax provision of each of the 30 companies, the 
companies’ revenue, and their nationality. A 
simple calculation shows that the U.S.-based 
companies had a mean tax rate in 2018 of 9.6 
percent, 11 percentage points below the average 
rate of 20.6 percent for the six European 
companies in our sample. We attribute this to a 
cultural difference: It is accepted business practice 
among U.S. multinationals to aggressively seek to 
minimize corporate income tax payments. In 
Europe, paying corporate tax at full rates is 
accepted practice and is seen as positioning a 
company as a “good corporate citizen” — 
valuable not only for PR purposes but to win 

favor with governments, which have decision-
making powers affecting every industry.

We can see this difference with some direct 
comparisons. Table 4 compares the tax rates of 
American and European companies in the same 
industries. Amadeus, a travel service based in 
Spain, paid tax at a rate 10 points higher than 
Sabre, a similar business based in Texas. Two U.S. 
online retailers, Amazon and Wayfair, paid tax at 
a rate of 10.7 percent and 0.4 percent, respectively. 
That compares to British online retailer ASOS at 
15.7 percent and German online retailer Zalando 
at 43.8 percent.

Finally, we look at the example of Britain’s 
three largest coffee chains. In 2018 British-owned 
Costa Coffee paid tax of £31.1 million on pretax 
profit of £105.2 million and revenue of £951.6 
million in 2018. That’s a tax rate of 29.6 percent.

The Italian-themed Caffè Nero, with 666 
shops in the United Kingdom and total revenue of 
£334.4 million, paid zero corporate tax in 2018 
according to official filings with the U.K. 
government. Caffè Nero was acquired by 
American private equity entrepreneur Gerry Ford 
in 2007, and according to the British media has 
paid no corporate tax since then.

3
Zucman, “La France Peut Prendre L’Initiative sur un Nouvel Impot 

Fonde sur L’Activite Reelle des Multinationales,” Le Monde, Nov. 13, 
2018.

Table 4. U.S. Tax Rates vs. Non-U.S. Tax Rates

U.S.-Owned Companies

Company HQ Location Activity
Effective 
Tax Rate

Sabre Southlake, 
Texas

Online travel 
services

14.4%

Amazon Seattle E-commerce 10.7%

Wayfair Boston E-commerce 0.4%

Starbucks 
UK

London Coffee shops n/a

Caffè Nero London Coffee shops 0%

European-Owned Companies

Amadeus Madrid Online travel 
services

25.1%

ASOS London E-commerce 15.7%

Zalando Berlin E-commerce 43.8%

Costa 
Coffee

Dunstable, UK Coffee shops 29.6%

Source: Company reports, CPA calculations.
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The case of Starbucks U.K. is intriguing. The 
company reported paying £4.05 million in 
corporate income tax in 2018, despite showing a 
pretax loss £17.2 million on revenue of £387.6 
million. Starbucks U.K. continues to report losses 
in the United Kingdom, presumably because it 
continues to operate its structure of high Dutch-
Swiss royalties and fees charged to Starbucks U.K. 
However, as a result of a torrent of negative 
publicity in the United Kingdom, Starbucks U.K. 
voluntarily elected to pay nearly $5 million of 
corporate tax. This is seen as a PR move. However, 
by keeping in place the unusual British-Dutch-
Swiss intracompany payment structure, 
Starbucks positions itself to return to zero 
corporation tax payments in the United Kingdom 
if the political pressure disappears.4

The net result from the point of view of the 
British treasury is that Costa paid tax at a rate of 
29.6 percent on its profit and 3.2 percent on its 
revenue. Starbucks paid voluntary tax at a (low) 
rate of 1 percent on its revenue. Its tax rate on 
profit cannot be calculated because it reported no 
U.K. profit. Caffè Nero reported no U.K. profit 
and paid no corporate tax. Ironically, Costa Coffee 
was acquired several months ago by U.S. 
multinational Coca-Cola. If Coca-Cola follows the 
Caffe Nero practice of clever intracompany 
structures to zero out tax, the British treasury 
risks losing the $30-plus million in annual 
corporation tax that Costa has been paying.

Conclusion
Our analysis shows that France would do far 

better to implement a DSFA tax instead of one 
based on taxing gross corporate revenue at a fixed 
rate. A DSFA-based system would continue the 
tradition of taxing corporations on the basis of 
profit rather than revenue. It would be a move 
toward eliminating the growing practice of profit 
shifting. It would generate more than double the 
revenue of France’s proposed DST. 
Fundamentally, France could use DSFA to set an 
example that its own broad corporate tax system 
could migrate to, followed by the corporate tax 

systems in the United States and other countries. 
It would be a system better suited to today’s 
digital world and would end the wasteful and 
inequitable practice of using tax havens to avoid 
corporate tax. 

4
British private company accounts are available at 

www.companieshouse.gov.uk. The relevant Starbucks entity is company 
no. 02959325. The relevant Caffè Nero entity is company no. 05936386. 
The relevant Costa entity is company number 1270695.




