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Starbucks Tax Avoidance

The

Starbucks

with no bucks

Most multi-national

accounting rules might be changed to

businesses manage their global tax footprint

UK corporation tax.

accommodate their requirements or for that

by adopting specific transfer pricing policies

matter explain what is “fair”.

in

respect

of

intercompany

financing,

licensing, purchasing and so on. The

Indeed, the sole focus on corporation tax

cornerstone to the transfer pricing rules is the

hides the true picture of a company’s UK tax

"arm's length principle" for the valuation, for

footprint. A statement issued by Starbucks on

Starbucks reported a loss of almost
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£33 million in the year to 2 October

News that Starbucks (and other large multi-nationals) has been paying an “unfair”

2011 and consequently has not paid

amount of UK tax has hit the headlines in the last few weeks. MPs have argued that

any UK corporation tax.

paying just £8.6m tax on revenues of £3.1bn over thirteen years isn’t ‘right’ or ‘fair’.
The suggestion is, of course, that Starbucks et al have engaged in tax avoidance to
the detriment of the hardworking British taxpayer.

T

operating profits are relieved against parent

critical factor is administrative expenses.

tax purposes, of cross-border transactions

16 October 2012 puts this into context. Over

often mis-reported. The UK tax code

company losses that arise as a result of

Both Starbucks and Café Nero have used

between

the past three years, Starbucks has paid

allows a business a raft of tax

internal and external group borrowings.

group borrowings to support their UK

internationally recognised and accepted

£160mn in business rates, national insurance

expansion. What is interesting is that both

standard for transfer pricing and the

and VAT.

Starbucks is by far the bigger brand, both

parent companies have either recognised that

methodologies to be used in specific situations

globally and in terms of UK market share, so

the loans would not be repaid (Nero) or have

is provided by the OECD. Unfortunately,

So, let’s return to the question – is all this tax

any tax. Starbucks reported a loss of almost

how have they made a loss when coffee is

converted that debt to equity (Starbucks).

politicians and the press do not seem to

avoidance? The simple answer seems to be

£33 million in the year to 2 October 2011

apparently such a profitable business? Troy

and consequently has not paid any UK

Alstead, CFO of Starbucks argues that difficult

corporation tax. But, is it tax avoidance that

trading

creates this tax loss? Before we draw any

expansion policies are to blame. The latest

conclusions, it is necessary to look at

financial statements appear to back that up.

Starbucks’ financial statements as well as

Property costs eat up 25% of UK turnover,

those of its UK competitors.

compared with 9% in the US and 12% in

ax avoidance is a minefield that is

deductions in calculating its taxable
profit. It might seem obvious, but

where there isn’t any profit, there won’t be

conditions

and

over-aggressive

Japan. What about staffing costs? Starbucks

1

associated

enterprises.

The

This supports the assertion that trading

appreciate that the UK is an OECD Member

‘no’ despite the soap-box parroting of several

conditions are (and have been) difficult.

and has signed up to the OECD Transfer

MPs. The current tax legislation allows a

Pricing Guidelines.
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business to reflect the ‘true’ cost of its
operations in its tax accounts. While a

Starbucks is of course obliged to adhere to US
tax and accounting formalities and it is this

But, while aggressive transfer pricing might

multi-national business may have additional

that will drive (to a certain extent) the tax

result in “profit shifting”, tax will generally be

scope to manage its tax footprint, this article

profile and strategy adopted for the UK. By

paid somewhere and to this end it is not

highlights that on a global effective tax

contrast, Costa and Café Nero are UK

surprising that Starbucks’ global effective

rate basis, all of these business pay close

headquartered and will likely have adopted

tax rate is 31.1%. Compare this to Costa’s

(if not more) than the statutory corporate

similar policies as regards their overseas

effective tax rate of 26.4% and the conclusion

rate.

interests.

must be that Starbucks is not engaged in tax

not account for other tax costs such as

Costa reported pre-tax profits of £49mn with

has almost the same staffing costs (in the

Café Nero reporting pre-tax profits of £17mn.

region of £124mn) as Café Nero and Costa

Yet, this is not the whole picture.

On a

combined. This is no surprise since Starbucks

avoidance as reported. Those that call for

national insurance or VAT. Seen in this light,

consolidated basis, Café Nero does not, in

employed 8,763 people - more than both of

This multi-national profile provides perhaps

Starbucks and their like to pay their “fair

arguing that these businesses haven’t paid

effect, pay UK corporation tax because its

Café Nero and Costa combined. Another

the biggest clue to Starbucks’ low rate of

share” very rarely suggest how the tax and

their ‘fair’ share seems hard to support.
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