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An IP box or patent box is an instrument in international tax competition as well as an
instrument for promoting research and development.

In many cases, IP boxes are used by companies to shift the taxation of their IP
revenues to countries, which have installed an especially low respective taxation rate for income
resulting from IP. Such revenues need not necessarily result from research and development
activities. Depending on the patent box regime, income derived from IP in general can include
royalties, licensing fees, gains on the sale of IP, sales of goods and services incorporating IP, and
patent infringement damage awards.

In many cases, international corporations take advantage of these low tax rates abroad
to establish patent & license companies there. One scenario is that companies transfer their
intangible assets such as patents, trademarks and software copyrights to these foreign subsidiaries.
The foreign licensing company then grants licenses on these rights back to the operating company.
In return, the operating company pays royalties abroad, which are taxed in the receiving countries
only at a very low rate.

Ireland was the first country in the 1970s that introduced a taxation on IP revenues
different from commercial revenues. The Irish Patent Box system has played a key role in
attracting international IT companies to Ireland. Meanwhile, various countries mainly located in
Europe have introduced respectively reduced tax rates, e.g., Belgium, France, Italy, Luxembourg,
Malta, Netherlands, Portugal, Spain, Turkey and the UK. For example, Ireland exempts 50% (tax
rate :  6.25%), the Netherlands exempts 70% (tax rate : 7%) and Malta even 95% (tax rate :
1.75%) of the income from the transfer of licenses from taxation.

IP boxes have been criticized to be just another so-called base erosion and profit
shifting (BEPS) tool used to avoid corporate taxes. In January 2017, the OECD estimated that

BEPS tools are responsible for tax losses of around $100-240 billion per year. In recent years,
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various efforts on the side of the OECD failed to correct this system. It took until 2021 for the
finance ministers of the largest industrialized countries to reach an agreement towards greater tax
fairness. In the future (probably starting in 2023), all companies in at least 131 countries will pay
at least 15% in taxes. Still, each country can set its own tax rates. But if a corporation, for
example, pays only 10% abroad, the company's home country can demand the 5% difference from
the minimum tax.

However, the agreed percentage of 15% is criticized by many NGOs like Oxfam as
being too close to the respective tax rates in tax havens like Ireland, Switzerland and Singapore.
In contrast, developing and emerging countries often (need to) have a tax rate of 25 to 30% and,
thus, will not profit from the agreement. Rather, the critics argue that some countries would be
driven to fully engage in the global tax competition race, in which most of these countries would
be bound to fail. The biggest profiteers of the agreement, however, would be those countries in
which the big corporations have their headquarters (i.e., in most cases the USA or the other G7
countries) as these countries would benefit from above-mentioned difference in percentage.

As another measure of the global taxation agreement, companies will be required to
pay taxes in those countries where they earn a significant amount of money. However, only 20
percent of the profits will go to these so-called market states. This can at least be called a
beginning.

In total, it can be stated that improvements have recently been made towards a greater

justice in global taxation. However, this should not be the end of the efforts.



