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ABSTRACT  

Title: Identifying the optimum ownership structure as a tax avoidance strategy of 

multinational entities: A JSE top 40 perspective 

Keywords: Tax avoidance strategies; multinational entities; optimum ownership 

structure; investment decisions; tax minimisation 

------------------------------------------------------------- 

Due to the rapid growth of cross border trading and communication, the need for 

multinational entities (MNEs) has increased over recent decades. MNEs operate in an 

extremely competitive environment and have, through years of trading experience, 

developed reliable strategies to achieve high profits, minimise tax liabilities and maximise 

shareholder wealth. MNEs achieve tax minimisation by means of strategic tax planning, 

including tax avoidance strategies, which in turn generate higher profitability and ultimate 

shareholder wealth. 

In order to maximise shareholder wealth and profits, an MNE has to establish an optimum 

ownership structure. To achieve this, specific factors need to be considered such as the 

location of the MNE headquarters, whether the MNE utilises wholly owned subsidiaries 

in countries of operation, and capital structure. Past research indicates that MNEs make 

use of carefully constructed strategies taking into account these factors when planning 

investment decisions. 

Many researchers have investigated tax avoidance and tax planning strategies globally, 

yet research on the utilisation of tax avoidance strategies to achieve an optimum 

ownership structure in an MNE is limited. The current study aimed to address this gap by 

establishing the trends followed by MNEs in using tax avoidance strategies, as well as 

ownership structure strategies, through which the optimum ownership structure is 

achieved. For these purposes, the study applied a sequential mixed research 

methodology. As part of the qualitative methodology, the most popular tax avoidance 

strategies and ownership structure strategies used by these MNEs were compared to 

identify the theoretical trends. For the quantitative methodology, the top 40 MNEs listed 

on the Johannesburg Stock Exchange (JSE) were selected as a population. A Du Pont 

analysis was performed on the MNEs to measure the return on equity. This was done to 
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determine which variable in the analysis had the largest impact on the return on equity, 

and therefore indicates the overall profitability of an entity. 

The study revealed that tax avoidance strategies and tax planning have a significant 

impact on the operating structure of an MNE. A correlation of the variables used in the 

Du Pont analysis proved that MNEs considered tax benefits arising from prospective 

investments when planning investment decisions. The findings clearly indicated that 

MNEs listed on the JSE used the same tax avoidance strategies, including profit shifting 

to tax havens, treaty relations, transfer pricing manipulation and derivative instruments. 

The study also confirmed that the MNEs listed on the JSE made use of wholly owned 

subsidiaries in countries of foreign operations and debt financing structures as part of 

implementing their optimum ownership structure. 
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OPSOMMING 

Titel: Identifisering van die optimale eienaarskap struktuur as 'n belastingvermyding 

strategie van multinasionale ondernemings: ‘n JSE top 40 perspektief 

Sleutelterme: Belastingvermyding strategieë; multinasionale ondernemings; optimale 

eienaarskap struktuur; beleggingsbesluite; belasting minimalisering  

------------------------------------------------------------- 

As gevolg van vinnige groei in oorgrenshandel en kommunikasie, het die behoefte aan 

multinasionale ondernemings (MNOs) oor die afgelope dekades toegeneem. MNOs word 

bedryf in uiters mededingende omgewings en het, deur jare van handelservaring, 

betroubare strategieë ontwikkel wat hoë winste genereer, belastinglaste verminder en 

verseker dat aandeelhouer welvaart gemaksimeer word. MNOs minimaliseer 

belastinglaste deur middel van strategiese belastingbeplanning, insluitend 

belastingvermyding-strategieë, wat op sy beurt, hoër winsgewendheid en, uiteindelik, 

aandeelhouerwelvaart genereer. 

Om welvaart en winste vir aandeelhouers te maksimeer, moet 'n MNO 'n optimale 

eienaarskapstruktuur implementeer. Om dit te bepaal, sal spesifieke faktore in ag 

geneem word, soos die ligging van die MNO se hoofkwartier, die MNO se benutting van 

volfiliaalmaatskappye in lande waar die MNO handel dryf, asook die kapitaalstruktuur van 

die MNO. Vorige navorsing dui daarop dat MNOs gebruik maak van sorgvuldig 

saamgestelde strategieë wat hierdie faktore in ag neem wanneer beleggingsbesluite 

beplan word. 

Vele navorsers het belastingvermyding en belastingbeplanning-strategieë wêreldwyd 

ondersoek, maar geen navorsing is gedoen aangaande die benutting van 

belastingvermyding-strategieë om 'n optimale eienaarskap struktuur van 'n MNO te 

bepaal nie. Die huidige studie is daarop gemik om hierdie gaping aan te spreek, deur te 

bepaal watter tendense MNOs navolg in die gebruik van belastingvermyding-strategieë 

en eienaarskap struktuur strategieë, om sodoende die optimale eienaarskapstruktuur te 

behaal. Vir hierdie doeleindes, pas die studie ‘n sekwensiële gemengde 

navorsingsmetodologie toe. As deel van die kwalitatiewe metodologie, is die gewildste 

belastingvermyding strategieë en eienaarskapstruktuur strategieë wat deur MNOs benut 
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word, met mekaar vergelyk om teoretiese tendense te identifiseer. Ten opsigte van die 

kwantitatiewe metodologie, is die top 40 MNOs, wat op die Johannesburgse Effektebeurs 

(JSE) gelys is, as ‘n populasie gekeur. ‘n Du Pont-ontleding is uitgevoer op die MNOs, 

om die opbrengs op eienaarsbelang te meet. Dit is gedoen om te bepaal watter 

veranderlike, in die ontleding, die grootste impak op die opbrengs op ekwiteit, en dus die 

algehele winsgewendheid van 'n MNO, het. 

Die studie het getoon dat belastingvermyding-strategieë en belastingbeplanning 'n 

beduidende impak op die bedryfstruktuur van 'n MNO het. 'n Korrelasie tussen die 

veranderlikes, wat deel uitmaak van die Du Pont-ontleding, het bewys dat MNOs die 

belastingvoordele wat uit beleggings sal voorspruit, in ag neem wanneer 

beleggingsbesluite beplan word. Die bevindinge van die studie het aangedui dat MNOs, 

wat op die JSE genoteer is, dieselfde belastingvermyding-strategieë, soos wins 

verskuiwing na belastingtoevlughawes, verdrag verhoudings, oordragprys manipulasie 

en afgeleide instrumente toepas. Die studie het ook bevestig dat die MNOs wat by die 

JSE ingereken word, ‘n optimale eienaarskapstruktuur verwesenlik deur gebruik te maak 

van volfiliale in lande waar buitelandse handel gedryf word, asook deur die 

implementering van skuldfinansieringstrukture. 
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Chapter 1: Introduction and background 1 

CHAPTER 1 

INTRODUCTION AND BACKGROUND 

1.1 INTRODUCTION AND BACKGROUND 

Globalisation in the late twentieth century has led to the elimination of trading boundaries. 

Boundaries that previously limited international trade are now being crossed due to the 

astronomic growth in worldwide communication and technology networks. International 

trade itself has seen astronomic growth since the end of the 1980s. The Organisation of 

Economic Cooperation and Development (OECD, 2010:17) outlined that global trading is 

at the order of the day, with entities seeking to explore new markets and gain more global 

exposure. Globalisation has significantly increased the viability of trading through 

multinational entities (MNEs) by encouraging foreign business opportunities, which lead 

to higher profits and taxes (Gaur, 2015:111). Because they are taxed in the country of 

operation, MNEs apply tax avoidance strategies to reduce taxes and maximise profits. 

Globalisation plays a vital role in the increasing emergence of MNEs worldwide, which 

will be discussed in the next section. 

1.1.1 Globalisation and its impact on multinational entities 

Globalisation is universally viewed as the process that involves an entity trading cross-

border with the aim to venture into new markets. Michie (2011:28), Oxford English 

Dictionary (2016b) and Princová (2010:131) define ‘globalisation’ as the methods utilised 

by the management of an entity to diversify its operations to an international market.   

One of the many benefits of globalisation is the unity that has been created and promoted 

among countries. According to the Institute of International Finance (2014:3) and 

Matthews and Thakkar (2012:325), globalisation affords countries the opportunity to 

exploit foreign markets, which enhances their economy and technology and brings about 

profit maximisation as well as cultural uniformity. Anthony et al. (2014:7) argued that the 

effect of globalisation on South African companies, and the country as a whole, has been 

greatly beneficial for the development of the country as a global business competitor. The 

United Nations Conference on Trade and Development (UNCTAD, 2015:xiii) predicted 

that MNEs will build their operational structures by means of globalised investments which 

will, in turn, enable them to achieve shareholder wealth and profit maximisation while 
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adhering to essential business objectives and goals. Even though globalisation is greatly 

benefiting the world by creating new business opportunities, employment and growth of 

MNEs, we do need to consider the risks associated with globalisation. 

Manolica and Roman (2012:754) emphasised that the biggest pitfalls of globalisation are 

the differentiation of customer needs, the increase in competitors, decentralisation, and 

a greater anticipation of quality by global consumers. Also, globalisation can have an 

adverse impact on economically developing countries such as the BRICS countries 

(Brazil, Russia, India, China and South Africa) because, in some circumstances, the 

impact of international markets might be too harsh for these economies and social 

infrastructures to be able to adapt (Bouare, 2012:22). Globalisation serves as a catalyst 

for global advancement in the business environment which, in turn, leads to an increase 

in MNEs (Huwart & Verdier, 2013:83). The effect of globalisation on the way modern 

entities conduct business is continuously evolving, leading to more benefits associated 

with being an MNE. The next section will provide an overview of MNEs. 

1.1.2 Overview of multinational entities 

Owing to the positive effects that globalisation has had on international trade, the number 

of MNEs have exponentially increased in the last two decades. Lere (2014:158) claimed 

that the African continent can benefit greatly from the effects of globalisation. For 

example, developing African economies can learn and benefit from MNEs with regard to 

financial education, employment rates and global market insight (Lere, 2014:158).   

Fernandez and Pope (2002:106) defined an MNE as a company or a group of companies 

that conduct trading activities in more than one country. Randeberg and Selvik (2014:9) 

argued that an MNE, in its simplest form, is a company that is trading in more than one 

country.  

In South Africa companies that trade internationally are known as MNEs, as opposed to 

many other countries where they are known as transnational companies (TNC) and 

multinational corporations (MNC) (Tatum, 2010:1). For purposes of this research, only 

MNEs were included and not multinational trusts, partnerships or sole proprietorships. 

An MNC is defined as an entity that has a foreign direct interest (FDI) in different countries 

and operates in more than one country (Adimbola & Dele, 2015:16; Dunning & Lundan, 

2008:3). According to Duce and Espana (2003:2), an FDI is an entity’s ability to gain long-
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term interest in a foreign country. Research conducted by Choi (2015:1) established that 

the rule of thumb used in determining whether an entity is a MNC is if a quarter of its total 

sales are of a foreign nature. TNCs are similarly defined as MNCs, namely entities that 

are operating globally while being managed from one country (Greer & Singh, 2000:1; 

Iwan, 2010:1). MNEs aim to maximise their profit while paying the least amount of tax 

possible, which they can achieve by finding the optimum ownership structure for their 

entity. The optimum ownership structure of MNEs will be discussed in the next section. 

1.1.3 Optimum ownership structure of multinational entities 

In order to obtain an optimum ownership structure, MNEs need to implement a 

combination of strategies which will yield the highest amount of profit and reduce costs to 

a minimum (Anggraeni, 2015:8). One of these strategies is an optimum tax strategy, 

which includes several tax avoidance techniques.  

The main objectives of any profit-seeking entity are to maximise profits, manage costs as 

effectively as possible and maximise shareholder wealth (Madura, 2011:3; Hill, 2008:10; 

Watson & Head, 2007:8). It can, therefore, be submitted that management would want to 

maximise the MNE’s profit before tax, since distributions of dividends and investment 

decisions are based on the amount of profit made prior to the deduction of the taxation 

expense.  

Optimum ownership structure refers to the capital structure of an entity, namely how 

assets are financed by making use of equity or debt or both (Lynch, 2009:78). Agu et al. 

(2014:17) outlined that the debt to equity ratio is used as measurement tool to indicate 

the financial leverage of an entity. Financial leverage is the degree to which an entity 

finances its investments through debt or equity (OECD, 2014a:110). The OECD 

(2014a:110) explained that, when debt financing is used, the financial leverage of an 

entity is increased. Taxation professionals encourage MNEs to finance investments by 

means of debt instead of equity which creates additional risks but serves as a tax savings 

technique, since interest payments receive a deduction in most corporate tax systems 

(Mooij, 2011:4).  

The location of the MNE headquarters also has an impact on the investing activities of 

the entity and is a deciding factor in how the MNE operates. Bibu and Brancu (2014:186) 

stated that the country in which the MNE is headquartered automatically experiences 
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economic advancement, paving the way for other MNEs to consider foreign investment 

in the country. In contrast, Webber (2010a:47) and Dischinger and Riedel (2010:1) 

claimed that the choice of headquarter location relates to profit-shifting arrangements, as 

MNEs tend to transfer profits from high tax locations to low tax locations. The location of 

the headquarters has a direct impact on the foreign markets it will trade in. 

According to Ahonen (2015:18), MNEs aim to achieve the highest level of shareholder 

wealth maximisation by exploiting as many viable foreign markets as possible. Franklin 

(2010:35), along with Lewellen and Robinson (2013:1), argued that MNEs would gain 

global competitive advantage if they were to establish fully owned subsidiaries in each 

country of operation and, in this way, take advantage of opportunities available in each 

foreign market or economy. The way an MNE finances its investments also has an impact 

on its operational structure. 

Applying the correct operating structure techniques, such as optimising the capital 

structure, using tax havens and having more foreign controlled subsidiaries, will afford an 

MNE a tax benefit which will reduce its tax liability (Johannesen, 2012:400). In order to 

obtain the highest profit and effectively manage their tax expense, MNEs need to 

establish an optimum ownership structure and identify and implement tax avoidance 

strategies. MNEs need to implement tax avoidance strategies in order to thrive in their 

industry. These strategies will be discussed next. 

1.1.4 Optimum tax avoidance strategies 

As previously discussed in paragraph 1.3, MNEs will locate headquarters in the country 

where they will obtain the best tax benefit which would, in turn, lower their tax liability and 

maximise profits. Devereux (2011:27), Koop (2011:33) and Murphy (2012:1) claimed that 

the value of an MNE is directly affected by the extent to which profits are shifted to tax 

havens where favourable tax legislation reduces the entity’s tax payable. According to 

Lesage (in Chavagneux et al., 2009:1) and Merriam-Webster Dictionary (2016d:1), tax 

havens are countries that draw foreign investors due to their low or zero tax rates, banking 

secrecy and unsound regulation. Tobin and Walsh (2013:403) concur by stating that the 

attributes of each tax haven are universal, including low tax rates, deficient exchange of 

information with tax authorities, and the stringent level of banking confidentiality and 

transparency. For this reason, the opinion of Bjurling (2013:35) and Weichenrieder and 
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Xu (2015:3) holds true, namely that MNEs use tax havens as a tax avoidance technique 

to transfer profits earned or to place their assets in order to obtain a tax benefit. 

MNEs should implement ethical and efficient tax avoidance strategies to decrease the 

amount of tax payable. Although the nature of tax avoidance strategies implemented by 

MNEs is highly contentious from an ethical perspective, they are in most cases not illegal 

(Coryndon et al., 2014:9). Fisher (2014:340) and Blumsom (2013:1) argued that tax 

evasion occurs when a taxpayer illegally refuses to pay taxes, where tax avoidance refers 

to the taxpayer’s legitimately exploiting the relevant income tax act in order to reduce tax 

payable. Bjurling (2013:19) concluded that, even though loopholes in the income tax acts 

in weaker or developing economies may be exploited legally through careful tax planning, 

it is not ethically permissible. Fisher (2010:7) pointed to the fine line between ethically 

acceptable tax avoidance and tax evasion. To avoid taxation, MNEs shift their profits to 

tax havens, an approach which has been the subject of controversy among the media 

and researchers as, in some cases, it is not clear whether a taxpayer has actually avoided 

or evaded tax (Lenkauskas, 2014:1).  

In contrast to the taxation benefits arising from profit shifting, the practice has a negative 

impact. Profit shifting performed by MNEs reduces the countries of origins tax revenue 

and cause large tax losses annually for these countries. Another disadvantage of profit 

shifting to tax havens is the extensive losses with regard to the government of the country 

of origin’s tax revenue, as indicated by Gravelle (2015:1). During the 2015 African Tax 

Administration Forum, the former South African minister of finance, Nhlanhla Nene, stated 

that most African countries rely majorly on the taxation revenues of MNEs, since their 

revenues make up a major portion of some of the African countries’ tax base (Steyn, 

2015:1). In addition, Keightley and Stupak (2015:1) emphasised the fact that profit shifting 

causes distortion in the apportionment of capital in investment decisions, since a key 

deciding factor of investment decisions is the tax associated with the investment. Tax 

base erosion is caused by transferring profit from country to country in order to benefit 

from the lowest tax rate applicable to the MNE’s transactions (Love, 2013:1). Reducing a 

country’s tax revenue in order to obtain the best tax benefits in a foreign country does 

have an ethical impact on the reputation of an MNE and how it is managed. Another 

strategy used by MNEs to avoid taxes is transfer pricing manipulation. 
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Transfer pricing manipulation is a profit maximising strategy (UNCTAD, 2015:xiii). The 

concept of ‘transfer pricing manipulation’ incorporates all intercompany and interdivisional 

profits made from the sale of goods or services which are then moved to the most 

favourable tax jurisdiction in order to pay the least amount of tax (Heckemeyer & Overesh, 

2013:1). Transfer pricing is defined as a complex transaction consisting of the transfer of 

goods, services, capital and intellectual property between divisions or subsidiaries of the 

MNEs at a specified price (HM Revenue and Customs, 2013:2; United Nations Tax 

Committee, 2011:2). Regulations in terms of section 31(1) of the Income Tax Act 58 of 

1962 (The Act) require MNEs to pay a market related price for any scheme, agreement, 

understanding or transaction that is conducted relating to the transfer of goods and 

services among connected persons in different countries. The frequent occurrence of 

transfer pricing manipulation transactions has encouraged the implementation of a 

regulatory system for the treatment of such transactions. 

Owing to the complex taxation issues created by intercompany transactions, the OECD 

(2011b:13) published guidelines to govern the taxation treatment of transfer pricing 

transactions of MNEs. There are currently 34 member countries of the OECD (including 

Australia, Canada, United Kingdom and United States) (OECD, 2014b:1), none of which 

are BRICS countries. Stuenkel (2015:1) explained that the BRICS countries lack the 

capacity to implement stable leadership over tax administration and other social and 

infrastructural issues. South Africa, however, has observation status on the OECD 

requirements (Douma & Engelen, 2008:70). The observation status requires South Africa 

to apply OECD requirements when section 31 of The Act does not address a transfer 

pricing transaction, which is also stated in Practice Note 7 (implemented on 6 August 

1999) (OECD, 2013b:3).  

Applying an optimum tax strategy could save the MNE millions in terms of taxation, which 

will increase overall profits in turn. According to Henn (2013:3-5), management of MNEs 

aims to employ strategies such as locating to a low or no taxation country, transfer pricing 

manipulation and using derivative instruments to hedge against foreign exchange rate 

fluctuations. Applying the most efficient and effective tax avoidance strategy requires a 

planning strategy that takes into account how an MNE should be managed and operated. 

Which raises the question, what is the optimum ownership structure of an MNE in order 

to maximise profits and minimise tax? 
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1.1.5 Summary 

The impact that globalisation has had on the increasing number of MNEs during the past 

two decades has been enormous. From the above, it is clear that MNEs want to 

implement a tax avoidance strategy to obtain the best tax benefit for the entity. Tax 

avoidance strategies also play an integral role in establishing an optimum ownership 

structure. MNEs are engaging in more cross-border transactions than ever before, all with 

the primary aim to generate the highest amount of shareholder wealth maximisation.  In 

the next section, the problem statement will be set out. 

1.2 PROBLEM STATEMENT 

As indicated above, the number of MNEs has grown rapidly during the past two decades. 

Past research has indicated that MNEs make use of tax avoidance strategies to obtain 

tax benefits. Whereas a large amount of research has been documented on tax 

avoidance, research relating to the optimum MNE ownership structure has not been 

comprehensive and is limited. The current study will fill this gap by identifying the optimum 

MNE ownership structure as a tax avoidance strategy. 

1.3 OBJECTIVES OF THE STUDY 

It was proposed that an exploratory study be conducted to investigate the qualitative and 

quantitative aspects that influence the optimum MNE ownership structure as a tax 

avoidance strategy. The following objectives were, thus, formulated for the study: 

1.3.1 Primary objectives 

The primary objective of this study was to identify how MNEs apply the optimum 

ownership structure as a tax avoidance strategy. 
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1.3.2 Secondary objectives 

In order to achieve the primary objective, the following theoretical and empirical objectives 

were formulated for the study: 

• Analyse the tax avoidance strategies that MNEs commonly use to minimise a tax 

liability; 

• Determine the trends of MNEs’ tax avoidance strategies; and 

• Investigating the trends followed by MNEs in applying ownership structures. 

1.4 RESEARCH DESIGN AND METHODOLOGY 

The study comprised of a literature review and an empirical study. A mixed method 

approach was used to analyse secondary data for the empirical study. Data such as 

annual financial statements and notes to the annual financial statements of the Top 40 

JSE listed companies were extracted by using McGregor (INET BFA). Gray (2009:23) 

explained that a descriptive research design is implemented when the researcher 

attempts to investigate a specific event to see what the outcome is and to compare the 

outcome to a specific industry norm or standard. For purposes of the empirical study a 

descriptive research design was implemented to ascertain which tax avoidance strategies 

are used by MNEs and then to investigate whether these strategies are the most effective 

in minimising their tax payable and, in turn, maximising their profits. 

1.4.1 Literature review 

Publicly available secondary data sources were used to conduct the literature review 

which included the following:  

• Published acts by the South African government; 

• Electronic sources such as academic articles, books and newspaper articles; 

• The OECD requirements and articles relating to the application of the OECD 

requirements; and 

• Published theses and dissertations. 
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1.4.2 Empirical study 

The empirical portion of this study comprised the following methodology dimensions: 

1.4.2.1 Target population 

MNEs listed on the JSE for the period ending 31 December 2014 were the target 

population. The 2014 period was selected due to the fact that this is the most recent 

period containing sufficient available information such as annual financial statements of 

all the companies listed on the JSE Top 40. The MNEs on the JSE were selected due to 

the fact that reliable information on these companies is widely available and accessible. 

Moreover, these are companies with diversified operations in a great number of countries 

and with tax avoidance strategies in place. These tax avoidance strategies were 

investigated to identify trends in managing tax liability and whether the location of the 

headquarters is directly connected with the associated tax benefit. 

1.4.2.2 Sampling frame 

The MNEs listed on the JSE Top 40 were selected for purposes of answering the study 

objectives. Moloi (2008:27) conducted an empirical study in which a questionnaire was 

used to determine whether the JSE Top 40 listed entities complied with all King III 

requirements. Cassim (2014:6) used the JSE Top 40 entities to determine whether failure 

prediction and financial ratios could have saved failing JSE listed companies. At the end 

of the 2014 period ending 31 December 2014, 24 MNEs were identified on the JSE Top 

40. The annual financial statements of all of these MNEs were available and the 2014 

period, thus, produced the most recent and relevant data (Cassim, 2014:6; Moloi, 

2008:27). These 24 MNEs were selected for the empirical study and the entities in the 

financing and mining industries were disregarded. 

1.4.2.3 Sample method 

A non-probability sampling method was applied to select the secondary data and 

documents relating to the MNEs listed on the JSE Top 40. Methods such as judgement 

sampling, quota sampling and convenience sampling were applied in order to address 

the empirical objective. Judgement sampling is defined by the OECD (2015:1) as a non-

probability sampling method in which personal judgment is used to select a sample. The 

judgement sampling method was used in this study to select the MNEs on the JSE Top 
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40. These MNEs are highly valued companies with high profits as a result of their tax 

avoidance strategies.  

The quota sampling method was also taken into account when the sample was selected. 

A quota sampling method is used to gather information from a target group 

(BusinessDictionary, 2015:1). The quota sample used in the study was the selected 

MNEs of the JSE Top 40.  

According to Farrokhi and Mahmoudi-Hamidabad (2012:2), convenience sampling is a 

non-probability sampling method where participants from the target population are 

selected based on the easy accessibility and availability of participants. Laerd (2015a:1) 

explained that a convenience sample is selected from participants or data most readily 

available. In case of this study, the data relating to the MNEs listed on the JSE Top 40 

were readily available and easily accessible through annual financial statements and 

internet databases such as McGregor. 

1.4.2.4 Sample size 

The MNEs listed on the JSE Top 40 for the period ending 31 December 2014 represent 

a total of 24 companies. The 24 MNEs were investigated to identify their tax avoidance 

strategies, as well as their operating structure strategies. Trends regarding tax avoidance 

strategies and operating structure strategies were also investigated to establish whether 

the same strategies are used by all MNEs globally. 

1.4.2.5 Measuring instrument and data collection method 

A mixed research methodology was applied which comprised the use of McGregor ( INET 

BFA) to gather data on the sample. The Du Pont analysis was used to evaluate the MNEs 

current and optimum ownership structure. Soliman (2008:824), Correia et al. (2015:5-27) 

and Doehring (2012:1) stated that the Du Pont analysis is an easily calculable and 

corporately popular financial statement analysis technique that measures how effectively 

an entity maximises shareholder wealth expressed as a value through return on equity 

(ROE). Eagle (2012:76) asserted that the Du Pont analysis gained its popularity in 

practice due to its simplicity. The Du Pont analysis was applied with the assumption that 

ROE equals net profit percentage times by the total asset turnover times by the financial 

leverage multiplier. 
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1.4.3 Statistical analysis 

The captured data were analysed using Excel and the Statistical Package for Social 

Sciences (SPSS), Version 23 for Windows. The following statistical methods were applied 

to the empirical data sets: 

• Reliability and validity analysis: Seltman (2015:10) argued that reliability is the ability 

to reproduce the measurements of a test. The data from the 24 listed MNEs used in 

the empirical study data were valid since it was extracted from McGregor (INET BFA) 

and the published audited annual financial statements from the 2014 financial year. ; 

• Descriptive analysis: Laerd (2015b:1) defined descriptive statistics as an analysis that 

allows the user to categorise patterns emerging from the data to describe trends. The 

aim of the empirical study was to identify the trends according to which the 24 listed 

MNEs shifted their profits and to identify the strategy they selected to minimise their 

tax liability; and 

• Significance test: According to Pallant (2016:137), the significance test is set out to 

measure the statistical significance by using a P-value on the data entered. The data 

from the 24 listed MNEs were analysed to determine whether there is a trend in 

utilising tax avoidance strategies and ownership structure strategies. 

1.5 ETHICAL CONSIDERATIONS 

For purposes of the research, secondary data were analysed in a literature review of acts, 

OECD reports, academic and newspaper articles, and theses and dissertations. These 

sources are all publically available and the information is deemed to be public knowledge; 

thus, no special ethical clearance was necessary. The following aspects were addressed 

as ethical considerations of this study: 

• The study complied with the minimum ethical standards pertaining to academic 

research; and 

• Data gathered of companies were treated as confidential and were not disclosed 

individually, but rather in aggregate or by means of a summary to the study. 
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1.6 CHAPTER DIVISION 

This study comprises the following chapters: 

Chapter 1: Introduction and background 

Chapter 1 represents a background on globalisation and provides an overview on MNEs 

and the tax avoidance strategies implemented by MNEs to minimise their tax liabilities 

and maximise shareholder wealth and profits. The problem statement along with the 

objectives are addressed and discussed. 

Chapter 2: Literature review 

A literature review was conducted to investigate the strategies and ownership structure 

strategies utilised by MNEs, the OECD requirements, transfer pricing requirements, 

income tax requirements and other aspects related to the problem statement and the 

study objectives. Relevant terminology is explained and set out to identify the gaps in the 

literature. 

Chapter 3: Research methodology and design 

In Chapter 3 the research methodology and design are addressed and the mixed method 

empirical study is explained. The empirical study consisted of secondary data sources, 

including McGregor, to identify the location of the headquarters of the JSE Top 40 MNEs 

in order to establish whether a tax benefit is obtained from the country in which the 

headquarters are situated. A Du Pont analysis was performed on the JSE Top 40 MNEs 

to establish whether the MNEs are maximising their profits with regard to their location 

choice. 

Chapter 4: Results and findings 

The empirical study is analysed and discussed to establish whether local MNEs followed 

the trends of foreign MNEs when choosing their location of headquarters. 

Chapter 5: Conclusions and recommendations 

Conclusions are drawn to answer the primary and secondary objectives, and 

recommendations for possible further research are identified and discussed. 



Chapter 1: Introduction and background 13 

1.7 CHAPTER SUMMARY 

The aim of chapter 1 was to create a background on globalisation and the impact it had 

on MNEs, tax avoidance strategies implemented by MNEs and ownership structures 

implemented within MNEs. On further investigation it became clear that the increase in 

MNEs can be attributed to the fact that entities seek to maximise profits and generate 

maximum shareholder wealth. MNEs tend to make use of profit maximisation strategies 

such as transfer pricing manipulation and the use of derivative instruments to increase 

the amount of profits earned. In order to maximise profits MNEs need to limit one of their 

highest ranking expenses, which is taxation. For this purpose, MNEs adopt tax avoidance 

strategies. Tax avoidance strategies such as profit shifting to tax havens, using treaty 

relations and using the assessed loss of an acquired subsidiary were identified. 

Investigation needs to be done at a global level on the tax avoidance strategies and 

ownership structures implemented by MNEs. 

In chapter 2 each of the tax avoidance strategies, along with the optimum ownership 

structure strategies, will be investigated in order to determine the trends MNEs follow 

worldwide. Each trend will be investigated in accordance with the secondary objectives 

as stated in paragraph 1.3.2. 
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CHAPTER 2 

LITERATURE REVIEW 

2.1 INTRODUCTION 

In chapter 1 an overview was discussed of the impact of globalisation on the emergence 

of MNEs. It was established that MNEs burst into relevance from the late twentieth 

century as a result of borderless trading being promoted by globalisation. Chapter 1 also 

described the tax avoidance strategies being implemented by MNEs to artificially reduce 

their tax liability, for example, tax havens, transfer pricing manipulation, and treaties and 

derivative instruments. Emphasis was also placed on the link between such strategies 

and obtaining an optimum ownership structure. It was indicated that the optimum 

ownership structure comprised numerous interrelated strategies such as headquartering 

an MNE in a tax haven, establishing wholly owning subsidiaries in foreign countries of 

operation and implementing adept capital structure. Chapter 1 served as basis for the 

literature review provided in chapter 2. 

In order to meet the secondary objectives of this study, the underlying topics and 

popularly used tax avoidance and ownership strategies need to be grasped. Thus, to 

understand how an optimum ownership structure is achieved in MNEs, emphasis needs 

to be placed on the tax avoidance strategies these entities are using.  

As mentioned previously, tax avoidance strategies are widely used by MNEs to gain tax 

benefit. These strategies need to be analysed in order to determine whether MNEs follow 

a specific trend to avoid taxes. For this purpose, the most common tax avoidance 

strategies need to be investigated in order to establish the associated tax benefit of each. 

2.2 TAX AVOIDANCE STRATEGIES USED BY MNEs 

MNEs aim to minimise their tax liability, as established in paragraph 1.1.4. In order to do 

so, they implement tax avoidance strategies. According to Chaudry et al. (2015:1), a tax 

avoidance strategy involves transactions that will reduce the tax liability of an entity 

without violating tax law. Guenther et al. (2013:2) described tax avoidance as the ability 

to apply a country’s tax regime in such a manner as to pay the least amount of taxes 

legally. Guenther et al. (2013:2) concur by stating that tax avoidance is a transaction 

whereby a tax benefit is obtained through legally manipulating the income tax act. Sikes 
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(2014:1) adds that a tax avoidance strategy is any strategy used by an entity to legally 

reduce its tax payable for a financial period.  

Tax avoidance is often used in aggressive tax planning, according to many researchers. 

In the court case of The IRC vs Duke of Westminster (1936) a principle was established 

which stated that it is the taxpayer’s right to legally structure his or her taxable income in 

such a way that the least amount of tax is payable (Adams, 2011:1). To understand the 

difference between tax avoidance and aggressive tax planning, attention needs to be paid 

to both terms’ definitions. 

Braithwaite (2008:45) stated that aggressive tax planning is a strategic method of 

manipulating an entity’s taxable income to pay the least amount of tax by either 

transferring its profits to a low tax jurisdiction or entering into schemes to generate tax 

losses. Similarly, Bickers et al. (2013:95) consider aggressive tax planning to be any 

arrangement with which an entity aims to reduce its tax liability by exploiting tax loopholes 

and using tax havens. In addition, Farny et al. (2015:5) mentioned that MNEs use 

aggressive tax planning strategies to identify and exploit gaps in tax legislation. Thus, 

aggressive tax planning strategies give MNEs the benefit of saving on their taxation 

expense by means of analysing and exploiting gaps in tax law. 

There are many tax avoidance strategies available to entities. One of the most commonly 

used strategies is transferring profits to tax havens. In doing so, MNEs are granted a tax 

benefit in the form of either bank secrecy or low or no tax levy, or even both. 

2.2.1 Tax havens as profit shifting channels 

Profit is shifted to tax havens primarily to take advantage of the benefits associated with 

these jurisdictions. Wu (1999:5) defined a tax haven as a country or jurisdiction which 

allows the avoidance of tax on certain or all transactions, where it would have been fully 

taxed in a different country or jurisdiction. From a corporate context, Bennedsen and 

Zeume (2015:1) view a tax haven as a country in which offshore entities make use of the 

beneficial zero or low tax system and bank secrecy to safeguard profits against high tax 

rates and strict rules. Acikoz and Chari (2016:664) argue that the main driving power 

behind MNEs’ use of tax havens is the fact that tax havens offer secrecy and low or no 

tax rates or, in many instances, both.  
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Tax havens are situated worldwide and serve as a popular tax avoidance strategy not 

only by many MNEs, but also by individuals globally. The Tax Justice Network (TJN) 

(2015a:1) provides a detailed profile sheet of each country and the financial secrecy value 

attached to the specific country. Figure 2-1 below was compiled based on the Financial 

secrecy index (FSI) and indicates the number of countries from each continent considered 

as high financial secrecy locations in terms of their low or no tax rates or high banking 

confidentiality. All the countries on the list represent high secrecy locations and might not 

be tax havens per se, but these countries’ secrecy requirements and tax regime layout 

offer beneficial arrangements for resident and foreign entity trade. Figure 2-1 lists the 

geographical layout of the high secrecy countries per continent to indicate the most 

secretive locations globally. 

 

Figure 2-1: High financial secrecy countries per continent 

Source: TJN (2015a); World atlas (2016) 

From Figure 2-1, it is clear that the majority of tax havens are situated in Europe, Asia 

and North America. The graph also indicates that 38 of the 50 European countries are 

tax havens; thus, approximately 76% of all European countries are tax havens or high 

secrecy countries. High secrecy countries require little to no information on the flow of 

funds to the country. This means that, in some countries, when money or funds are placed 

into an account, no information regarding the origin of the funds is required. For this 
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reason, Europe holds many investment opportunities as well as tax benefits for offshore 

banking. 

Tax havens are usually ranked in accordance to their FSI. The FSI is a measurement 

instrument used by the Tax Justice Network to rank countries as tax havens in relation to 

each country’s degree of secrecy present in their jurisdictions (Cobham et al., 2015). The 

FSI is based on a scale beginning from 0, indicating non-secretive, to 100, indicating 

extremely secretive. The TJN (2015b:1) states that the use of the FSI is one of the 

greatest additions to research regarding tax havens and has been used by a considerable 

number of researchers, since it incorporates political risk ratings. Clarke-Billings (2016:1) 

identified the following ten tax havens as the most popular tax havens in the world. The 

list is provided in Table 2-1 below and is based on the size of the country and then on its 

FSI: 

Table 2-1: Top 10 tax havens based on size and FSI as at 6 April 2016   

No. City/Country Continent 
FSI Score 

(Scale from 0-
100) 

Size of city/ 
country 

Corporate tax 
rate (%) 

1. Switzerland Europe 73 Huge 8.50 

2. Hong Kong Asia 72 Large 16.50 

3. United States  North America 60 Huge 35.00 

4. Singapore Asia 69 Large 17.00 

5. Cayman Islands North America 65 Small 0.00 

6. Luxembourg Europe 55 Small 21.00 

7. Lebanon Asia 79 Small 15.00 

8. Germany Europe 56 Huge 15.00 

9. Bahrain Asia 74 Small 0.00 

10. Dubai (United Arab 
Emirates) 

Asia 77 Tiny 0 (except for oil 
and gas entities, 
then 55% tax 
rate applies) 

Source: TJN (2015a); Deloitte (2016:1) 

From the above table, it is evident that the majority of tax havens are situated in Asia and 

Europe, which correlates with Figure 2-1. The table also reveals a large number of bank 

secrecy and special or low tax regions situated mostly in Europe and Asia, which are both 

epicentres for foreign investments. The Cayman Islands are located close to the North 

American continent and are, therefore, considered part of this continent. Each of the 
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countries/cities listed in Table 2-1 possess unique attributes according to which they have 

been classified as tax havens. 

2.2.1.1 Switzerland 

Situated in Central Europe, Switzerland has been the tax haven of choice of many 

individuals and entities alike and is still the biggest tax haven in the world based on FSI 

scores. Deloitte (2015b:9) stated that Switzerland serves as a favourable channel to 

which entities transfer profits. Because its corporate tax rate is below 10%, there are no 

formal transfer pricing rules, and there are many exemptions and exclusions available 

with regard to foreign income. According to Coombs (2015:1), Switzerland’s bank secrecy 

has been a major incentive towards shifting profits to Switzerland; however, from mid-

2015, the European Union (EU) and the Swiss government have been taking steps to 

enhance tax transparency which will, in the long term, eliminate the bank secrecy the 

country is notorious for. KPMG (2012:11) mentioned that Switzerland serves as perfect 

headquarters for MNEs due to the balanced economic and political background, its 

location in Central Europe, which serves as an incentive for foreign investments in Europe 

and, lastly, its flexible tax system. With the current negotiations between the EU and 

Switzerland, it is, however, not clear whether Switzerland will still top the list of tax havens 

in the near future.  

Similar to Switzerland, Hong Kong has served as a haven for foreign investments and 

profit shifting due to its tax benefits. 

2.2.1.2 Hong Kong 

Listed as the city with the second highest FSI, Hong Kong is one of the fastest rising tax 

havens due to its bank secrecy and weak regulations. Business Day (2016:1) stated that 

Hong Kong serves as a channel for profit shifting, since it has earned a reputation in the 

corporate world for being in the forefront when it comes to financial skills and for its revolt 

against reaching agreements with foreign tax authorities. In addition, Seitz (2016:1) 

mentioned that Hong Kong is a favourite among entities that want to funnel their wealth 

to a low transparency jurisdiction. Hong Kong also allows bearer shares transactions 

which, in turn, allow funds to be transferred without knowing the origin or owner. Short on 

the heels of Hong Kong on the FSI listing is the US. 
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2.2.1.3 United States  

The US is listed as third in the top 10 FSI listings as per Table 2-1. The corporate tax rate 

on US resident companies is reported to be the value of 35% (Deloitte, 2015b:11). Bowers 

(2015:1) indicated that the US have always publically indicated interest and initiative for 

countering tax evasion, however, their FSI has significantly increased due to their 

increase in financial secrecy and revolt to conforming to OECD requirements during the 

past two years. Bowers (2015:1) argued that it is due to the aforementioned actions that 

the US have surpassed Singapore, Cayman Islands and Luxembourg on the Tax Justice 

Network’s tax haven list in 2015. Wood (2015:1) concurs by indicated that, despite the 

US being the initiator of the tax evasion and bank secrecy fighting Foreign Account Tax 

Compliance Act (FATCA) – which requires foreign banks to declare confidential 

information on the origin and owner of transferred funds – they still remain secretive of 

their banking and foreign income received. 

2.2.1.4 Singapore 

Having a low corporate tax rate of 17% and being one of the fastest growing economic 

and business infrastructures, Singapore is in the forefront of the foreign investment 

industry and a renowned tax haven. Singapore is currently leading the Far East 

commodity trade industry and is also placed third in the world of commodity traders 

(Clarke-Billings, 2016:1). Hesse (2013:1) mentioned that, similar to Hong Kong, 

Singapore lies at the heart of business development and growth in the Far East with a 

reputable stable financial system, yet with little or no attention being paid to creating 

innovative laws and regulations to counter tax evasion. Furthermore, Singapore has no 

formal capital gains tax or inheritance tax regulation (Hesse, 2013:1). Singapore is 

currently a magnet for foreign investors due to its precision in terms of financing and its 

bank secrecy, like Hong Kong. Followed by Singapore, is the Caribbean holiday 

destination, the Cayman Islands.  

2.2.1.5 Cayman Islands 

The Cayman Islands are considered as the fifth biggest tax haven as per Table 2-1. They 

consist of three islands closely located to the West Indies. According to the FSI (2015a:1), 

the Cayman Islands gained global acclaim as a tax haven due to their strict confidentiality 

on banking secrecy and the fact that foreign sourced income is not taxed at all. Peretti 
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(2016:1) claimed that the Cayman Islands serve as the headquarter location for more 

than 100 000 entities because of its corporate tax rate being 0%, which means that the 

number of entities double surpass the number of the people living on the Islands (overall 

population as of 2013, 58 435 people). Similarly to Luxembourg, which is sixth on the list, 

the Cayman Islands are notorious for their tax haven status, which solidifies their position 

on the list.  

2.2.1.6 Luxembourg 

Luxembourg is one of the smallest, yet richest countries in Europe. According to the FSI 

(2015b:3), the wealth of this country, similarly to Switzerland, is largely dependent on the 

funds arising from offshore banking and the utilisation of the country’s bank secrecy.  Walt 

(2015:1) indicated that, to many MNEs, Luxembourg serves as an attractive headquarter 

location due to its favourable economic and tax system. This system offers tax benefits, 

such as no tax on the interest on offshore bank accounts, as well as plenty of foreign 

investment opportunities due to its location in Central Europe, similar to Switzerland. 

Luxembourg is closely followed on the list by the Mediterranean situated tax haven, 

Lebanon. 

2.2.1.7 Lebanon 

Lebanon is a gem for many MNEs located in the Mediterranean/Middle Eastern region.  

According to Wilson (2015:1), Lebanon gained its popularity as a tax haven due to its 

bank secrecy laws which do not, among other things, require details regarding the origin 

of the funds transferred. Nakhoul (2015:1) stated that Lebanon applies a combination of 

favourable tax exemptions which, together with its notorious bank secrecy, makes it a 

viable foreign investment and location for MNE headquarters. Lebanon is the highest 

ranking of the Arabian countries listed on Table 2-1. Germany closely follows Lebanon 

on the list. 

2.2.1.8 Germany 

Germany is yet another European country situated in the heart of Europe which offers 

many foreign investment opportunities when used as a headquarter location. The FSI 

(2015c:1) stated that Germany receives a large amount of foreign profit or funds 

transferred, which are tax exempt, from which non-resident individuals and companies 

gain an extensive tax benefit. However, due to the recent leak of the Panama papers, the 
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German minister of finance has released a ten point plan to, among other things, increase 

tax transparency and fight tax evasion in Germany (Ernst & Young, 2016:1). Germany is 

followed by the small Arabian tax haven, Bahrain. 

2.2.1.9 Bahrain 

Bahrain is a small country situated in the Middle East and has gained tax haven popularity 

as a result of its zero rated corporate tax system. The country is considered by the Tax 

Justice Network as a tax haven even though it has communicated its interest to be part 

of the OECD complying countries (Chavagneux et al., 2009:148). Houlder (2015:1) 

argued that, due to the political instability in Bahrain, it is not a popular choice of investors 

to either locate their headquarters to Bahrain or transfer profits to the country, despite the 

fact that it has no corporate tax. Yet, even with the unstable political environment, a great 

number of individuals and entities make use of Bahrain’s zero tax regimes to gain tax 

benefits. Dubai is last on the top 10 list and is also a Middle Eastern state with flexible tax 

regimes. 

2.2.1.10 Dubai 

Dubai is a tiny state in the United Arab Emirates situated in the Middle East. According to 

the FSI (2015d:1), Dubai is a magnet for investors due to its low tax regime which ignores 

taxes on foreign source income. It also serves as a great location for MNE headquarters 

due to its rich trading history with a wide array of Middle Eastern countries. Trevisani 

(2015:1) adds that Dubai is a suitable attraction for investors aiming to start an entity, 

since it does not have complex business procedures to follow. Dubai serves as a large 

attraction to entrepreneurs and MNEs alike due to its bank secrecy and its vast array of 

tax benefits. 

It was identified that MNEs globally use the top 10 listed tax havens as per Table 2-1. It 

now needs to be determined whether South African MNEs use the same tax havens as 

a profit channelling network. 

2.3 TAX HAVENS USED BY SOUTH AFRICAN MNEs 

South African MNEs need to be investigated to determine which tax havens they mostly 

use and to draw a comparison between these tax havens and those appearing in Table 

2-1. Lawrence (2010:1) studied SABMiller’s tax avoidance strategies and established that 
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SABMiller uses at least 65 high secrecy countries to avoid taxes. Lawrence (2010:1) 

found that the brewing giant uses its subsidiaries owned in low tax jurisdictions such as 

Ghana, Mozambique, Tanzania, India, Zambia and the Netherlands. Another popular 

trend among MNEs in South Africa is the use of Mauritius as a tax haven, due to its low 

effective corporate tax rate of only 3% and its approach of ignoring capital gains tax and 

withholding tax on dividends (Bracking, 2013:1). Visser (2015:1) argued that, with the 

process of establishing a double tax agreement between South Africa and Mauritius, 

foreign direct investments into the region will increase, as well as cross-border 

transactions. 

Because they operate in a different infrastructure than their overseas counterparts, South 

African MNEs do not necessarily follow the same structure of profit shifting to the tax 

havens in Table 2-1. However, they do make use of low tax regimes in Africa or where 

the highest number of their operations is situated. South African MNEs mostly use 

Mauritius, Mozambique, Ghana and Zambia as their tax haven countries. MNEs regularly 

also apply transfer pricing manipulation, which is a popular tax avoidance strategy, since 

it can be used as a technique to transfer income or profits to tax havens. 

2.3.1 Transfer pricing manipulation 

As mentioned in paragraph 1.1.4, transfer pricing relates to the complex transactions in 

which services and products are internally transferred in an entity’s divisions or in a group 

of companies at a specialised price. Transfer pricing gained popularity with the 

advancement in modern globalised trading, since it is a technique used by MNEs to shift 

income. Eden (2009:592) argued that, with modern cross-border trading, transfer pricing 

is among the most popular tax avoidance techniques used especially with transferring of 

profits to low tax jurisdictions. Sikka and Willmott (2010:4) explained that, due to the 

pervasiveness of transfer pricing transactions, transfer pricing enables MNEs to shift 

capital among subsidiaries with the aim to minimise tax payments. Klassen et al. 

(2012:92) viewed the pervasiveness of a transfer pricing transaction as the reason why it 

is difficult to identify the extent to which an MNE use transfer pricing manipulation as a 

tax avoidance strategy. 

Transfer pricing is based on transactions with related parties. In order to enhance the 

faithful representation of the annual financial statements, the International Accounting 

Standard (IAS) 24 was compiled to address the disclosure of related party transactions.  
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In terms of IAS 24, disclosure is required for any transactions relating to (IFRS, 

2015:A1154): 

• Person or close family members (including children or spouses); 

• Subsidiaries, joint arrangements or significantly influenced persons that are controlling 

the entity; 

• Key management personnel (including persons responsible for planning, directing and 

controlling daily activities of the entity); 

• The entity and the reporting entity of the same group; and 

• Parties with significant influence. 

IAS 24 was compiled with the purpose of addressing each related party and the entity’s 

transactions with these parties. It is also helpful to identify transfer pricing through inter-

company sales, loans, production cost and profit transfers. 

2.3.2 Ethicality of using tax havens 

The concept of ‘tax havens’ has fallen into serious disrepute during the last 10 years, with 

many researchers stating that the business world has been severely challenged by 

entities making use of tax havens to shift their profits. Zucman (2013:1321) mentioned 

that, on average, income shifted to tax havens amounted to $7.6 trillion per year in 2013, 

which represents a total of 8% of the world’s financial revenue. A specialist in the field of 

money laundering and tax evasion, Majcher (2016:1) contended that cities or countries 

where secrecy and low taxes are prominent serve as a vessel for financial crimes such 

as tax evasion, money laundering and corruption.   

In April 2016 a German newspaper, Süddeutsche Zeitung, published a collection of 

documents detailing that a Panamanian law firm called Mossack Fonseca has been 

performing aggressive illegal tax and financial planning for some of the richest individuals, 

politicians and entities in the world. According to Wickenden (2016:44), the published 

information indicated that Mossack Fonseca used the financial secrecy of tax havens as 

a means to obscure the origin of the profits and funds transferred in order to avoid and 

illegally evade taxes. Wickenden (2016:44) also stated that the impact of the leaked 

documents will have a major impact on the tax evasion and avoidance laws employed by 
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governments worldwide. From a different perspective, Jallow (2016:3) argued that the 

Panama scandal should serve as a learning curve for individuals and entities, seeing that 

there is a fine line between generating wealth – which will add value and promote 

sustainability – and egotistical use of illegal transactions for personal benefit. Many 

researchers are, therefore, of the opinion that the use of tax avoidance strategies 

promotes tax base erosion which deprives a country of its tax revenues, as also stated in 

paragraph 1.1.4.  

Owing to the large impact that tax base erosion has on a country’s tax revenue, the OECD 

(2013a:1) issued a report urging countries to avoid tax base erosion by implementing a 

well-structured plan of action. According to Brunton (2015:2), the 15 point action plan was 

developed and approved by the OECD committee of fiscal affairs in an attempt to 

modernise international tax law. The action plan was designed to reduce tax base erosion 

through strategies such as revised treaty agreements between governments and 

updating international tax laws (Brunton, 2015:2).  

The South African tax regime comprises anti-tax avoidance measures as encapsulated 

by section 80A–L of The Act. Section 80A–L deals explicitly with any arrangement entered 

into by taxpayers with the intention of avoiding paying taxes and obtaining a tax benefit 

(Van Zyl, 2015a:813). The Act provides guidance to taxpayers on how to identify a tax 

avoidance transaction by using four main requirements that must be met in order for 

section 80A–L to apply. In terms of the first requirement, it has to be established whether 

the taxpayer has, in fact, entered into an arrangement or a transaction (section 80A). 

Secondly, the transaction entered into must constitute a tax benefit for the taxpayer.  

Thirdly, it needs to be determined whether the taxpayer entered into this transaction for 

the sole purpose of obtaining the tax benefit associated with the transaction or 

arrangement. Lastly, it needs to be determined whether the arrangement was entered 

into in a business context. Section 80E and F grant the Commissioner/SARS (South 

African Revenue Service) the power to convene connected persons for the purposes of 

establishing whether a transaction was entered into to avoid taxes. These two sections 

specifically address MNEs that enter into related party transactions with subsidiaries. 

Although the use of tax avoidance strategies is legal, it does have an impact on the 

reputation and ethical nature of an entity. Currently, the use of profit shifting to tax havens 

and transfer pricing manipulation can be considered as the most regularly used tax 
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avoidance strategies by MNEs. However, there are still a large number of other different 

tax avoidance strategies used by MNEs that also need to be taken into consideration. 

2.3.3 Other commonly used tax avoidance strategies 

Besides tax havens and transfer pricing manipulation, MNEs implement other tax 

avoidance strategies by exploiting loopholes in the tax regime. These include the use of 

tax treaties, derivative instruments and assessed loss in an entity or in a group of entities. 

Treaties are often referred to as double taxation agreements and can, in essence, be 

described as agreements among two countries or jurisdictions with the aim to counter 

double taxation (SARS, 2016:1). The OECD (2014a:29) concurs by stating that a double 

tax agreement prohibits the double taxation of an entity when there is a transaction 

involving two countries. From a South African income tax perspective, a double taxation 

agreement between South Africa and another nation will override the provision of The Act 

(Bruwer, 2015:634). According to Wheeler (2012:30), treaties are used as a tax 

avoidance strategy by MNEs serving in a group to shift profit from headquarters in a high 

tax jurisdiction to a more tax favourable jurisdiction where the MNE group has a 

subsidiary. Weyzig (2013:2) agrees that treaties are usually employed as a method of tax 

avoidance in the sense that they eliminate the withholding of taxes to be levied on 

specified transactions. 

South Africa has, as of 24 June 2016, double taxation agreements with 22 African 

countries and 52 non-African countries (SARS, 2016:1). Thus, out of 54 African countries, 

South Africa has treaty relations with 22 of these countries (Countries-of-the-world, 

2016:1). The African countries include Algeria, Botswana, Democratic Republic of Congo, 

Egypt, Ethiopia, Ghana, Kenya, Lesotho, Malawi, Mauritius, Mozambique, Namibia, 

Nigeria, Rwanda, Seychelles, Sierra Leone, Swaziland, Tanzania, Tunisia, Uganda, 

Zambia and Zimbabwe. Table 2-2 indicates the African countries with which South Africa 

has treaty relations and also shows the date on which the treaty agreement was 

implemented. 

Table 2-2: South African treaty relations with African countries 

Country Date of implementation 

Algeria 21 June 2000 

Botswana 12 May 2004 
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Country Date of implementation 

Democratic Republic of Congo 24 October 2012 

Egypt 22 January 1999 

Ethiopia 10 February 2006 

Ghana 18 May 2007 

Kenya 19 November 2015 

Lesotho 22 April 1997 

Malawi 13 August 1971 

Mauritius   2 July 1997 

Mozambique 13 March 2009 

Namibia 19 February 1999 

Nigeria 22 July 2008 

Rwanda 27 August 2010 

Seychelles 30 October 2003 

Sierra Leone 5 October 1960 

Swaziland 1 June 2005 

Tanzania 4 July 2007 

Tunisia 15 December 1999 

Uganda 24 May 2001 

Zambia 31 August 1956 

Zimbabwe 24 September 1956 

Source: SARS (2016:1) 

Table 2-3 provides the 52 non-African countries with which South Africa has treaty 

relations. 
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Table 2-3: South African treaty relations with non-African countries 

Country Date of Implementation 

Australia 21 December 1999 

Austria 6 February 1997 

Belarus 29 December 2003 

Belgium 9 October 1998 

Brazil 24 July 2006 

Canada 30 April 1997 

China 7 January 2001 

Croatia 7 November 1997 

Cyprus 8 December 1998 

Czech Republic 3 December 1997 

Demark 21 December 1995 

Finland 12 December 1995 

France 1 November 1995 

Germany 28 February 1975 

Greece 14 February 2003 

Grenada 5 October 1960 

Hong Kong 20 October 2015 

Hungary 5 May 1996 

India 28 November 1997 

Indonesia 23 November 1998 

Iran  24 November 1998 

Ireland 5 December 1997 

Italy 2 March 1999 

Japan 5 November 1997 

Korea 7 January 1997 

Kuwait 25 April 2006 

Luxembourg 8 September 2000 

Malaysia 17 March 2006 

Malta 12 November 1997 

Mexico 22 July 2010 

Netherlands 28 December 2008 
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Country Date of Implementation 

New Zealand 23 July 2004 

Norway 12 September 1996 

Oman  29 December 2003 

Pakistan 9 March 1995 

Poland 5 December 1999 

Portugal 22 October 2008 

Qatar 2 December 2015 

Romania 21 October 1995 

Russia 26 June 2000 

Saudi Arabia 1 May 2008 

Singapore 5 December 1997 

Slovakia 28 December 2007 

Spain 28 December 2007 

Sweden 25 December 1995 

Switzerland 11 July 1968 

Taiwan 12 September 1996 

Thailand 27 August 1996 

Turkey 6 December 2006 

Ukraine 29 December 2004 

United Kingdom 17 December 2002 

United States 28 December 1997 

Source: SARS (2016:1) 

Table 2-3 provides the countries with which South Africa regularly trades. The European 

nations are majorly traded with and present a very favourable foreign investment due to 

their financial secrecy and tax regime benefits for offshore accounts and resident entities. 

Derivative instruments have been used as a tax avoidance strategy by many MNEs 

worldwide. It is also apparent that South Africa holds treaty relations predominantly with 

European countries which, as indicated in Figure 2-1, is the continent with the most 

financial secrecy locations. 

A ‘derivative instrument’ is defined by the Oxford English Dictionary (2016a:1) as any 

instrument of which the value can incrementally increase based on an external market 

condition. Wright (2013:11) described a derivative instrument as an instrument that 

requires a small initial investment in order to evolve to a greater value over time 
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depending on the outcome of certain conditions in the market. Correia et al. (2015:18-42) 

explained that entities make use of derivative instruments to hedge against interest rate 

risks, foreign exchange risks, equity risk and commodity risks.  

MNEs are using derivative instruments as a tax avoidance strategy in order to reduce 

their total tax payments. Donohoe (2014:3) contended that derivative instruments are 

utilised by many entities as a tax avoidance strategy to reduce their taxable income. From 

a study conducted on the 100 largest South African entities, Correia et al. (2012:169) 

established that 93% of all non-financing entities in South Africa used derivative 

instruments in 2009. According to the OECD (2011a:48), there is a trend in which MNEs 

in the same group of entities relocate losses made by one entity in the group to a 

subsidiary that is located in a low tax jurisdiction by means of an intercompany derivative 

instrument.  

Another tax avoidance trend followed by MNEs is absorbing the assessed loss of a 

subsidiary in the group of MNEs. This trend is seen as a tax avoidance strategy in terms 

of section 103(2) of The Act (Van Zyl, 2015a:819). Van Zyl (2015a:819) explained that 

this transaction is a tax avoidance arrangement because it involves the exclusive 

purchase of an entity to utilise its assessed loss. The Act promotes section 103(2) as an 

anti-tax avoidance measurement in the scenario of an entity that fully or partially acquires 

shareholding in an entity for the sole purpose of utilising its tax loss. Section 103(2) 

prohibits the use of the tax loss if all requirements of section 103(2) are met.  

Tax avoidance strategies serve as an enhancement tool for MNEs to determine their 

optimum ownership structure and, thus, achieve shareholder wealth maximisation. A 

more detailed investigation follows into the most commonly and recently used strategies 

in obtaining an optimum MNE ownership structure. 

2.4 UNDERSTANDING THE OPTIMUM OWNERSHIP STRUCTURE 

For an MNE to survive and thrive in an extremely competitive environment, its ownership 

needs to be appropriately structured. The challenge to obtain an optimum ownership 

structure has existed from the 1990s, and limited research has been done in order to 

establish how to determine the optimum ownership structure in an MNE. Desai et al. 

(2002:1) argued that one of the biggest issues that MNEs are facing is the establishment 

of an optimum ownership structure for the industry in which they operate. Randeberg and 
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Selvik (2014:116) investigated how Coca-Cola and IKEA implemented an optimum 

ownership strategy through tax avoidance strategies. Randeberg and Selvik (2014:116) 

established that use of tax avoidance strategies had a direct impact on the ownership 

structure strategies implemented by these MNEs. This indicated by implementing an 

optimum ownership structure, tax payable was effectively minimised and profits increased 

over a six year period (Randeberg & Selvik, 2014:116). To fully understand what the 

optimum ownership structure for an MNE should be, an investigation is needed of the 

elements of an optimum ownership structure. First, the term ‘optimum’ will be defined. 

The term ‘optimum’ is defined by the Oxford English Dictionary (2016c:1) as the 

achievement of the “most favourable level of success or growth” where, as Cambridge 

English Dictionary (2016a:1) describes the term as the most advantageous or beneficial 

position. In a similar vein, Merriam-Webster Dictionary (2016b:1) states that, for a 

situation to be viewed as optimum, it would be measured as the most favourable outcome. 

For purposes of this study, the term ‘optimum’ refers to obtaining the highest level of value 

for an MNE by investigating the most commonly used techniques and tax avoidance 

strategies. Thus, the most frequently used strategies by which an MNE obtains a 

favourable ownership structure need to be addressed. Figure 2-2 was compiled from 

findings in the literature indicating three interlinked factors that play a dominant role in 

achieving an optimum ownership structure in MNEs. The pyramid in Figure 2-2 represents 

the three interlinked factors referred to in the previous sentence to consider in structuring 

an MNE. 
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Figure 2-2: The pyramid of obtaining an optimum ownership structure in an MNE 

Source: Own research 

2.4.1 Location of headquarters of MNEs  

The location of the headquarters of an MNE is a significant strategic matter because it 

will determine the central place from which business decisions will be made and 

delegated to all parts and divisions of the entity. The headquarters of an entity are 

regarded as the central point of management, as defined by Cambridge Dictionary 

(2016b:1). 

According to Knight (2012:1), a trend followed by the biggest MNEs when deciding on a 

country to locate their headquarters is to select a jurisdiction that not only allows tax 

benefits, but also a network of available, competent workforce and suppliers to trade with. 

Similarly, Bucovestsky (2015:2) stated that the selection of a country in which to base 

MNE headquarters is directly influenced by the benefits offered by the government for the 

entities and whether the tax regime is beneficial to the entities and their global earnings. 
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Benito et al. (2011:374) mentioned that, if an MNE decides to relocate its headquarters 

to a different country, the decision will be based mostly on the fact that the new location 

has better networks in which the MNE can expand its investment, such as the case with 

the fast developing markets in China and the Middle East. 

Owing to the great risk involved in expanding into different markets, regional headquarters 

became popular among highly competitive MNEs. Luiz and Radebe (2012:2) explained 

that regional headquarters refers to having headquarters in all nations that the MNE 

operates in. Regional headquarters give the advantage of insight into each country’s 

market, competitors and business environment. Bloom and Grant (2011:218) also 

mentioned that, due to the fast growing and ever developing business world, it has 

become more viable for MNEs to have regional headquarters in order to monitor 

operations of the entities in each country of trade. 

Singh (2007:71) argued that a trend that MNEs used when selecting a headquarter 

country has a direct impact on how the MNE decides to conduct its business. Many MNEs 

would locate its headquarters in a tax haven and then outsource its operations (Singh, 

2007:71). With regard to the South African income tax regime, the court case CIR vs 

Lever Brother & Unilever Ltd (1946) is used to address any source of income related 

issues. It was determined in this court case that, the term ‘source’ refers to the originating 

cause of the income. This principle is achieved by establishing two matters, of which the 

first is the originating cause of the income and the second being the location or nation of 

the originating source (Van Zyl, 2015b:73). 

MNEs selecting South Africa as headquarter location will be subject to a corporate tax 

rate of 28% on worldwide income. According to section 9D(1) of The Act, a ‘country of 

residence’ is the country in which the entity has its place of effective management. For 

SARS purposes, it also needs to be established whether MNEs situated in South Africa 

are headquarter companies and whether the tax requirements of a controlled foreign 

company will apply. According to section 1 of The Act, the term ‘headquarter company’ is 

any entity which elected to apply section 9I. In order for section 9I to be applied, the entity 

must be a resident of South Africa, and all requirements of section 9I must be met. Terms 

of The Act also require that any resident entity apply section 9I annually and has it 

confirmed by SARS.  
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The three minimum requirements that must be met in order for an entity to be classified 

as a headquarter company are as follows (section 9I(2)). First, each shareholder in the 

resident entity must hold more than 10% of the equity shares and voting rights within the 

entity consistently throughout the year (section 9I(2)(a)). Secondly, at least 80% or more 

of the total asset cost of the entity should be attributable to either one or more of interest 

in equity shares, debt owed or intellectual property (section 9I(2)(b)). Lastly, the gross 

income of the entity must exceed R5 million (excluding exchange differences) (section 

9I(2)(c)). At least 50% of the gross income amount should consist of income attributable 

to an entity in which the resident entity’s interest is 10% or more or any proceeds made 

on the disposal of intellectual property or equity shares attributable to an entity in which 

the resident entity holds 10% shareholding. SARS also offers tax relief for entities 

classified as a headquarter company. SARS does not classify any foreign shareholding 

interest in other entities as a controlled foreign company (CFC). Dividends that are 

declared by a headquarter company are not subject to dividends tax. No withholding taxes 

will be levied on royalties and interest paid to a foreign entity or person.   

According to section 9D, it is important to determine whether a headquarter company has 

interest in any foreign entity. When a headquarter company directly or indirectly, together 

with South African residents, holds at least 50% or more of a foreign entity’s voting rights 

or shares, the requirements of section 9D might apply to a foreign entity. SARS applies 

section 9D for controlled foreign companies as an anti-tax base erosion regime which will 

urge resident entities not to shift their income or profits to tax haven jurisdictions (Deloitte, 

2015a:1). Section 9D(2A) requires that a headquarter company include the net income of 

a CFC into its gross income. The net income attributable to a CFC is considered to be 

the taxable income of the CFC earned in its foreign tax year, but calculated under the 

requirements of the South African Income Tax Act. The translation of the CFC’s taxable 

income is then calculated using the average exchange rate for the CFC’s foreign tax year 

(section 9D(6)). The Act gives tax relief to headquarter companies in terms of section 

9D(2A) proviso (i)(aa) which is considered to be the high tax exemption which limits the 

net income of a CFC to R0 if the income tax payable by the CFC is exceeding 75% of the 

amount of normal South African income tax payable on the CFC’s net income. Another 

tax relief in terms of section 9D is the exemption of income incurred from a foreign 

business establishment. 

The requirements of section 9D(1) can be graphically explained by the following figure: 
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Figure 2-3: Establishing a CFC 

Source: Bruwer (2015:608) 

From the above figure, it can be established that foreign entity 1 will be considered as a 

CFC because the South African resident entity holds more than 50% of the voting rights 

in the foreign entity; thus, section 9D(1) will apply to foreign entity 1. However, foreign 

entity 2 will not be considered as a CFC because the South African holding entity only 

holds 26% of the voting rights; thus, section 9D will not apply to foreign entity 2. In 

contrast, Figure 2-4 represents the characteristics of a group structure when no CFC is 

present. 
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Figure 2-4: Characteristics of no CFC in a group structure 

Source: Bruwer (2015:608) 

In Figure 2-4 it is apparent that the South African holding entity has 49% holding in foreign 

entity 1 and 20% in foreign entity 2. This means that the South African holding entity at 

no point holds more than 50% in any of the two foreign entities and no company will be 

considered as a CFC. Figure 2-5 indicates the workings of section 9D of having a South 

African holding entity that holds interest directly or indirectly along with other South 

African residents indicates a CFC. 
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Figure 2-5: A CFC with direct interest of South African resident entities 

Source: Bruwer (2015:608) 

Figure 2-5 indicates that, in the above case, the foreign entity will be a CFC as defined 

by section 9D. This is due to the fact that, in aggregate, the South African holding entity 

and the other South African investor entity hold 60% direct interest in the foreign entity. 

Wholly owned subsidiaries in each country of operation will put an MNE at an competitive 

advantage since they will allow the entity to closely monitor its investments in the market; 

thus, making it an essential factor in contributing to an optimum ownership structure.  

2.4.2 Wholly owned subsidiaries in each country of operation 

One of the most popular methods that MNEs use to optimise their value is to create fully 

owned subsidiaries in each country of operation. Hines and Hubbard (1990:167) stated 

that MNEs utilise their subsidiaries worldwide to shift profits to low tax jurisdictions, which 

causes distortion in the books of the MNE’s group and makes performance measurement 

difficult to maintain. Carlin et al. (2007:2) argued that, in order for an MNE to gain a 

competitive advantage, parent entities should fully acquire suppliers in order to be 

ensured of resources and obtain an understanding of the foreign market. Duhigg and 

Kocieniewski (2012:1) explained that corporate giants such as Apple Inc. have been using 

fully owned subsidiaries in Ireland, which is a low tax jurisdiction, to transfer income as 
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part of its tax avoidance strategy. Apple is just one of many MNE high value giants that 

use this method to organise their operating structure with great success.  

Capital structure management is an essential tool that MNEs need to employ in order to 

obtain the most tax beneficial return on investments and future investments which will, in 

turn, maximise shareholder wealth over a long period of time. Thus, proper management 

of the MNEs capital structure is of the utmost importance in establishing an optimum 

ownership structure. 

2.4.3 Capital structure and its implications 

As defined in paragraph 1.1.3, a capital structure is the financing method in which an 

entity finances its asset through either debt or equity. A detailed explanation of capital 

structure is necessary in order to fully identify the trend according to which MNEs use 

their capital structure. By inspecting academic articles benefits and pitfalls associated 

with debt and equity financing systems for MNEs was identified. The articles also 

indicated the most popular capital structures adapted by MNEs globally. A detailed 

overview of South African listed entities is provided to address the empirical objective. 

Firstly, an understanding of the capital structure used by MNEs need to be discussed. 

Cevlani-Öz et al. (2015:3) argued that the capital structure will depend on the countries 

in which the MNE operates in, since the MNE will be exposed to much more risks, for the 

incremental benefit of generating a greater cash flow. In agreement with Cevlani-Öz et 

al., Farooq (2016:3) explained that, even with a higher risk exposure, MNEs have the 

ability to generate higher cash flows from large investments, hence MNEs will be able to 

obtain debt financing more easily than nationally based entities. Farooq (2016:3) further 

stated that, depending on the size of an MNE, operations can be based in a large number 

of countries, granting the MNE the flexibility of using high debt financing in one country 

and low debt financing in another, depending on the conditions in which the MNE 

operates. 

Debt, defined in its simplest form, is the amount of money that an entity or person owes 

another entity or person (Merriam-Webster Dictionary, 2016a:1). According to 

PricewaterhouseCoopers (PWC, 2015:1-2), debt is based on an agreed upon period and 

interest rate which may be fixed or variable depending on the type of agreement. Debt 

can also be secured or unsecured. If debt is secured, the entity would offer an asset as 

security should it be unable to settle its debt, which increases the risk associated with the 
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loan (Correia et al., 2015:13-22). Unsecured debt does not have a ceasing of assets 

clause, but is usually of higher risk because the interest rate associated with the debt is 

usually much higher than that of secured debt (Correia et al., 2015:13-23). Debt financing 

can be split further into two halves of which the first would be considered as short-term 

debt and the second long-term debt. Fosberg (2013:1) indicated that short-term debt 

should be used for financing short-term investments that would take less than 12 months 

to mature, and long-term debt should be used for investments that occur for longer than 

a 12 month period. Entities that make use of highly geared debt financing are often 

referred to as entities using thin capitalisation (Randeberg & Selvik, 2014:34). MNEs use 

thin capitalisation to fund foreign investments by means of debt which qualifies as a tax 

saving (Webber, 2010b:531 & 683).  

In contrast with debt financing, equity financing might also be used by MNEs. Equity 

financing relates to the financing of investments by utilising share capital and the retained 

earnings of an entity (Correia et al., 2015:13-19). Both financing methods seem beneficial, 

but detailed research needs to be done to determine which method is preferred by MNEs. 

Panteghini (2007:60) argued that debt financing is the most beneficial capital structure to 

be employed by an MNE, because most tax jurisdictions offer an tax exemption on 

interest, which will incrementally increase the net profit amount since tax payable will 

decrease. Panteghini (2007:60) further states that, most MNEs use intercompany loans 

as well to finance investments. The trend is that the parent entity, if situated in a high tax 

region, will borrow from a subsidiary in a low tax region in order to avoid being taxed 

highly. In agreement with Panteghini, research conducted by Buettner and Wasmer 

(2009:1) confirmed that intercompany loans are a continuing trend among MNEs to avoid 

high taxes. Buettner and Wasmer also claimed that the tax rate and tax regime in which 

an MNE is headquartered also play an extensive role in its capital structure management 

and decision making process. According to Zangari (2014:4), the corporate tax systems 

are structured in such a way as to grant tax exemptions for making use of debt financing, 

while there are usually no exemptions available for investments financed through equity. 

Furthermore, the different tax benefits relating to debt financing in different tax 

jurisdictions might act as a great motivation for MNEs to shift profits to tax havens 

(Zangari, 2014:4). Schjelderup (2016:109) explained that most tax regimes globally 

favour debt financing due to the exemptions granted on interest pertaining to the loan. 

Debt and equity financing have long been debated as to which is the most effective means 
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of financing and debt financing does have some pitfalls that equity financing utilises as 

strengths. 

Benade et al. (2012:228) argued that the primary pitfall associated with using debt 

financing is the fact that capital and interest on debt have to be repaid within an agreed 

upon period of time. Similarly, Correia et al. (2015:13-29) stated that the biggest risk an 

entity is exposed to, when using debt financing, is the capital repayment portion, since 

the entity will need to make provision for the repayment of the loan, regardless of the 

entity’s performance. Another disadvantage of being debt geared as opposed to being 

equity financed is that stakeholders would insist on a higher return on their investment, 

seeing that the MNE will be exposed to higher risk due to the limitless amount of debt that 

can be raised (Benade et al., 2012:228). Correia et al. (2015:13-31) argued that equity 

financing will cause dilution of control over an entity, which will cause distress among 

shareholders who would have to renounce control to other stakeholders. 

Some MNEs could resort even to cash financing due to the ‘cash is king’ principle. Cash 

is considered to be one of the most affordable methods of financing investments, since 

there is no capital repayment or interest amount nor agency cost attributable to 

shareholders (Cooper & Jensen, 2015:5). Denis and Sibilkov (2010:248) claimed that 

cash on hand is the best asset a financially strained entity can have because this enables 

the entity to make value adding investments which would not have been possible when 

the entity had no cash on hand. With the tax regimes guiding MNEs towards debt 

financing, possible risk factors pertaining to the capital structure also need to be taken 

into account by MNEs as they have a direct impact on the financing decision. 

The debt to equity ratio can be used to establish whether an entity is highly debt geared 

(Paramasivan & Subramanian, 2008:22). Correia et al. (2015:5-20) explained that the 

debt to equity ratio is used to express the ratio of an entity’s total debt to total equity and 

can be expressed in the following formula: 

Formula 1: Debt to equity 

Debt to equity = (Total debt/Total equity) x 100 = x% 
 

Source: Correia et al. (2015:5-20); Paramasivan and Subramanian (2008:22) 
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The value of the entity will be determined by its ROE. Damash et al. (2012:116) are of 

the opinion that ROE is a tool that measures the return of the shareholders’ investments 

in the entity. Dissanayake (2012:27) concurs by stating that ROE is a financial statement 

indicator of profitability. The ROE is calculable by taking the value of net profit divided by 

the total value of equity (Callahan & Mauboussin, 2014:12). Up to date, ROE is still one 

of the most important key performance indicators, since the ratio shows how much return 

the entity is able to deliver on invested capital (Jayabal & Kasilingam, 2012:54).  

A widely used financial performance indicator is the Du Pont analysis. The Du Pont 

analysis is used in practice by many entities to indicate their overall performance by 

calculating the ROE categorised into three major components, namely operational 

efficiency, asset use efficiency and financial leverage (Benade et al., 2012:290). 

Operational efficiency is measured by the net profit margin. According to Correia et al. 

(2015:5-21), profitability ratios such as the net profit margin are key performance 

indicators measuring how efficiently management apply their policies and strategies and 

showing the overall impact of liquidity, asset management and debt management. Asset 

use efficiency is stated by the total asset turnover rate. The total asset turnover is used 

as a measuring tool of how effectively an entity utilises assets to generate revenue (Van 

Horne & Wachowicz, 2008:151). Lastly, financial leverage is measured by the application 

of the equity multiplier formula. Addressing the three key performance indicators, the Du 

Pont analysis can be mathematically expressed as follows: 

Formula 2: Du Pont formula 

 Net profit after tax 
X 

Sales 
X 

Total assets  

 Sales Total asset Total shareholder’s interest  

Source: Correia et al. (2015) 

The Du Pont analysis can be used to calculate the ROE through a systematic combination 

of formulas which are displayed as per Figure 2-6. 
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Figure 2-6: The Du Pont analysis 

Source: Correia et al. (2015); Van Horne and Wachowicz (2008) 

Figure 2-6 explains the elaborate approach in calculating the ROE based on the Du Pont 

analysis. All of the three major key performance indicators are addressed by following the 

method of calculation as shown in Figure 2-6. 

In order to achieve the best ROE value an optimal capital structure will need to be 

adopted. An optimal capital structure is considered to be the debt to equity ratio adopted 

by the entity in order to keep the entity’s weighted average cost of capital at its lowest 

(Correia et al., 2015:14-19). Before considering an optimal capital structure the various 

risks that have an impact on the MNE will firstly need to be addressed. Brigham and 

Houston (2009:418) identified the three major risk implications for an entity’s capital 

structure decisions as business risk, tax position of the entity and management’s 

approach.  
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Business risk has been defined by Brigham and Houston (2009:418) as the risk that has 

an impact on the daily trade of an entity and is also the risk factor that takes on the highest 

impact ranking in terms of the capital structure decision. Van Horne & Wachowicz 

(2008:135) noted that business risk indicates the possible risk an entity would face in the 

ordinary course of trade if the entity did not utilise any debt financing. The biggest 

business risk an MNE faces is the political risk factors in each country of operation. PWC 

(2006:3) established that one of the biggest risk concerns of the management of MNEs 

is the evaluation and assessment of the political risk factor and incorporating the risk into 

the capital structure decision. Cao et al. (2013:28) concluded that the political risk an 

MNE faces has a direct impact on its capital structure decisions, and MNEs with higher 

risk profiles tend to not make use of debt financing when politics are unstable in a country.  

Brigham and Houston (2009:418) identified that business risk is mainly affected by the 

following seven drivers: 

• Stability in the entity’s product or service demand; 

• Stability of exchange rate fluctuations; 

• Level of sales risk volatility in foreign markets; 

• Level of stability of manufacturing cost; 

• The degree of adopting new selling prices when cost of manufacturing fluctuates; 

• The ability to stay in the forefront of technology; and 

• Proper management of the operating leverage factor. 

The tax position of an MNE will significantly depend on the country in which the MNE is 

headquartered. The impact the tax position has on an MNE has been discussed in 

paragraph 2.4.1 which addressed the location of the MNE headquarters. It was 

established that the choice of headquarter location is considered as the place of effective 

management. The MNE needs to adhere to the corporate tax law of the country in which 

it is headquartered. Another important aspect of the tax position is the implications that 

section 24J of The Act has on the treatment of the financing decision. Section 24J 

regulates the treatment of the incurral of interest and the timing thereof. Section 24J 

allocates interest over the period in which a financial arrangement has been entered into 

by compounding the interest over the accrual periods using the yield to maturity rate. The 

ability to adjust for tax risk is beneficial to the entity’s analysis of a financing decision, 

because it shows the impact that taxation will have on the cash flows associated with an 
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investment (Benade et al., 2012:233). Financial flexibility is also considered to have a 

direct impact on the capital structure decision. 

The term ‘financial flexibility’ is defined as the ability of an entity to be able to effectively 

increase capital growth even in unfavourable industry conditions (Byoun, 2011:6). In 

agreement with Byoun, Denis (2011:667) outlined that, in order for an entity to be 

financially flexible, it needs to be able to timeously respond to any adverse market 

conditions and still grow in value. Financial flexibility is largely dependent on the approach 

that management follow in their capital structure decisions. 

Correia et al. (2015:14-13) referred to a pecking order theory where no target capital 

structure exists and management finance investments are based on a hierarchy. The 

pecking order theory is based on the principle of addressing flexibility and control (Correia 

et al., 2015:14-13). Management prefers using internal funding sources first before 

obtaining external financing. The hierarchy suggests that management should fund 

investments in a specific order: 

1. Internally generated funds (retained earnings); 

2. Debt financing; 

3. Convertible debt and preference shares; 

4. Equity financing. 

Lastly, managerial approach to conducting the business of the entity plays a major role 

in how an entity will organise its capital structure. Managerial approaches range from 

aggressive to conservative approaches and will differ from industry and entity. In some 

cases, management feel that they can have an impact on the profitability of the entity by 

utilising more debt which will, in net effect, have an impact on the target capital structure 

(Brigham & Houston, 2009:418). Berkovitz et al. (2008:5) argued that an entity would 

revert to a conservative capital structure when the market it operates in is highly 

susceptible to risk; in such cases, entities will not in general make use of debt financing. 

On the other hand, according to Ahmad et al.(2015:71), when management is applying 

an aggressive management approach, previous research has indicated that using short-

term liabilities in financing investments has an adverse effect on financial performance, 

as it expresses a lower return on asset. The choice of managerial approach has a large 

impact on the investment decisions of an entity. 
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Figure 2-7: The four main risk factors having an impact on capital structure 

Source: Brigham and Houston (2009:418) 

Figure 2-6 indicates the key factors that need to be addressed when attempting to achieve 

an optimal or target capital structure. From the figure it can be derived that, in order for 

an MNE to reach the optimal ROE, the four key factors need to be addressed. Each risk 

factor should not be seen in isolation but as interrelated to ensure that the MNE reaches 

its target capital structure. 

2.5 CHAPTER SUMMARY 

When investigating the regularly used strategies in determining an optimum level of 

ownership in MNEs, it became clear that strategic planning is critical and that it will differ 

according to the industry in which the MNEs operate. Highly successful MNEs make use 

of a combination of carefully planned debt financing and wholly owned subsidiaries in low 

tax regions to reduce their tax liability. To summarise, the larger South African MNEs, 

such as SABMiller, have already adapted to using a combination of the optimisation 

strategies applied by corporate MNE giants such as Apple and Google. It was identified 
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that the MNEs make use of the following five tax avoidance strategies from a South 

African perspective: 

1. Tax havens for profit shifting; 

2. Tax treaties with African and non-African countries; 

3. Transfer pricing manipulation; 

4. Derivative instruments; and 

5. Assessed losses of acquired subsidiaries. 

It was also identified that, for an MNE to obtain an optimum ownership structure, the 

following aspects need to be addressed: 

1. The location of the headquarter entity; 

2. Investing in wholly owned subsidiaries in foreign countries of operation; and 

3. Implementing the most suitable capital structures. 

The research methodology and design will be discussed next in chapter 3. 
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CHAPTER 3 

RESEARCH METHODOLOGY AND DESIGN 

3.1 INTRODUCTION 

Chapter 2 gave a background on the most commonly used tax avoidance strategies and 

ownership structures adopted by MNEs in order to achieve their optimal value. Paragraph 

2.2 discussed the most popular tax avoidance strategies utilised by MNEs. Focus was 

placed on the use of tax havens (paragraph 2.2.1), transfer pricing manipulation 

(paragraph 2.3.1), tax avoidance strategies adopted by MNEs in South Africa (paragraph 

2.3), and a broad overview was given on other tax avoidance strategies applied by MNEs 

(paragraph 2.3.3). Furthermore, attention was paid to strategies utilised by MNEs to reach 

their optimum ownership structure. These strategies were presented in a pyramid 

(paragraph 2.4) and were subsequently discussed as the pillars of creating an optimum 

ownership structure, namely selection of location for headquarters, owning wholly owned 

subsidiaries in each country of operation, and the correct capital structure management. 

The aim of Chapter 3 is to provide a detailed discussion and explanation on the research 

process that was followed in conducting the empirical study. This chapter elaborates on 

the overview of the empirical study as discussed in paragraph 1.3, especially the research 

paradigms, research design, research methods and the reliability, validity and 

generalisability of the data.  

Research is a methodical and analytical process in finding the latest relevant data on a 

specific matter or issue (Chinnatambi et al., 2006:2). Chinnatambi et al. (2006:2) stated 

that one of the main contributing drivers to a subject field is research. Merriam-Webster 

Dictionary (2016c:1) defines ‘research’ as the systematic process of obtaining new insight 

or expertise on a specific topic. Similarly, Sekaran (2003:69) views research as a 

systematic and organised attempt to find an explanation for a research problem. 

One of the fundamental elements to any research study is creating an interesting 

research question. Booth et al. (2003:46) indicated that the best way to gain an 

understanding of the research topic is to create questions to address the topic. A good 

research question serves as a limiting tool to help the researcher narrow his or her focus 

to relevant information (Booth et al., 2003:46). The research question determines the 

research paradigm, research methodology and the data to be collected (Manning & 
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Stage, 2016:1). Manning and Stage (2016:10) explained that, to formulate an intriguing 

research question, the researcher should: 

• Critically read and analyse literature; 

• Communicate ideas and thoughts with practising professionals; and 

• Attend meetings and conferences of the relevant research field. 

The research question in this study was formulated by first communicating with practising 

professionals at the North-West University Vaal Triangle Campus (NWU Vaal). The initial 

research topic was only decided on after critically reading and investigating previous 

research in the same research field as prescribed by the practising professionals at NWU 

Vaal. The research question was formulated as a problem statement, provided in 

paragraph 1.2, namely to identify the optimum MNE ownership structure as a tax 

avoidance strategy. This problem statement was decided on due to the limited amount of 

research that address how tax avoidance strategies could be implemented in order for an 

MNE to achieve its optimum ownership structure. In order to search for a solution to the 

problem statement, the MNEs on the JSE Top 40 were analysed. This was done to 

establish, first, whether there are trends according to which MNEs apply tax planning 

strategies to avoid tax and, secondly, to interpret the ownership structure strategies 

implemented by the MNEs. The trend analysis formed part of the process of bridging the 

gaps identified in the literature.   

The research question forms the foundation on which the research design is based (Gray, 

2009:134). Gray (2009:135) identified four main categories in which a research question 

could be based, namely: 

• Descriptive – describing the current state of events; 

• Normative – comparing the current state of evens with what should be happening; 

• Correlative – measuring the strength of a relationship among variables; or 

• Impact – consider the impact that variables have on each other. 

A research problem can be defined as a problem in a specific field that must be focused 

on (Creswell, 2014:20). In this study, the research problem was provided as the problem 

statement in paragraph 1.2. The reason for this is that the study set out to measure the 

impact that tax avoidance strategies have on an MNE when attempting to obtain its 

optimum ownership structure.  
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To discuss the methodology implemented in the empirical study, the research process 

will be explained, as well as all variables and aspects of the empirical study. The research 

paradigms will be addressed first. 

3.2 RESEARCH PARADIGMS 

One of the most important research decisions is selecting the research paradigm, 

because this will impact the way the research problem will be addressed (Manning & 

Stage, 2016:20).  Guba and Lincoln identified four major types of research paradigms, 

namely positivism, post-positivism, critical theory and constructivism (Manning & Stage, 

2016:19). 

3.2.1 Positivistic research methodology 

The empirical study was conducted from the positivist paradigm. The reasoning behind 

using a positivist paradigm lies in the fact that this paradigm aims to analyse and assess 

data to verify a certain set of expectations or hypotheses (Manning & Stage, 2016:25). 

The aim of the empirical study was, first, to identify the most regularly used tax avoidance 

and ownership structure strategies of the sample (qualitative research). Secondly, a Du 

Pont analysis was performed in which the value of each entity was calculated and 

compared to the tax avoidance strategies in order to establish whether the correct 

strategies were adopted to reach optimum value (quantitative research). Generalisations 

will, thus, be made on the tax avoidance and ownership structure strategies of the MNEs 

on the JSE Top 40. The research design is yet another fundamental element in 

conducting the empirical review process, and will be discussed next. 

3.3 RESEARCH DESIGN 

The research design is defined as the plan on which the empirical study is based and 

takes into consideration any factor that could hinder the validity of the research findings 

(Burns & Grove, 2003:15). Gray (2009:131) defined the research design as the overall 

strategy for the collection, measurement and analysis of data. Similarly, Creswell (2009:3) 

described the research design as a set of strategies employed by the researcher ranging 

from assumptions to methods of data collection and analysis. 

According to Bryman (2012:46), the research design should serve as a structured 

framework that the researcher will follow to collect data. Singh (2006:81) adds by stating 
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that a well-planned research design will provide the necessary information to address the 

population for the sample and any possible restrictions thereon. 

The research design for this study was selected based on the nature of the data to be 

gathered. The empirical study and the literature review were performed by analysing 

secondary data to address the secondary objectives of the study. A document review was 

conducted to gather data on the sample, which will be explained in paragraph 3.4. A Du 

Pont analysis was performed on the gathered data to establish the overall wealth 

maximisation of the sample. 

3.4 RESEARCH METHODS 

The research methods refer to the procedures implemented by the researcher to address 

the research question (Singh, 2006:79). Flick (2011:86) suggested that research methods 

depend greatly on the characteristics of data gathered. In its simplest form, a research 

method is the strategic procedures applied by a researcher in obtaining data on the 

sample (Bryman, 2012:46). Frequently used research methods include quantitative, 

qualitative and mixed research methods (Williams, 2007:65).  Williams (2007:65) further 

stated that the decision as to which research method to be used greatly depends on the 

data that the researcher aims to collect to answer the research problem or question. 

3.4.1 Qualitative research method 

Qualitative research is defined as the research method that is designed to interpret and 

understand the characteristics of an issue that came to the fore (Erikkson & Kovalainen, 

2016:3). Silverman (2013:6) states that qualitative research is used by researchers to 

express the documenting of the characteristics of realities and experiences in language 

relating to the research problem. Brynard and Hanekom (2008:37) asserted that when 

conducting qualitative research, the events and experiences that are encountered by the 

researcher should be documented in writing. According to Gray (2009:166), a simple 

definition of qualitative research is difficult to compose, because in conducting qualitative 

research many methodologies are followed, including interviews, questionnaires, 

document reviews and observations.  

The qualitative research method is a research tool to study recent or contemporary 

problems and can include the analysis of information over a long period of time (Gray, 

2009:166). Gray (2009:166) elaborates that, since qualitative research focuses mainly on 
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recent events or problems, it can paint an accurate picture of the reasoning behind events 

or issues. Also, qualitative research can serve as a beneficial tool in conducting research 

on relatively new topics, as well as on topics on which much research has already been 

done, by approaching these topics from a different perspective (Gray, 2009:166).  

When conducting qualitative research an advantage to the researcher is that accurate 

and rich information is obtained, since the research problem is investigated with great 

detail (Flick, 2011:14). According to Flick (2011:14), one of the limitations of qualitative 

research is that data analysis can be time consuming, especially when data need to be 

obtained from a large number of participants. 

3.4.2 Quantitative research method 

Creswell et al. (2011:4) defined quantitative research as the study of a phenomenon 

based on testing a certain outcome or hypothesis by means of statistical data. 

Quantitative research is based on the use of statistical measurement and numbers (Flick, 

2011:11). When performing quantitative research, a goal based procedure is followed in 

which data is obtained numerically, compared and analysed to form a general overview 

of the targeted sample (Flick, 2011:11). 

An advantage of quantitative research is that it allows the researcher to express a 

generalised result in relation to a large population (Flick, 2011:13). Quantitative research 

is also not as time consuming as qualitative research (Flick, 2011:13). 

The key differences between qualitative and quantitative research designs are the 

dependency on theory or literature to supplement the empirical study, selection of the 

research issue or problem, data collection, data analysis and the generalisability of the 

findings. These key differences are expressed by Flick (2011:13) in the following table: 
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Table 3-1: Key differences between quantitative and qualitative research 

Element Quantitative research Qualitative research 

Literature/Theory Used as an introduction to an 
empirical study 

Used as a conclusion that is developed 
after conducting an empirical study 

Case selection Based on representivity and 
preferably random sampling 

Purposely based on the richness of the 
literature on the case or issue 

Data collection Standardised Open to a vast number of methods 

Data analysis  Statistical approach Interpretative 

Generalisation Based on statistical observations 
that are representative of the 
population 

Based on the characteristics of 
experiences or events and is usually 
expressed in language  

Source: Flick (2011:13) 

Table 3-1 indicates the major differences in the research designs as identified by Flick. 

However, many researchers believe that a technical perspective is required to 

differentiate between quantitative and qualitative research. In contrast, Flick (2011:13) 

established the following key characteristics shared by both quantitative and qualitative 

research: 

• Both are systematically applied in an empirical study; 

• Each design aims to generalise the findings; 

• Ethical considerations have to be adhered to in both cases; 

• The research process needs to be made understandable to the reader; 

• Appropriate research questions are to be configured in relation to the selected 

research method; and 

• Planned and systematic procedures are to be followed to answer the research 

questions. 

Many researchers find that combining quantitative and qualitative research designs leads 

to the most appropriate methodology to address their research needs. The mixed method 

approach has been created for this purpose and is viewed as a hybrid method in which 

elements of both qualitative and quantitative are combined. 
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3.4.3 Mixed method research 

Mix method research has claimed its place as the third research methodological 

movement. The mixed research design is a contemporary, highly popular research 

methodology, because it allows the researcher to utilise elements of both quantitative and 

qualitative research designs (Leech & Onwuegbuzie, 2007:266). McCoy (2016:97) 

defined mixed research methodology as the type of research in which the researcher 

combines the characteristics of both quantitative and qualitative research designs for the 

purpose of creating a detailed understanding of and insight into the study. In agreement 

with McCoy, Creswell (2014:537) defined a mixed research methodology as a strategy 

applied to gather, analyse and mix the qualitative and quantitative research design in a 

single study to explain and analyse the research problem. 

The mixed research design has become a preferred research design for studies where 

the qualitative or quantitative methodology on its own would not be able to present and 

address the research problem sufficiently (McCoy, 2016:97). According to McCoy 

(2016:97), modern researchers favour the mixed research design because it can 

generate alternative views or perspectives on a specific research problem, and it is clear 

that the mixed research methodology holds a wide array of benefits for the researcher.  

Creswell and Plano Clark (2008:127) and Gray (2009:213) compiled a list of five main 

purposes for conducting a mixed research methodology, namely triangulation, 

complementarity, development, initiation and expansion. These four benefits can be 

illustrated in the following table: 



Chapter 3: Research methodology and design 53 

Table 3-2: Benefits of using the mixed research design 

Benefit Explanation 

Triangulation This technique refers to the combining of quantitative and qualitative research 
methods in an effort to eliminate the weaknesses of each method.  

Complementarity This refers to using both the qualitative and quantitative research designs to 
analyse the research problem. Assessments of the research problem are 
similar for each research design in order to address different aspects. 

Development The results or findings of one research design are used to supplement the 
other research design. 

Initiation This refers to utilising both the quantitative and qualitative research designs 
to approach a problem or issue from a different perspective. 

Expansion This technique serves to enhance the use of different research methods for 
different points of enquiry to address the research problem. 

Source: Creswell and Plano Clark (2008:127); Gray (2009:213) 

From Table 3-2 it is apparent that following a mixed research methodology will strengthen 

the findings of the empirical study due to the enhancement to the reliability that each of 

the purposes mentioned provides. Triangulation is viewed by Gray (2009:204) as one of 

the foundations on which mixed research methodology was formed. The use of 

triangulation in a mixed research methodology is favoured by many researchers because 

the strengths of the one research methodology compensate for the weaknesses of the 

other (Gray, 2009:205). There are four types of mixed research methodologies, namely 

convergent, sequential, explanatory sequential and social justice mixed research 

methodology. 

Leech and Onwuegbuzie (2007:267) stated that there are three dimensions present in 

mixed research methodology: 

• Level of mixing – referring to whether a partial or fully mixed method is followed; 

• Time orientation – referring to when two research methodologies (qualitative and 

quantitative) is performed (concurrently or sequentially); and 

• Approach emphasis – referring to whether each research methodology is equally 

preferred or whether a certain methodology is more dominant than the other.  

The current empirical study followed a sequentially mixed research methodology. For 

purposes of the study, a mixed research methodology was followed and the above 

dimensions were applied as follows: With regard to the level of mixing, a fully mixed 
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research methodology was followed. The research methodology applied was fully mixed, 

since the study was based on a single research problem. The time orientation was 

sequential, since the qualitative study was conducted before the quantitative study. With 

regard to the approach emphasis, the qualitative study was dominant in proportion to the 

quantitative study. Thus, a mixed research methodology was followed with sequentially 

equal status. 

The application of the research methodology adopted for this study will be discussed in 

the next section. 

3.4.4 Research methodology adopted for this study 

As mentioned above, the empirical study followed a sequential mixed method research 

design. Leedy and Ormrod (2010:12) mentioned that the research methodology is the 

procedure that sets the direction in which the research study is to be conducted. The 

study was conducted in two parts. First, relevant financial statements and newspaper 

articles were investigated on the sample (MNEs on the JSE Top 40) to identify the tax 

avoidance strategies adopted by each MNE. From this data, the second part of the 

empirical study was conducted. This part involved calculating the ROE for each MNE in 

the sample by means of a Du Pont analysis. This calculation reflected a value per MNE 

which was then analysed by comparing the value to the tax avoidance strategies utilised 

by each MNE. From this a conclusion was drawn to identify whether the current tax 

avoidance strategies employed by each MNE are sufficient for the entity to achieve its 

optimum value. 

3.4.4.1 Data collection methods 

Creswell and Plano Clark (2011:171) stated that data collection is a process that needs 

to be followed in steps when a mixed research methodology is applied. Data collection in 

a mixed research methodology should be structured in order to address both quantitative 

and qualitative research problems (Creswell & Plano Clark, 2011:171). The sampling 

methods implemented when conducting a mixed research methodology should also 

address the quantitative (probability) and qualitative (purposive) research problems 

(McCoy, 2016:99). 
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As stated previously, the qualitative research methodology was applied first in this study. 

Therefore, the qualitative data collection methods will be discussed first. According to 

Birks and Mills (2014:37), data for purposes of qualitative research are usually gathered 

by applying one of the following methods: 

• Interviews with participants; 

• Audio-visual materials and physical objects; 

• Documents which include surveys; and/or 

• Observations. 

For purposes of the empirical study, data on the sample were collected and concurrently 

analysed. Documents pertaining to the sample were obtained by means of extracting 

McGregor’s Factsheet and financial statement applications. Annual reports were also 

obtained of each MNE on the sample from each MNE’s respective official website. This 

process of analysing the content of documents to collect data from is called the document 

analysis. Gray (2009:432) claimed that, when conducting document analysis, the 

researcher needs to establish whether data from primary or secondary sources will be 

used. It was stated in paragraph 1.4 that documents will be analysed for the empirical 

and the literature study. Boeije and Hox (2005:596) mentioned that secondary data can 

be used in social research to analyse what has been established in previous research. 

Secondary data are available to the public and can either be retrieved from internet 

sources or actual records (Gray, 2009:432). Johnston (2014:619) considered secondary 

data sources to be a viable option for research studies that are under time constraint. The 

researcher must establish the quality of secondary data to make sure that relevant and 

valid findings could be derived (Boeije & Hox, 2005:596). The data gathered from the 

secondary resources should be reliable and valid, which will be discussed in paragraph 

3.5.1 and 3.5.2 respectively. 

3.4.4.2 Sampling and population 

Lewis and Richie (2003:86) defined a population as the parent group of data on which a 

sample is to be based. The population of a study is a group that share the same 

characteristics as those addressed in the problem statement and the literature review and 

on which the researcher intends to make generalisations (McMillan, 1996:85). The 

population of a research study is thus the overall group that share the same attributes on 

which the researcher wishes to express findings and conclusions. In the current study, 



Chapter 3: Research methodology and design 56 

the Top 100 JSE listed entities based on market capitalisation were ranked in terms of 

each entity’s respective share prices as stated on 31 December 2014. The target 

population for the empirical study was then selected as the JSE Top 40 listed entities for 

the period ending 31 December 2014. The Top 40 represent the entities with the highest 

share prices as on 31 December 2014. As identified in paragraph 1.3.1 the primary aim 

of financial management is to generate maximum shareholder wealth and profit. A share 

price serves as a measurement tool to evaluate the effectiveness of an entity’s 

investment, financing and asset management decisions (Correia et al., 2015:1-9; Van 

Horne & Wachowicz, 2008:3). The share prices were selected to rank the Top 40 JSE 

entities due the fact that the share prices on the stock exchange are representative of 

ownership in an entity, which addresses the problem statement as stated in paragraph 

1.2. 

In any research dissertation the researcher experiences problems of limited resources 

such as time constraints, limited sources to consult and availability of information (Emmel, 

2013:48). Owing to these limitations, researchers attempt to express a generalised 

opinion on a population group by making use of sampling methods (Emmel, 2013:48). 

Oxford English Dictionary (2016d) describes a ‘sample’ as being a specialised selection 

of items selected from a population to represent the statistical characteristics of the whole 

population. McMillan (1996:86) explained that the purpose of selecting a sample is to 

obtain a group that will represent a larger group purposefully. It can be concluded that a 

sample is a purposefully selected small grouping of data from the population, which will 

present the overall attributes of the entire population.  

According to McMillan (1996:86), sampling methods can be divided into two main 

categories, namely probability and non-probability sampling methods. With probability 

sampling each item in the population has an equal chance of being selected for the 

sample (Blackstone, 2012:176). Probability sampling is widely used by researchers, since 

each item has a random chance of being selected for the sample (McMillan, 1996:87).  

According to Blackstone (2012:176) and McMillan (1996:87), probability sampling in the 

educational and social sciences can be summarised into four major procedures, namely 

simple random, systematic, stratified and cluster sampling procedures. Figure 3-1 briefly 

explains each of these procedures, according to Blackstone (2012:185) and McMillan 

(1996:87-90). 
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Figure 3-1: Probability sampling procedures 

Source: Blackstone (2012:185); Gray (2009:151-152); McMillan (1996:87-90) 

The population for this study was the JSE Top 40 entities based on share prices and was 

selected by method of preference and availability of the data. The sample for this study 

was based on preference and availability as opposed to following a random sampling 

route. 

The population for this study was the JSE Top 40 entities based on share prices and was 

selected by method of preference and availability of the data. The sample for this study 

was based on preference and availability as opposed to following a random sampling 

route. 

Non-probability sampling differs substantially from probability sampling in the sense that 

this method is not based on random selection (Battaglia, 2008:523). Blackstone 

(2012:170) explained that, with non-probability sampling, the possibility of an item in the 

population being selected is unknown. In accordance with Blackstone (2012:175), 

Battaglia (2008:525) and McMillan (1996:91) described the following as the most popular 

non-probability sampling procedures for social and educational research:  

• The population is 
divided into clusters 
and the sample is 
selected from the 
created clusters.
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problem from which 
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• purposive sampling; 

• snowball sampling; 

• quota sampling; and 

• convenience sampling. 

Figure 3-2 explains each of these procedures. 

 

Figure 3-2: Non-probability sampling methods 

Source: Battaglia (2008:525); Blackstone (2012:175); Gray (2009:152-153); McMillan 

(1996:91) 

From the target population, a sample was selected from the JSE Top 40 listed entities 

that consisted only of the MNEs. The sample was selected based non-probability 

sampling methods based on the use of criteria (purposive sampling also called judgement 

sampling) and the convenience sampling methods. Gray (2009:152) mentioned that the 

purposive sampling method is a highly accurate sampling method, since it is used to 

compare research subject to each other based on attributes. The attribute requirement of 

the sample for this study was that the entities selected had to be MNEs on the JSE that 
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easily available and 
accessible for the 
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were not in the mining or financing industry. Rama (2012:7) and Cassim (2014:38) 

expained that the financing and the mining industry are specialised industries and the 

profitibility and asset management ratios and structures differ greatly from other 

industries. Due to the specialised nature of the financing and mining industries these 

industries will be excluded from the sample size. The convenience sampling method is 

mostly used in qualitative research designs. The sample was selected based on the 

availability of the financial information of all MNEs on the JSE Top 40 as at 31 December 

2014. Only MNEs where selected in order to filter the data available on the JSE top 40 to 

only the relevant entities for purposes of the study. The sample was drawn from Biznews’ 

report on the Top 100 JSE listed entities as at 31 December 2014. Table 3.3 indicates 

the sample with the selection criteria based on the convenience sampling procedure. 

Table 3-3: Sample selected for empirical study 

No. Entity name 
Share price as at 

31 December 
2014 (ZAR cents) 

MNE 
status 

JSE Industry 
Included in 

sample 

1 Naspers Ltd 151512 Yes Consumer services ✓ 

2 
British American 
Tabaco Plc 

63200 Yes Consumer goods ✓ 

3 SABMiller Plc 60539 Yes Consumer goods ✓ 

4 Sasol Ltd 43101 Yes Basic materials ✓ 

5 
Aspen Pharmacare 
Holdings Ltd 

40600 Yes Health care ✓ 

6 Tiger Brands Ltd 36806 Yes Consumer goods ✓ 

7 
Anglo American 
Platinum Ltd 

34112 Yes Basic materials/mining ✓ 

8 
Capitec Bank 
Holdings Ltd 

34000 No Financials  

9 Bidvest Group Ltd 30388 Yes Industrials ✓ 

10 Remgro Ltd 25399 Yes Industrials ✓ 

11 Nedbank Group Ltd 24900 Yes Financials  

12 BHP Billiton Plc 24868 Yes Basic materials/mining  

13 Kumba Iron Ore Ltd 23990 Yes Basic materials/mining  

14 Mr Price Group Ltd 23500 Yes Consumer services ✓ 
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No. Entity name 
Share price as at 

31 December 
2014 (ZAR cents) 

MNE 
status 

JSE Industry 
Included in 

sample 

15 MTN 22141 Yes Telecommunications ✓ 

16 Anglo American plc 21533 Yes Basic materials/mining  

17 Santam Ltd 21500 Yes Financials  

18 Mondi Ltd 18950 Yes Basic materials ✓ 

19 Imperial Holdings Ltd 18500 Yes Industrials ✓ 

20 
Barclays Africa 
Group Ltd  

18200 Yes Financials  

21 Omnia Holdings Ltd 18100 Yes Chemicals ✓ 

22 Tongaat Hulett Ltd 17292 Yes Consumer goods ✓ 

23 Shoprite Holding Ltd 16824 Yes Consumer services ✓ 

24 Spar Group 16136 Yes Consumer services ✓ 

25 Assore Ltd 14965 Yes Basic materials/Mining  

26 
Hosken Consolidated 
Investments Ltd 

14900 Yes Financials  

27 
Standard Bank 
Group Ltd 

14348 Yes Financials  

28 Pioneer Food Group 14300 Yes Consumer goods ✓ 

29 
Massmart Holdings 
Ltd 

14280 Yes Consumer services ✓ 

30 Distell Group Ltd 13595 Yes Consumer goods ✓ 

31 
African Explosives 
and Chemicals 
Industries Ltd 

13382 Yes Basic materials ✓ 

32 Foschini Group Ltd 13324 Yes Consumer services ✓ 

33 Sun International Ltd 12890 Yes Consumer services ✓ 

34 Vodacom Group Ltd 12843 Yes Telecommunications ✓ 

35 PSG Group Ltd 12775 Yes Financials  

36 Liberty Holdings Ltd 12269 Yes Financials  

37 
African Rainbow 
Minerals Ltd 

11900 Yes Basic materials/Mining  

38 Famous Brands Ltd 11536 Yes Consumer services ✓ 



Chapter 3: Research methodology and design 61 

No. Entity name 
Share price as at 

31 December 
2014 (ZAR cents) 

MNE 
status 

JSE Industry 
Included in 

sample 

39 
Coronation Fund 
Managers Ltd 

11516 Yes Financials  

40 
New Europe Property 
Investments Plc 

11400 Yes Financials  

Source: Biznews (2015)  

Table 3-3 represents the sample of 40 MNEs listed on the JSE Top 40. However, entities 

that were from the financing and mining industries were disregarded from the sample. 

Thus, the total sample size for this study was 24 MNEs as represented by Table 3-3. 

Table 3-4 addresses the diversity of the sample selected. MNEs from various industries 

were selected to enable the researcher to generalise the findings to the population. 

Table 3-4: Various industries in the 24 selected MNEs 

JSE Industries  Number of MNEs in sample 

Basic materials 3 

Chemicals 1 

Consumer goods 6 

Consumer services 8 

Health care 1 

Industrials 3 

Telecommunications 2 

Total 24 

Source: McGregor (2016) 

Table 3-4 indicates that seven of the JSE industries are covered in the sample.  Figure 

3-3 provides an overview of the orientation of the sample based on Table 3-4. 
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Figure 3-3: Distribution of sample among JSE industries 

Source: Own research 

Figure 3-3 confirms that the 24 MNEs selected covered the majority of JSE industries, 

with the exception of the financial and mining institutions. 

Data were collected as identified in the literature in paragraph 2.2. The five popular tax 

avoidance strategies, as identified in chapter 2, were as follows: MNEs with wholly owned 

subsidiaries in tax haven countries, MNEs with wholly owned subsidiaries in treaty 

countries, derivative instrument use, transfer pricing manipulation, and utilisation of the 

assessed losses of acquired subsidiaries. For the tax avoidance strategies a total of 30 

tax haven countries were identified by means of the documentary analysis performed on 

each MNE’s annual report and factsheet. The tax haven countries will be addressed in 

chapter 4 where the trend followed by the 24 MNEs with regard to the utilisation of these 

tax haven countries is analysed. Each MNE was addressed to see whether its 

headquarters were the parent entity in the tax haven or whether it had wholly owned 

subsidiaries in the tax haven countries. The wholly owned subsidiaries in the tax haven 

would serve as an indicator of whether the MNE would strategically select a tax haven 

country to invest in and capitalise on the tax benefits. The following 29 tax haven countries 
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were identified and are displayed in Table 3-5. The abbreviations were collected from 

World Atlas (2016) and will be used in chapter 4 when the findings are analysed. 

Table 3-5: Most popular tax haven countries used among the 24 MNEs 

Country Abbreviation Country Abbreviation 

Afghanistan AFG Mauritius MUS 

Angola AGO Monaco MCO 

Bermuda BMU Netherlands NDL 

Brazil BRA Oman OMN 

British Virgin Islands VGB Pakistan PAK 

Germany DEU Panama PAN 

Hong Kong/China CHN Russia RUS 

Isle of Man IMN Saudi Arabia SAU 

Japan JPN Seychelles SYC 

Jersey JEY Singapore SGP 

Jordan JOR Switzerland CHE 

Lebanon LBN Turkey TUR 

Luxembourg LUX United Arab Emirates ARE 

Madagascar MDG United Kingdom GBR 

Malaysia MYS United States USA 

Source: McGregor (2016); annual reports (2014); World Atlas (2016) 

The same process was followed in establishing the amount of treaty usage among the 24 

MNEs. The data gathered on the treaty relations were divided into two main groups, 

namely African countries and non-African countries. It was, again, identified whether the 

MNEs had a wholly owned subsidiary in each of the African and non-African countries.  

Each MNE’s official webpage was visited to determine where it had operations which form 

part of the calculation of the total amount of treaty relations used. Thus, information on 

each MNE’s operations and wholly owned subsidiaries were used. Many MNEs disclose 

operation layout in their annual reports correlating with the locations of operation as 

disclosed on their webpages. Table 3-6 provides all the identified African treaty countries 

as used by the 24 MNEs. 
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Table 3-6: African treaty countries used by the 24 MNEs 

Country Abbreviation Country Abbreviation 

Algeria DZA Nigeria NGA 

Botswana BWA Rwanda RWA 

Democratic Republic of Congo COD Seychelles SYC 

Egypt EGY Sierra Leone SLE 

Ethiopia ETH Swaziland SWZ 

Ghana GHA Tanzania TZA 

Lesotho LSO Tunisia TUN 

Malawi MWI Uganda UGA 

Mauritius MUS Zambia ZMB 

Mozambique MOZ Zimbabwe ZWE 

Namibia NAM   

Source: McGregor (2016); Table 3-8; World Atlas (2016) 

It is clear from Table 3-6 that a total of 20 African treaty relations were used by the 24 

MNEs. South Africa also has a treaty agreement with Kenya, however, the treaty was 

only implemented on 15 November 2015 and was not included (SARS, 2016). Table 3-7 

indicates the total number of non-African treaty relation countries used by the 24 MNEs. 

Table 3-7: Non-African treaty countries used by the 24 MNEs 

Country Abbreviation Country Abbreviation 

Australia AUS Mexico MEX 

Austria AUT Netherlands NDL 

Belarus BLR New Zealand NZL 

Belgium BEL Norway NOR 

Brazil BRA Oman OMN 

Canada CAN Pakistan PAK 

China CHN Poland POL 

Cyprus CYP Portugal PRT 

Czech Republic CZE Qatar QAT 

Demark DNK Romania ROU 

Finland FIN Russia RUS 

France FRA Saudi Arabia SAU 

Germany DEU Singapore SGP 

Greece GRC Slovakia SVK 

India IND Spain ESP 

Indonesia IDN Sweden SWE 
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Country Abbreviation Country Abbreviation 

Iran IRN Switzerland CHE 

Ireland IRL Taiwan TWN 

Italy ITA Thailand THA 

Japan JPN Turkey TUR 

Korea KOR Ukraine UKR 

Kuwait KWT United Kingdom GBR 

Luxembourg LUX United States USA 

Malaysia MYS   

Source: McGregor (2016); Table 3-8; World Atlas (2016)  

Table 3-7 shows that a total of 47 treaty relations with non-African countries were used 

among the sample of the 24 MNEs. For the derivative instruments and transfer pricing 

manipulation application, each MNE’s financial statements were identified and analysed 

through IFRS 9, IAS 32 and IAS 24 disclosures. Entities are required, in terms of the 

standards set out by IFRS 9, to disclose all derivative instruments (financial assets and 

liabilities) obtained by the entity in terms of IFRS 9 and IAS 32. Similarly, transfer pricing 

transactions occurring with related parties need to be disclosed in terms of IAS 24 to fairly 

present the financial statements. The utilisation of the assessed losses of a subsidiary 

annual report was inspected to identify the subsidiaries bought in the 2014 financial year, 

and newspaper articles were investigated to determine whether the acquired subsidiaries 

had been loss-making. 

To identify the optimum ownership structures implemented by MNEs, each entity’s annual 

reports and McGregor’s Factsheets were analysed to determine whether the MNEs used 

the strategies as identified per Figure 2-2. McGregor’s Factsheets regarding the MNEs 

were first investigated to identify which countries the MNEs selected for headquarters. 

Secondly, the Factsheets and annual reports were analysed to identify whether the MNEs 

had wholly owned subsidiaries in foreign countries of operation and whether these wholly 

owned subsidiaries were located in tax havens. Lastly, the MNEs annual reports were 

analysed and their debt to equity ratio was calculated to identify whether the entities were 

either debt or equity geared (paragraph 2.4.3). The same data were used to conduct the 

Du Pont analysis as per paragraph 2.4.3 MNEs with different presentation currencies 

were also addressed and the amounts used for the debt to equity ratio and the Du Pont 

analysis were converted to South African rand (ZAR). Table 3-8 displays the financial 

year ends used for the 2014 financial years of each MNE together with its presentation 

currency. 
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Table 3-8: Financial year ends and presentation currency used by the 24 MNEs 

MNE name 
Financial year end 

used 
Presentation 

currency 
Primary resource citation 
used for treaty relations 

Naspers Ltd 31-Mar-14 ZAR Naspers (2014:6) 

British American Tabaco 
Plc 

31-Dec-14 
British pound 
(GBP) 

British American Tabaco 
(2014:5) 

SAB Miller Plc 31-Mar-14 
American Dollar 
(USD) 

SABMiller (2014:22) 

Sasol Ltd 30-Jun-14 ZAR Sasol (2014:20) 

Aspen Pharmacare 
Holdings Ltd 

30-Jun-14 ZAR 
Aspen Pharmacare 
Holdings (2014:54) 

Tiger Brands Ltd 30-Sep-14 ZAR Tiger Brands (2014:8) 

Bidvest Group Ltd 30-Jun-14 ZAR Bidvest (2014:44) 

Remgro Ltd 30-Jun-14 ZAR Remgro (2014:43) 

Mr Price Group Ltd 30-Mar-14 ZAR Mr Price (2014:3) 

Mobile Telecommunications 
Network (MTN) Ltd 

31-Dec-14 ZAR MTN (2014:4) 

Mondi Ltd 31-Dec-14 Euro (EUR) Mondi (2014:170) 

Imperial Holdings Ltd 30-Jun-14 ZAR Imperial Holdings (2016:1)* 

Omnia Holdings Ltd 31-Mar-14 ZAR Omnia (2014:14) 

Tongaat Hulett Ltd 31-Mar-14 ZAR Tongaat Hulett (2014:4) 

Shoprite Holding Ltd 30-Jun-14 ZAR Shoprite (2016:1)* 

Spar Group Ltd 30-Sep-14 ZAR Spar (2016:1)* 

Pioneer Food Group 30-Sep-14 ZAR 
Pioneer food group 
(2014:8) 

Massmart Holdings Ltd 31-Dec-14 ZAR Massmart (2014:39) 

Distell Group Ltd 30-Jun-14 ZAR Distell Group (2014:154) 

African Explosives and 
Chemicals Industries Ltd 

31-Dec-14 ZAR 
African Explosives and 
Chemicals Industries 
(2014:169) 

Foschini Group Ltd 31-Mar-14 ZAR 
The Foschini Group 
(2014:7) 

Sun International Ltd 30-Jun-14 ZAR Sun International (2014:4) 

Vodacom Group Ltd 31-Mar-14 ZAR Vodacom (2014:8) 

Famous Brands Ltd 28-Feb-14 ZAR Famous Brands (2014:2) 

* Data extracted from the official entity webpage 

Source: McGregor (2016); annual reports (2014) 

From Table 3-8 it is clear that three of the 24 MNEs presented financial statements in a 

different currency. The financial statements of each of these MNEs were converted to 

ZAR on the date of respective year ends. Oanda currency converter was used, because 

it has a database of recorded currency prices. 

3.4.4.3 Dependent variables 

Dependent variances are variances that can be influenced by other variables. In 

conducting the quantitative part of the empirical study, the Du Pont analysis was 
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performed. The net profit margin, return on assets, financial leverage multiplier, the ROE 

and total asset turnover were the dependent variances. These ratios were identified as 

being dependant, because each of them were affected by various independent variances, 

as identified in paragraph 3.4.1.3. 

3.4.4.4 Independent variables 

Mouton (1996:94) explained that an independent variable is a variable that can be 

regarded as being consistent and unaffected by other variables. Independent variances 

are variances that are not affected by any outside factor. The net profit, total assets, 

turnover and ordinary share capital were all considered to be independent variables in 

this study, because these figures are not calculated by any formula and are not impacted 

by any variable in the calculation thereof. 

3.4.4.5 Ethical considerations 

Ethics in research refers to performing research in a moral and responsible manner 

(Creswell, 2014:23). According to Gray (2009:79), the following ethical aspects must be 

taken into account when doing research: 

• Data must be obtained fairly. The name of the author, date and article or book title 

must be disclosed and cited by using an acceptable referencing technique; 

• Indication needs to made as to whether the data are held in electronic or physical 

form; 

• Data collected must be accurate, recent and relevant to the study; and 

• The researcher must take precautionary steps to secure the data from any accidental 

loss or involuntary destruction of the data. 

Ethical clearance to conduct the research was obtained from the NWU Vaal ethics board.  

No special ethical clearance was required because the empirical study only used 

secondary sources that are publically available and readily accessible. The data were not 

released individually, but in aggregate and remained confidential throughout the study. 

The NWU Harvard citing method was applied throughout the dissertation. 
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3.5 RELIABILITY, VALIDITY AND GENERALISABILITY 

3.5.1 Reliability of data 

Reliability of data relates to the question of whether the data are consistent, whether the 

study can be repeated by using the same data and whether the same findings would be 

reached then (Bryman, 2012:46). Leedy and Ormrod (2010:159) concur by stating that 

data are reliable when the findings are consistent and stable. The data in this empirical 

study can be regarded as reliable and consistent, because the data were obtained from 

published annual reports of the 24 MNEs. Data pertaining to the tax avoidance and 

ownership strategies of the MNEs were obtained from McGregor’s Factsheets and 

financial ratio applications, which are based on audited financial statements for the 2014 

financial year.   

Each of the ratios in the Du Pont analysis was calculated by using figures as per the 

financial statements for the year ending 2014. The figures were obtained from McGregor’s 

financial statement application. Each figure was represented by the audited financial 

statements of the 24 MNEs. The Du Pont analysis is widely used in practice and has been 

used by many researchers to generate an overall value of an entity by calculating the 

ROE. Thus, the data extracted and used in the performance of the Du Pont analysis were 

reliable. 

3.5.2 Validity of data 

In order for data to be considered as valid, the data need to accurately address the 

research objectives and research problem (Leedy & Ormrod, 2010:159). Bryman 

(2012:47) stated that validity of data addresses the overall integrity of the data gathered.  

The data extracted for purposes of the empirical study can be considered to be valid.  

Data were obtained mainly from McGregor, well-known newspapers and the published 

annual reports of each MNE. Financial statements extracted from McGregor have all been 

audited and published, which enhances the credibility of the data and increases the 

validity of the data.  
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3.5.3 Generalisability of data 

Generalisability can be used as a measurement tool to evaluate the reliability and validity 

of the data gathered (Golafshani, 2003:603). The sample that was selected represents 

only 24 MNEs on the JSE Top 40. The results of the empirical study were thus based on 

South African MNEs. The selected sample included 24 MNEs across seven JSE 

industries and was representative of the population of MNEs on the JSE listing. Thus, the 

the data would only be generalisable to the MNEs on the JSE in the selected industries 

and, thus, in a South African context. 

3.6 CHAPTER SUMMARY 

Chapter 3 set out the research methodology and design for the empirical study, namely 

a mixed research methodology. A positivistic approach was followed in conducting the 

study to identify and compare the data collected. The mixed research design was selected 

because it combines both quantitative and qualitative research designs and enables the 

researcher to use triangulation which enriches the data and enhances the research 

findings. The type of mixed methodology followed was the sequential design. First, the 

tax avoidance strategies employed by the sample were identified (qualitative research 

design). Then the overall value of the MNEs in the sample was determined by performing 

a Du Pont analysis (quantitative research design). The sample for the study was selected 

by means of convenience sampling, since the only two criteria used to select the sample 

were whether the entity was an MNE and whether the MNE was listed on the JSE Top 

40. 

In Chapter 4 the results and findings of the study will be analysed and discussed in detail. 

Each finding from both the qualitative and quantitative research will be addressed and 

compared to findings from the literature study (paragraph 2.2 and 2.4) to establish 

whether there are any correlations between the tax avoidance strategies and ownership 

structure elements from the sample and those applied worldwide. 
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CHAPTER 4 

RESULTS AND FINDINGS 

4.1 INTRODUCTION  

Research has indicated that entities typically engage in tax avoidance strategies in 

order to generate shareholder wealth and maximise profits (Evertsson, 2016:205). 

MNEs can maximise their profits when implementing the correct investment decisions 

and making use of tax avoidance through strategic tax planning (Debo et al., 

2014:2043). As concluded in Chapter 2, there are many popular tax avoidance 

strategies MNEs utilise in order to minimise taxation payable. Tax avoidance 

strategies contribute substantially to the structuring of an MNE (UNCTAD, 2015:177). 

Numerous past research papers have focused primarily on identifying tax avoidance 

and tax planning strategies implemented by MNEs. 

The primary objective for this study was to identify the optimum ownership structures 

as implemented by MNEs through tax avoidance strategies (paragraph 1.3). This was 

achieved by the following secondary objectives as per paragraph 1.3.2: 

• Analyse the tax avoidance strategies that MNEs commonly use to minimise tax 

liability; 

• Determine the trends of MNEs tax avoidance strategies; and 

• Understand the ownership structure applied in MNEs by investigating trends 

followed by MNEs. 

In order to achieve these secondary objectives, an empirical study was conducted 

following a mixed research methodology, as explained in paragraph 3.4, where the 

qualitative research was performed first followed by the quantitative research. In the 

current chapter the statistical methods applied to fulfil the secondary objectives will be 

discussed. These methods are as follows: 

• Frequency counts and bar graph presentations to establish trends and popularity 

of tax avoidance strategies and ownership structure strategies as implemented 

by the 24 MNEs as per paragraph 3.4.4.2; and 
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• Spearman rho correlation to measure the relationship each determinant of the Du 

Pont analysis has in terms of the ROE. 

With regard to the frequency counts and graph presentations, data were processed by 

using Microsoft Office Excel (2010 version). The data were counted in order to 

measure popularity and establish the trends the 24 MNEs followed as per paragraph 

3.4.4.2. Frequency data are presented in bar graphs due to the small sample size 

(n=24). Data per MNE were drawn from McGregor’s Factsheet and financial statement 

applications. From the data obtained from McGregor, data sheets were compiled in 

Excel, from which the graphical presentations were created.  

For the Spearman rho correlation, the data entered into the Excel sheet per MNE were 

used. From the Excel sheet the number of MNEs selected to the sample was used as 

the number of observations. The SPSS (version 23) was used to perform a Spearman 

rho correlation. The number of observations reached 24 as the sample size existed of 

24 MNEs as stated per Table 4-1 (n=24). 

Table 4-1: Sample of 24 MNEs 

Rank MNE JSE Ticker 

1 Naspers Ltd NPN 

2 British American Tabaco Plc BTI 

3 SABMiller Plc SAB 

4 Sasol Ltd SOL 

5 Aspen Pharmacare Holdings Ltd APN 

6 Tiger Brands Ltd TBS 

7 Bidvest Group Ltd BVT 

8 Remgro Ltd REM 

9 Mr Price Group Ltd MRP 

10 
Mobile Telephone Network 
(MTN) Group Ltd 

MTN 

11 Mondi Ltd MNP 

12 Imperial Holdings Ltd IPL 

13 Omnia Holdings Ltd OMN 

14 Tongaat Hulett Ltd TON 

15 Shoprite Holding Ltd SHP 

16 Spar Group Ltd SPP 

17 Pioneer Food Group PFG 

18 Massmart Holdings Ltd MSM 

19 Distell Group Ltd DST 

20 
African Explosives and 
Chemicals Industries Ltd 

AFE 

21 Foschini Group Ltd TFG 
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Rank MNE JSE Ticker 

22 Sun International Ltd SUI 

23 Vodacom Group Ltd VOD 

24 Famous Brands Ltd FBR 

Source: Biznews (2015); McGregor (2016) 

Table 4-1 indicates the sample of the 24 MNEs as identified per Chapter 3. Data were 

collected on each of the MNEs as stated in table 4-1. The procedure followed to 

structure the empirical study on the sample is discussed in paragraph 4.2. 

4.2 ORGANISATION OF EMPIRICAL RESEARCH 

For purposes of the empirical research process, specific steps were followed in order 

to enhance the credibility of the data used. Data were extracted from a reliable source 

(McGregor) and used for statistical analysis as stated per Figure 4-1.  Figure 4-1 

explains the systematic approach that was undertaken. 

 

Figure 4-1: Organisation of empirical research 

Source: Own research 

5. Analysing and interpreting the findings

4. Performing the Spearman rho correlation to test the relationship of the Du Pont 
analysis' financial ratios

3. Analysing data for frequencies pertaining to tax avoidance strategies and ownership 
structures

2. Ranking, coding and transformation of data, i.e. preparation of data for statistical 
analysis

1. Collecting data per sample of MNEs based on tax avoidance strategies and 
ownership structures (Chapter 3)
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As per Figure 4-1 data collection was the first phase of the process. The data were 

collected from McGregor (INET BFA) Factsheets and financial statement application 

features per MNE. Annual reports were also extracted from each of the 24 MNEs 

official webpages. From the annual reports the published annual financial statements 

and relevant disclosures were used to identify the tax avoidance strategies the MNEs 

were implementing. Data pertaining to related party transactions and acquisition of 

new entities during the 2014 financial period were identified through the annual 

reports.  

In the second phase the selected MNEs were ranked in order of their respective share 

prices as at 31 December 2014 according to the share prices as per Biznews (2015). 

These share prices were checked with those appearing on each MNE’s webpage to 

ensure the accuracy of the share prices stated by Biznews. Coding was done for each 

MNE with regard to the JSE industry, country, capital structure, tax avoidance strategy 

and ownership structure strategy. By coding, the data were transformed and prepared 

for statistical analysis by means of SPSS.  

In phase 3 the data were analysed to identify the frequency with which each MNE 

used tax avoidance strategies and applied optimum ownership structure strategies.  

For phase 4 a Spearman rho correlation was performed to identify the level of 

relationship that each of the three variable ratios of the Du Pont analysis had on the 

ROE of each of the 24 MNEs and in aggregate. For the fifth and final phase, all findings 

from the data collected and processed through statistics were analysed and 

interpreted to generate findings. 

For the Spearman rho correlation a partial correlation was used to measure the 

relationships between two variables. Owing to the sample size being only 24, the data 

were considered as non-parametric. The variables were identified in paragraph 3.4.4.3 

as follows: the net profit margin, the return on assets ratio, and the financial leverage 

multiplier. Each of these ratios were tested against the ROE of the sample. This was 

done to test the relationship each ratio had with the ROE. Pallant (2016:137) explained 

that, in order to measure a correlation coefficient as in the case of generating a 

Spearman rho correlation, guidelines can be followed to measure the strength of the 

relationship. Because a correlation coefficient can be measured from the range -1 to 
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1, detailed guidelines have to be implemented (Pallant, 2016:137). The guidelines in 

Table 4-2 were followed in this study: 

Table 4-2: Understanding the strength of the correlation relationship 

Range (r) Correlation relationship strength 

.10 to .29 Weak/small correlation 

.30 to .49 Moderate/medium correlation 

.50 to 1.00 Strong/large correlation 

Source: Pallant (2016:137)  

Table 4-2 confirms that an r value between .10 and .29 is a weak or small correlation.  

This means there is no or only a small relationship between the two variables being 

tested and indicates that the two variables have a very small or no impact on each 

other. Pallant (2016:137) stated that, if the r value ranges between .30 and .49, the 

two variables have a moderately strong relationship. The moderately strong 

relationship indicates that the variables have a medium impact on each other.   

After the strength of the relationship has been measured, the coefficient of 

determination needs to be calculated. Field (2009:179) described the coefficient of 

determination, also referred to as the square of the r value, as a calculation based on 

multiplying the r value by itself, hence r². Pallant (2016:138) explains that the 

coefficient of determination refers to the amount of variance shared by two variables. 

A two-tailed test should also be utilised when working with the coefficient of 

determination, since a non-directional hypothesis is followed. The coefficient of 

determination was then used to interpret the strength of the correlation between the 

variables, which are the net profit margin, return on assets and the financial leverage 

multiplier and overall ROE. 

4.3 THE EMPIRICAL RESEARCH RESULTS 

The research results are presented in the order of the secondary objectives. First, 

results of the trend analysis of the tax avoidance strategies implemented by MNEs will 

be discussed. 
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4.3.1 The trend analysis of tax avoidance strategies 

The research findings will be presented by first revealing the popularity of tax 

avoidance strategies implemented by the MNEs as presented by Table 4-1. The most 

popular tax avoidance strategies per MNE will be displayed in Table 4-3. Table 4-3 

classifies the five most popular tax avoidance strategies implemented, as identified in 

paragraph 2.2, per MNEs. 

Table 4-3: Most popular tax avoidance strategies of the 24 MNEs 
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NPN RSA ✓ ✓ ✓ ✓ 

BTI GBR ✓ ✓ ✓ ✓ 

SAB GBR ✓ ✓ ✓ ✓ 

SOL RSA ✓ ✓ ✓ ✓ 

APN RSA ✓ ✓ ✓ ✓ 

TBS RSA ✓ ✓ ✓ ✓ ✓

BVT RSA ✓ ✓ ✓ ✓ 

REM RSA ✓ ✓ ✓ ✓ 

MRP RSA  ✓ ✓ ✓ 

MTN RSA ✓ ✓ ✓ ✓ 

MNP RSA ✓ ✓ ✓ ✓ 

IPL RSA ✓ ✓ ✓ ✓ 

OMN RSA ✓ ✓ ✓ ✓ 

TON RSA  ✓ ✓ ✓ 

SHP RSA ✓ ✓ ✓ ✓ 

SPP RSA ✓ ✓ ✓ ✓ 

PFG RSA ✓ ✓ ✓ ✓ 

MSM RSA  ✓ ✓ ✓ 

DST RSA ✓ ✓ ✓ ✓ 

AFE RSA ✓ ✓ ✓ ✓ 

TFG RSA ✓ ✓ ✓ ✓ 

SUI RSA ✓ ✓ ✓ ✓ 

VOD RSA ✓ ✓ ✓ ✓ 

FBR RSA ✓ ✓ ✓ ✓ 

Total 20 24 24 24 1

Source: McGregor (2016) 
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As indicated in Table 4-3, at an overall level, the most popular tax avoidance strategies 

utilised by the 24 MNEs are treaties, transfer pricing manipulation and derivative 

instruments. The use of tax haven countries also received a very high ranking among 

the MNEs and also has a major impact on the investment decision of an MNE as 

identified in paragraph 2.2.1. The least popular tax avoidance strategy utilised by the 

MNEs is the use of the assessed losses of subsidiaries, which might be due to the 

anti-tax avoidance measure that has been put into place by The Act, namely section 

103(2), as identified in paragraph 2.3.3. Information relating to whether MNEs had 

acquired new entities is disclosed in their annual reports but is, however, limited. Only 

the acquired entity is disclosed, as well as information on the trade and the location of 

the entity. The profitability of the entity on acquisition is, however, rarely disclosed and 

had to be determined through newspaper articles. It also needs to be pointed out that, 

of the sample of 24 MNEs, only two MNEs were headquartered in the UK. The UK has 

a corporate tax rate of 20% and many financial secrecy benefits for foreign and 

resident entities.  

A more detailed interpretation of each of the tax avoidance strategies was conducted 

and compared to literature identified in chapter 2. This is discussed below. 

4.3.1.1 The use of tax havens as tax avoidance strategy 

According to Table 4-3, 83% of the sample (20 out of 24) utilised tax havens. To 

determine whether the MNEs made use of tax havens, the Factsheets application of 

McGregor relating to wholly owned subsidiaries were analysed to determine whether 

any of these subsidiaries were located in a tax haven country as identified per 

paragraph 2.2.1. As indicated by the Factsheets, the MNEs that did not have fully 

owned subsidiaries in tax havens usually made use of treaty agreements in the 

countries of operation. In paragraph 2.2.1 a list of the most popular financial secrecy 

countries was compiled, from which a top 10 listing of tax havens was identified. In 

order to identify the trends according to which the 24 MNEs used tax havens as a tax 

avoidance strategy, Annexure A was generated. Annexure A indicates the 

geographical locations of the 30 tax haven countries identified in paragraph 3.4.4.3 as 

used by the MNEs. Annexure A separates the parent (p) and the subsidiaries (s) of 

each of the MNEs in order to identify the trend of locating the headquarters or the 

parent entity in a tax haven as opposed to having wholly owned subsidiaries in each 
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country of operation. Annexure A serves as an indicator of the most commonly used 

tax haven countries by the 24 MNEs and can be compare to the world’s most popular 

tax haven countries as identified in paragraph 2.2.1.1. 

From Annexure A it can be deducted that the 24 MNEs preferred holding wholly owned 

subsidiaries in tax havens above establishing their headquarters in these countries. 

This is clear from the fact that 92% of the sample (22 out of 24) was headquartered in 

South Africa and that many of the MNEs engaged in investments in various African 

countries, which are also clear from Table 4-6. Based on Annexure A, the most popular 

tax haven country used by the 24 MNEs was the UK, with 11 MNEs utilising this 

country for wholly owned subsidiaries and two MNEs as a headquarter location. 

Moreover, Annexure A indicates that the top 5 tax havens in which the wholly owned 

subsidiaries of the 24 MNEs are based are the UK (11), Mauritius (9), Netherlands (7), 

USA (6), China/Hong Kong (6) and Germany (5). Figure 4-2 depicts the trend 

established in Annexure A. 

 

Figure 4-2: Trend of wholly owned subsidiaries in tax havens of the 24 MNEs 

Source: McGregor (2016) 

From Figure 4-2 it is clear that most MNEs utilised the UK and Mauritius as tax havens.  

The figure also shows that MNEs make use of neighbouring European countries as 

tax havens. This is evident from the high volume of tax haven usage of Germany, 

Switzerland, Netherland and Luxembourg. This indicates a trend towards using the 

European countries, since these countries are renowned for being low tax jurisdictions 
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and having low banking secrecy rules. Compared to the latest top 10 worldwide tax 

haven list (paragraph 2.2.1), the 24 MNEs made use of USA, Hong Kong and 

Germany, which are all some of the biggest secrecy locations globally. With regard to 

the choice of holding wholly owned subsidiaries in tax havens, the 24 MNEs took a 

diversified approach. This could, however, be related to the industry in which each of 

the 24 MNEs operate. 

It can, therefore, be concluded that the 24 MNEs made use of tax havens which are 

mostly located in Europe and Asia. This is attributable to the fact that investments in 

these countries are viewed as superior to those in other countries due to certain 

benefits. Most of the European countries, being high financial secrecy countries, are 

tax havens. In these countries, income tax expenses of investments are reduced 

which, consequently, decreases the risk of investing in a European country. Most 

Asian countries are also high financial secrecy countries, and are currently some of 

the fastest growing foreign investment epicentres. This makes investments into Asian 

countries much more attractive and, due to their poor bank secrecy controls and low 

tax regimes, the income tax element of risk for investment decision purposes is also 

reduced.  

Tax treaty agreements, also a popular tax avoidance strategy for the MNEs, are 

discussed next. 

4.3.1.2 The use of tax treaties as tax avoidance strategy 

Lejour (2014:17) explained that the use of treaties stimulate investment and trade 

incentives between countries. MNEs make use of a complex network of treaties in 

different countries in order to avoid taxes (Lejour, 2014:17). Thus, from Lejour’s 

reasoning, tax treaties will influence the investment decision of an entity on a major 

scale. For this reason, data on the most popular tax treaties were analysed to establish 

the trend according to which the 24 MNEs utilise these treaties. Annexure B provides 

a list of the African country treaty agreements which were utilised by the 24 MNEs. 

Annexure B indicates the trend according to which treaty arrangements with African 

countries (as identified in paragraph 2.3.3) were used by the 24 MNEs. 

According to Annexure B, the highest ranked MNEs made use of most African treaty 

relations. It is clear from Annexure B that the most popular trend followed among the 
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24 MNEs are using African treaty relations with Botswana (22), Zambia (22), Namibia 

(21), Nigeria (19) and Mozambique (18). From the existing 22 African treaty relations 

(as identified in paragraph 2.3.3), the 24 MNEs only utilised 20, as per Figure 4-3. 

Also, an existing trend can be identified of using treaties with neighbouring South 

African countries, as indicated in Figure 4-3. 

 

Figure 4-3: Trend analysis of African treaty arrangements used by the 24 

MNEs 

Source: Adapted from annual reports as stated in Table 3-8, McGregor (2016)  

From the figure, it is clear that the MNEs favour neighbouring countries with regard to 

treaty use. This can be substantiated by the fact that most of the 24 MNEs have wholly 

owned subsidiaries or operate in neighbouring countries. A total of 22 of the 24 MNEs 

made use of treaty relations with Botswana and Zambia. Other neighbouring countries 

such as Mozambique (18), Lesotho (17), Swaziland (16) and Zimbabwe (13) also took 

preference among the 24 MNEs. Existing cross-border trade relationships with other 

African countries are promoted by trade agreements, such as the BLSN countries 

(Botswana, Lesotho, Swaziland and Namibia), which include special treatment of 

import VAT transactions in terms of the VAT Act. A trend analysis of the rest of the 
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world needed to be performed to ensure that all treaty relations implemented by the 

24 MNEs were taken into account. 

Annexure C explains the treaty relations implemented by the 24 MNEs with non-

African countries. Table 4-4 summarises the findings of Annexure C and is presented 

below.  

Table 4-4: Use of non-African treaty relation among the 24 MNEs 

Abbreviation Country Usage by MNEs 

AUS Australia 15 

AUT Austria 6 

BLR Belarus 3 

BEL Belgium 6 

BRA Brazil 8 

CAN Canada 10 

CHN China 14 

CYP Cyprus 3 

CZE Czech Republic 6 

DNK Denmark 3 

FIN Finland 4 

FRA France 10 

DEU Germany 12 

GRC Greece 4 

IND India 10 

IDN Indonesia 8 

IRN Iran 4 

IRL Ireland 10 

ITA Italy 9 

JPN Japan 9 

KOR Korea 9 

KWT Kuwait 2 

LUX Luxembourg 1 

MYS Malaysia 10 

MEX Mexico 6 

NDL Netherlands 13 

NZL New Zealand 7 

NOR Norway 6 

OMN Oman 6 
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Abbreviation Country Usage by MNEs 

PAK Pakistan 4 

POL Poland 9 

PRT Portugal 7 

QAT Qatar 3 

ROU Romania 3 

RUS Russia 10 

SAU Saudi Arabia 5 

SGP Singapore 9 

SVK Slovakia 6 

ESP Spain 9 

SWE Sweden 6 

CHE Switzerland 10 

THA Taiwan 3 

TUR Turkey 8 

UKR Ukraine 6 

GBR United Kingdom 16 

USA United States  12 

Grand total  342 

Source: Table 3-8, annual reports  

According to Annexure C and in Table 4-4, the 24 MNEs utilised treaties with 45 of the 

52 non-African treaties as identified per paragraph 2.3.3. The trend among the 24 

MNEs was to use the UK (16), Australia (15), China/Hong Kong (14), Netherlands (13) 

and Germany (12). Similar to tax haven usage, MNEs tended to make use of 

neighbouring European countries for investment and trading purposes. The trend 

among the 24 MNEs to use treaties with non-African countries as tax avoidance 

strategies remained the same for tax treaties and tax havens, with more treaty 

relations and tax havens used with countries located in either Europe or in Asia. 

Another trend identified is that the highest ranked of the 24 MNEs made use of the 

most African and non-African treaty relationships.  

With the trends established for treaty relations, the popularity of transfer pricing as a 

tax avoidance strategy among the 24 MNEs will be discussed next. 
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4.3.1.3 The use of transfer pricing as tax avoidance strategy 

The use of transfer pricing among the MNEs was identified by investigating IAS 24 

related party disclosures in the annual financial statements of each MNE. MNEs are 

required by IAS 24 to disclose all types of transactions entered into with a related party. 

All MNEs in the sample had had sales, loans and acquisition transactions with a 

subsidiary as identified per the financial statements. Thus, transfer pricing as a tax 

avoidance strategy and a profit maximisation strategy was implemented by each of 

the 24 MNEs. Transfer pricing was implemented by MNEs regardless of their capital 

structure or whether they had a subsidiary or headquarters situated in a tax haven. 

Another commonly applied tax avoidance strategy is derivative instruments, which will 

be discussed below. 

4.3.1.4 The use of derivative instruments as tax avoidance strategy 

All MNEs in the sample made use of derivative instruments. Derivative instruments 

serve as a debt shield for MNEs and a tax deduction due to the tax implications of 

section 24J of The Act. MNEs trade cross-border on a daily basis; thus, to hedge 

themselves against exchange rate fluctuations they use an intricate network of multiple 

derivative instruments. Transfer pricing manipulation and the use of derivative 

instruments are strategies followed with the specific purpose of increasing profits while 

reducing the payment of taxes to a minimum. 

Another tax avoidance strategy utilised by MNEs is to acquire a subsidiary that is 

currently making a loss in order to use the assessed loss of the subsidiary. 

4.3.1.5 The use of subsidiaries assessed losses as tax avoidance strategy 

Table 4-3 indicates that only one MNE used the assessed loss of a subsidiary it had 

acquired. The other MNEs in the sample did not use this tax avoidance strategy 

probably as a result of the anti-tax avoidance section 103(2) of The Act. Information 

relating to the purchase of new subsidiaries is not disclosed in such a detailed manner, 

especially indicating whether the subsidiary was a loss-making entity. Newspaper 

trails were followed to identify whether any MNE purchased a loss-making subsidiary 
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during the 2014 financial year. Only one MNE in the JSE Top 10 was found to have 

purchased a loss-making subsidiary. 

4.3.1.6 Conclusion 

The overall findings on the trends of tax avoidance strategies followed by the MNEs 

indicated that these entities applied the following tax avoidance strategies: 

• Treaty relationships with neighbouring countries; 

• Treaty relationships with European and Asian countries; 

• Derivative instruments; 

• Transfer pricing; and 

• Tax haven countries mostly located in Europe and Asia. 

Tax havens are used by MNEs to shift profits and save on production costs. However, 

only 19 out of the 24 MNEs implemented this strategy due to the fact that most MNEs 

made use of treaty relations in their foreign operations. Owing to the anti-tax avoidance 

measurements put into place by The Act, it seems that the MNEs chose not to utilise 

assessed losses of subsidiaries acquired. 

4.3.2 Trend analysis of optimum ownership strategies 

The findings pertaining to the optimum ownership strategies used by the MNEs will 

now be discussed. In paragraph 2.4 three main drivers for obtaining an optimum 

ownership structure were identified: 

• Locating headquarters in tax havens; 

• Holding wholly owned subsidiaries in foreign countries of operation; and 

• Implementing the correct capital structure. 

Table 4-5 indicates the ownership structure strategies implemented by the 24 MNEs.  

Each of the three main drivers were identified in order to determine the trend according 

to which MNEs utilised ownership structure strategies. 
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Table 4-5: Ownership structure strategies utilised by the 24 MNEs 
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NPN Debt 88% RSA 28%  ✓ ✓

BTI Debt 337% GBR 20% ✓ ✓ ✓

SAB Debt 86% GBR 20% ✓ ✓ ✓

SOL Debt 32% RSA 28%  ✓ ✓

APN Debt 159% RSA 28%  ✓ ✓

TBS Debt 76% RSA 28%  ✓ ✓

BVT Debt 145% RSA 28%  ✓ ✓

REM Equity 14% RSA 28%  ✓ ✓

MRP Debt 62% RSA 28%  ✓ 

MTN Debt 83% RSA 28%  ✓ ✓

MNP Debt 110% RSA 28%  ✓ ✓

IPL Debt 199% RSA 28%  ✓ ✓

OMN Debt 73% RSA 28%  ✓ ✓

TON Debt 85% RSA 28%  ✓ 

SHP Debt 128% RSA 28%  ✓ ✓

SPP Debt 442% RSA 28%  ✓ ✓

PFG Debt 89% RSA 28%  ✓ ✓

MSM Debt 435% RSA 28%  ✓ 

DST Debt 78% RSA 28%  ✓ ✓

AFE Debt 74% RSA 28%  ✓ ✓

TFG Debt 68% RSA 28%  ✓ 

SUI Debt 622% RSA 28%  ✓ ✓

VOD Debt 150% RSA 28%  ✓ ✓

FBR Equity 33% RSA 28%  ✓ ✓

Source: McGregor (2016) 

Table 4-5 addresses each of the three drivers in obtaining an optimum ownership 

structure. The debt to equity ratio was also calculated, as per paragraph 2.4.3, and the 

annual reports were investigated to establish the capital structure layout of each MNE, 

whether debt or equity. Each of the three drivers will be individually interpreted in the 

following sections. 
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4.3.3 Selection of headquarter location 

The selection of the headquarter location has a significant impact on the structure of 

an MNE, because it serves as the location source from which corporate taxation needs 

to be paid and income tax regimes followed. From Table 4-5 it can be derived that the 

majority of 24 MNEs were headquartered in South Africa. The headquarter locations 

of the sample are shown in Table 4-6.  

Table 4-6: Headquarter locations in tax havens of the 24 MNEs  

Headquarter location Frequency Percentage (%) 

Non-tax haven 22 92 

Tax haven 2 8 

Total 24 100 

Source: McGregor (2016) 

According to Tables 4-5 and 4-6, 92% of the total sample of MNEs were headquartered 

in South Africa, while the other 8% were headquartered in the UK. It can be argued 

that many MNEs were headquartered in South Africa due to the fact that South Africa 

has existing treaty relationships with a vast number of countries which can be used to 

the MNEs’ advantage. South Africa is not considered as a country with low bank 

secrecy or regulation. As stated per Table 4-6, the 8% of the MNEs headquartered in 

the UK are the only MNEs in the sample that were headquartered in a country with a 

high FSI score. The MNEs headquartered in the UK were part of the highest ranked 

MNEs, as identified per paragraph 3.4.4.2. MNEs headquartered in the UK made use 

of the low corporate tax rate (20%) and high bank secrecy to thrive in the global 

market. The trend followed by MNEs in this sample appeared to be headquartering in 

South Africa. While the South African trade relations with other governments or 

countries are beneficial, the majority of the sample were not headquartered in a tax 

haven. This suggests that the decision to headquarter in South Africa involves 

something more than merely using the economic environment and cross-border 

relationships. MNEs in the sample that are headquartered in South Africa take into 

account future investment prospects into different unexplored African markets.  
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Headquarter selection serves as the first driver in obtaining an optimum ownership 

structure. The second driver is to hold wholly owned subsidiaries in each country of 

foreign operation, which will be analysed and interpreted in the next section. 

4.3.3.1 Wholly owned subsidiaries in each country of foreign operations 

In paragraph 2.4.2 it was established that holding wholly owned subsidiaries in foreign 

countries of operation grants the MNE the benefit of having a greater impact when 

entering new or foreign markets. From Table 4-6 it is evident that all MNEs have wholly 

owned subsidiaries in foreign countries of operation regardless of the MNEs operating 

structure. Transfer pricing manipulation trends were identified between the parent and 

the subsidiary as identified in paragraph 4.3.1.3. Derivative instruments was also fully 

applied in intercompany transactions between the parent and the subsidiary to hedge 

against any exchange fluctuations and to make use of the tax debt shield. MNEs can 

further capitalise on the benefits associated with having wholly owned subsidiaries in 

foreign countries of operation by also having wholly owned subsidiaries in tax havens. 

Table 4-7 indicates the frequency with which the sample utilised the tax benefits 

associated with having wholly owned subsidiaries in tax havens. 

Table 4-7: Popularity of the 24 MNEs with wholly owned subsidiaries in tax 

havens 

  Frequency Percentage (%) 

MNEs with wholly owned foreign subsidiaries in tax havens 19 79 

MNEs with no wholly owned foreign subsidiaries in tax 
havens 

5 21 

Total 24 100 

Source: McGregor (2016) 

From Table 4-7 it is apparent that the majority of MNEs utilised tax benefits gained 

from having wholly owned subsidiaries in tax havens. MNEs with no wholly owned 

subsidiaries in tax havens were identified as those MNEs that invested more in African 

countries. The latter MNEs, in turn, utilised treaty relations as a tax avoidance strategy. 

Figure 4-4 indicates the relationship of MNEs with wholly owned subsidiaries in tax 

havens. 
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Figure 4-4: Number of the 24 MNEs with wholly owned subsidiaries in tax 

havens 

Source: McGregor (2016) 

The majority of MNEs in the sample utilised the tax benefits and investment benefits 

gained from having wholly owned subsidiaries in tax havens. Table 4-5 indicated that 

all MNEs had wholly owned subsidiaries, of which a significant number (83%) was 

located in tax havens. Most of the 24 MNEs fully utilised the tax benefits associated 

with having wholly owned subsidiaries in each country of operation. Thus, the MNEs 

seemed to be following a strong trend of maximising profits by using tax benefits 

associated with having wholly owned subsidiaries in each country of operation. The 

tax benefits associated with wholly owned subsidiaries in a country of foreign operation 

range from transfer pricing manipulation to low tax regimes. From an investment 

decision perspective, the wholly owned subsidiaries in each country had made the 24 

MNEs very successful when entering new markets, since more attention and 

knowledge of how each market functions had been gained.  

The third driver of obtaining an optimum ownership structure, namely capital structure 

management, is discussed next. 

4.3.3.2 Capital structure management 

The capital structure of an MNE has a direct impact on tax savings and the investment 

decisions of the entity. As identified in paragraph 2.4.3 many researchers have 
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indicated that MNEs should be financed through debt in order to make use of tax 

savings and transfer pricing manipulation with inter-entity loans. However, this 

increases the overall risk of an investment. Thus, many researchers have also 

advocated the use of equity financing to reduce the risk of an investment, since no 

additional capital sum needs to be paid back at the end a specific term at a specified 

interest rate. However, equity financing has no tax saving as with debt financing. To 

identify the capital structure trend followed by the MNEs, the financial statements of 

each MNE were investigated. The debt to equity ratio for 2014 was also extracted from 

McGregor in order to substantiate the findings on the capital structure. Table 4-8 and 

Figure 4-5 illustrate the layout of the financing structures of the MNEs. 

Table 4-8: Capital structures of the 24 MNEs 

  Frequency Percentage (%) 

Debt financing 21 88 

Equity financing 3 12 

Total 24 100 

Source: Adapted from annual reports (2014) 

 

Figure 4-5: Popularity of capital structures of 24 MNEs 

Source: Adapted from annual reports (2014) 

From Table 4-8 and Figure 4-5 it is clear that debt financing is the trend mostly followed 

by the MNEs. These findings are substantiated by the literature findings as stated in 
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paragraph 2.4.3, namely that MNEs aim to fully benefit from tax savings by utilising 

debt financing. A total of 21 of the 24 MNEs, representing 88% of the sample, elected 

to finance investment through debt financing. The established trend among the 24 

MNEs was, thus, to make use of debt financing to finance investments and take 

advantage of the associated tax benefits. 

The debt to equity ratio of the MNEs was also calculated. Table 4-8 indicates the 

findings with regard to the debt to equity ratio. It was established that the majority of 

the 24 MNEs were highly geared or made use of a high financial leverage. Using high 

financial leverage is a much riskier investment decision but, due to the diversification 

of the operating structure it is made easier to obtain foreign loans. This confirmed the 

result that a significant number (88%) of the MNEs used debt financing. In agreement 

with the literature presented in paragraph 2.3.3, the most MNEs made use of thin 

capitalisation in order to finance investments. 

With the final driver of obtaining an optimum ownership structure analysed, an overall 

conclusion can now be provided. 

4.4 SUMMARY OF FINDINGS FROM TREND ANALYSES 

The secondary objective was to identify the trends according to which MNEs obtained 

their optimum ownership structure. The three drivers for obtaining optimum ownership 

as identified in paragraph 2.4 were analysed to identify the trends followed by the 24 

MNEs. It was deducted, from frequency and graph illustrations, that the 24 MNEs 

primarily selected South Africa as their top headquarter location. It was also 

established that only 8% of the sample of MNEs were headquartered in tax havens.  

A frequency analysis was conducted of MNEs that have wholly owned subsidiaries in 

tax havens, and it became clear that all the MNEs had wholly owned subsidiaries in 

foreign countries of operation. Of these wholly owned subsidiaries, 80% were located 

in tax havens. Lastly, it was determined that 88% of MNEs were debt financed, which 

is in line with the literature identified in Chapter 2. The findings of Chapter 4 in terms 

of the trends followed by the JSE Top 40 listed MNEs can be illustrated as in Figure 

4-1 which addresses each of the three key drivers to obtaining an optimal ownership 

structure. 
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4.5 THE CORRELATION OF THE DU PONT ANALYSIS FINANCIAL 

RATIOS AND ROE FOR MNES 

The Du Pont analysis was used to calculate the overall ROE of each of the 24 MNEs. 

The ROE served as a measurement to identify how effectively management has 

applied the profit margin to sales (net profit margin) and the level of effective sales 

created from the use of assets (return on assets), and encouraged the use of debt in 

investments (financial leverage multiplier) (Correia et al., 2015:5-28). Table 4-9 shows 

the calculation of each MNE’s ROE for the year of 2014. The MNEs are ranked as per 

Table 4-1. 
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Table 4-9: Du Pont analysis performed on the 24 MNEs 

JSE ticket Net profit margin Total asset turnover 
Financial leverage 

multiplier 
Return on assets Return on equity 

NPN 9% 0.490 1.944 5% 9% 

BTI* 14% 0.534 3.944 7% 29% 

SAB* 15% 0.415 2.042 6% 13% 

SOL 15% 0.723 1.639 11% 17% 

APN 17% 0.358 2.859 6% 17% 

TBS 7% 1.218 1.886 8% 15% 

BVT 3% 2.268 2.548 6% 15% 

REM 28% 0.310 1.204 9% 10% 

MRP 12% 2.412 1.673 28% 48% 

MTN 22% 0.579 1.974 13% 25% 

MNP* 7% 1.009 2.416 7% 18% 

IPL 3% 1.755 3.568 6% 20% 

OMN 6% 1.538 1.786 9% 17% 

TON 7% 0.656 2.270 5% 11% 

SHP 4% 2.522 2.354 9% 22% 
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JSE ticket Net profit margin Total asset turnover 
Financial leverage 

multiplier 
Return on assets Return on equity 

SPP 2% 3.215 5.599 8% 44% 

PFG 5% 1.649 2.116 7% 16% 

MSM 1% 2.704 5.419 4% 20% 

DST 9% 1.119 1.851 10% 18% 

AFE 7% 1.143 1.914 7% 14% 

TFG 13% 0.828 2.366 11% 26% 

SUI 5% 0.769 9.400 4% 35% 

VOD 17% 1.247 2.634 22% 57% 

FBR 14% 1.669 1.383 24% 33% 

Source: McGregor (2016) 

In the above table, the MNEs indicated with an asterisk (*) made use of different presentation currencies. Each currency was 

converted to South African rand as indicated in Table 4-10. 
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Table 4-10: Currency conversion table for MNEs with foreign presentation currencies 

JSE ticker Financial year end date Presentation currency 
Currency converted to South 

African rand (ZAR) on year end date 

BTI 31 December 2014 British Pound (GBP) 18.02 

SAB 31 March 2014 United States Dollar (USD) 10.57 

MNP 31 December 2014 Euro (EUR) 14.10 

Source: Oanda currency converter (2016) 
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For testing of the correlation, each significant financial ratio of the Du Pont analysis has 

on ROE a Spearman rho correlation was performed on the non-parametric distributed 

data. Table 4-10 shows the correlation between the four significant financial ratios and 

the ROE. The four significant ratios are net profit margin, total asset turnover, return on 

assets, and the financial leverage multiplier. The data, as per Table 4-9, were extracted 

from McGregor’s Factsheets and financial statements applications. Each variable of each 

ratio was obtained from McGregor and the ratios per MNE were calculated manually by 

using the Du Pont analysis template as stated in paragraph 2.4.3. The relationship of 

each financial ratio to the ROE was interpreted by using Table 4-9. Each ratio was 

correlated with the ROE to test which ratio had the most significant influence on the ROE, 

as stated in Table 4-9. 

In the process of interpreting the findings, the Spearman rho correlation (rs) was 

conducted for the Du Pont analysis of the MNEs for the 2014 year. The total number of 

observations is indicated by (N). Lastly, the level of statistical significance (p) is indicated 

by Sig. 
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Table 4-11: Spearman rho correlation of the 24 MNEs 

 N-24 Net profit 
Turnover/ 

Sales 
Total 

assets 
Ordinary 

equity 
Net profit 
margin 

Return on 
assets 

Total 
asset 

turnover 

Financial 
leverage 
multiplier 

Return on 
equity 

Net profit 

Correlation 
coefficient 

1 .775** .908** .926** .587** .0.077 -.521** -0.012 -0.124 

Sig. (2-
tailed) 

. 0 0 0 0.003 0.722 0.009 0.955 0.563 

Turnover/Sales 

Correlation 
coefficient 

.775** 1 .843** .768** 0.049 -0.185 -0.091 0.255 -0.101 

Sig. (2-
tailed) 

0 . 0 0 0.821 0.386 0.671 0.23 0.639 

Total assets 

Correlation 
coefficient 

.908** .843** 1 .936** 0.402 -0.258 -.555** 0.182 -0.268 

Sig. (2-
tailed) 

0 0 . 0 0.052 0.223 0.005 0.395 0.206 

Ordinary equity 

Correlation 
coefficient 

.926** .768** .936** 1 .517** -0.091 -.630** -0.097 -.421* 

Sig. (2-
tailed) 

0 0 0 . 0.01 0.671 0.001 0.651 0.041 

Net profit margin 

Correlation 
coefficient 

.587** 0.049 0.402 .517** 1 .463* -.723** -.436* -0.01 

Sig. (2-
tailed) 

0.003 0.821 0.052 0.01 . 0.023 0 0.033 0.961 

Return on assets 

Correlation 
coefficient 

0.077 -0.185 -0.258 -0.091 .463* 1 0.164 -.578** .408* 

Sig. (2-
tailed) 

0.722 0.386 0.223 0.671 0.023 . 0.443 0.003 0.048 

Total asset 
turnover 

Correlation 
coefficient 

-.521** -0.091 -.555** -.630** -.723** 0.164 1 0.186 .436* 

Sig. (2-
tailed) 

0.009 0.671 0.005 0.001 0 0.443 . 0.384 0.033 

Financial leverage 
multiplier 

Correlation 
coefficient 

-0.012 0.255 0.182 -0.097 -.436* -.578** 0.186 1 0.384 

Sig. (2-
tailed) 

0.955 0.23 0.395 0.651 0.033 0.003 0.384 . 0.064 
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 N-24 Net profit 
Turnover/ 

Sales 
Total 

assets 
Ordinary 

equity 
Net profit 
margin 

Return on 
assets 

Total 
asset 

turnover 

Financial 
leverage 
multiplier 

Return on 
equity 

Return on equity 

Correlation 
coefficient 

-0.124 -0.101 -0.268 -.421* -0.01 .408* .436* 0.384 1 

Sig. (2-
tailed) 

0.563 0.639 0.206 0.041 0.961 0.048 0.033 0.064 . 

* Correlation is significant at the 0.05 level (2-tailed) 

** Correlation is significant at the 0.01 level (2-tailed) 

Source: Own research 
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From Table 4-11 it is clear that the return on assets and total asset turnover ratio have 

the strongest relationship in terms of the ROE, as can be seen from the rs values of 0.408 

and 0.436 respectively. The probability of significance (p) was set at 99% for two-tailed 

tests. For both return on assets and total asset turnover p < 0.05, this is indicative of a 

strong correlation. 

A moderate correlation was obtained for the financial leverage multiplier. The correlation 

was represented by the following values rs = 0.384, p > 0.05. The weakest correlation 

was found between the net profit margin and the ROE. The correlation values were as 

follows: rs = -0.01, p > 0.05 indicates no relationship. 

In light of the above results, it can be submitted that the return on assets and the total 

asset turnover have the most significant relationship with the ROE. This means that the 

values of return on assets and the total asset turnover played the biggest role in the ROE 

value. Changes in return on assets and total asset turnover would have the biggest 

influence on the ROE. Financial leverage proved to have a moderate correlation with the 

ROE, but the correlation was found to be insignificant (p > 0.05).  

A summary of the research finding follows. 

4.6 SUMMARY OF ALL EMPIRICAL FINDINGS 

Each secondary objective as listed in paragraph 4.1, was addressed and trends were 

identified accordingly. The first secondary objective was to analyse the tax avoidance 

strategies that MNEs commonly used in minimising tax liability. This was addressed in 

paragraph 4.3. It was established by analysing the literature that the five most commonly 

used tax avoidance strategies among South African MNEs were the following: 

• Profit and cost shifting to tax havens; 

• Transfer pricing manipulation; 

• Derivative instruments; 

• Utilisation of assessed losses of subsidiaries acquired in the current year; and 

• Treaty usage. 

For the second secondary objective, each popular tax avoidance strategy was analysed 

to identify the trends according to which MNEs utilised tax avoidance strategies. It was 
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established in paragraph 4.3.1 that all the MNEs used treaty agreements, derivative 

instruments and transfer pricing manipulation to increase their profits to a maximum while 

minimising their tax expense. The other common tax avoidance strategy is the use of tax 

havens, which was utilised by 83% of the total 24 MNEs in the sample. The tax avoidance 

strategy least followed by the MNEs was the use of the assessed loss of the subsidiary 

to minimise their own taxable income. 

The third secondary objective was understanding the ownership structure applied in 

MNEs by investigating trends followed by these entities. This was done by gathering data 

per MNE on the sample regarding the three key drivers in obtaining an optimum 

ownership structure. Figure 4-6 shows the trends identified after having investigated the 

MNEs ownership structures. Findings of paragraph 4.3.2 are incorporated in Figure 4-6. 

 

Figure 4-6: Trends followed by MNEs to obtain optimum ownership 

Source: Own research 

Figure 4-6 displays the trends that represent the strategies implemented by MNEs in 

order to reach their optimum ownership structure. 

By calculating the Spearman rho correlation, it was determined that return on assets and 

total asset turnover had the strongest correlation with the ROE. This means that the 

investment decisions made by MNEs were more important for the MNEs’ ROE than 

Selection of South Africa as headquarter location

Holding wholly owned subsidiary entities in tax haven locations

Implementing debt financing capital structure systems



Chapter 4: Results and findings 99 

applying profit maximisation strategies. The investment decisions determine where the 

MNE’s funds will be invested and, if the wrong decision is made in the investment decision 

phase, profits will be detrimentally impacted over a long term period. With this reasoning 

in mind, the operating structure of an MNE was found to be the most relevant in 

generating shareholder wealth and profit. 

4.7 CHAPTER SUMMARY 

In Chapter 4 the aim was to address each secondary objective in order to reach the 

primary objective. To interpret the findings, the following process was followed to structure 

the data analysis, as presented in Chapter 4, Figure 4-1: 

1. Collecting data per sample of MNEs based on tax avoidance strategies and ownership 

structures (paragraph 3.4.4.2); 

2. Ranking, coding and transformation of data collected, i.e. preparing the data for 

statistical analysis; 

3. Analysing data for frequencies pertaining to tax avoidance strategies and ownership 

structures; 

4. Performing the Spearman rho correlation to test the relationship of the Du Pont 

analysis’ financial ratios; and 

5. Analysing and interpreting the findings. 

In Chapter 4 graphs and tables were used to illustrate in detail the trends identified from 

the data. The 24 MNEs in the sample were ranked in accordance with their share prices 

as at 31 December 2014. After the ranking process a Spearman rho correlation was 

conducted to establish the relationship strength between the financial ratios on the Du 

Pont analysis and the ROE. 

The findings indicated that most of the 24 MNEs utilised a network of tax avoidance 

strategies, which included tax havens, tax treaties, derivative instruments and transfer 

pricing manipulation. Of these tax avoidance strategies, all of the 24 MNEs utilised tax 

treaties, derivative instruments and transfer pricing manipulation. Tax havens were used 

by 83% of MNEs, which also indicates a strong significance as a trend of tax avoidance 

strategies. In terms of the operating structure, MNEs tended to use South Africa as a 

headquarter location for their entities. A trend among MNEs in the sample was found to 

be their use of wholly owned subsidiaries in tax havens to gain taxation benefits. Lastly, 
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it was an established trend among the 24 MNEs to make use of debt financing as opposed 

to equity financing in the capital structure of the MNEs. 

The correlation study revealed significant relationships between return on assets and total 

asset turnover with regard to the ROE. This finding indicates that the way an entity utilises 

its assets and investment decisions has the biggest influence on the entity’s overall value. 

Thus, creating value by obtaining an optimum ownership structure is key to generating 

maximum shareholder wealth and profit. 

A summary of the research results and the conclusions, as well as the recommendations 

made, will be discussed in chapter 5. 
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CHAPTER 5 

CONCLUSIONS AND RECOMMENDATIONS 

5.1 INTRODUCTION  

In the previous chapter, the data pertaining to the 24 MNEs were analysed and 

interpreted. Chapter 5 will provide a summary of the findings from the previous chapters. 

Figure 5-1 below indicates the flow of chapter 5. 

 

Figure 5-1: Organisation of chapter 5 

Source: Own research 

5. Chapter summary

4. Future research recommendations

3. Discussion of limitations

2. Discussion of secondary objectives 

1. Discussion of research objectives
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5.2 RESEARCH OBJECTIVES 

The primary objective of this study was to identify the optimum ownership structure of 

MNEs as a tax avoidance strategy (paragraph 1.3.1). To address the primary objective, 

the following secondary objectives were formulated (paragraph 1.3.2): 

• Analyse the tax avoidance strategies that MNEs commonly use to minimise a tax 

liability; 

• Determine the trends of MNEs tax avoidance strategies; and 

• Investigating the trends followed by MNEs in applying ownership structures. 

The primary and secondary objectives were each formulated with the problem statement 

in mind. In order for the research process to come full cycle, the problem statement, as 

stated in paragraph 1.2, needed to be addressed by the findings. To confirm whether the 

research findings did, in fact, address the problem statement and fulfil each research 

objective, the discussion of Chapter 5 will be followed as per Figure 5-1. Chapter 5 is the 

concluding chapter and starts off with a discussion on how each secondary objective was 

addressed by means of the research methodology as set out in Chapter 3. 

5.2.1 Secondary objectives 

A mixed research methodology was followed in the study consisting of a quantitative and 

qualitative methodology to address each secondary objective. First, the tax avoidance 

strategies that MNEs commonly utilise to minimise tax liability were analysed. In 

paragraph 2.5 the most popular tax avoidance strategies globally used by MNEs were 

identified as being: 

1. Tax havens for profit shifting; 

2. Tax treaties with African and non-African countries; 

3. Transfer pricing manipulation; 

4. Derivative instruments; and 

5. Assessed losses of acquired subsidiaries. 

Each of these strategies were viewed from a global perspective and analysed to 

understand why MNEs would want to use them (paragraph 2.2). In paragraph 4.3.1.1 the 

tax avoidance strategies used by each of the 24 MNEs in the sample were analysed 

based on the five most popular tax avoidance strategies as identified in paragraph 2.2. 

The aim of investigating each tax avoidance strategy use by the 24 MNEs was to establish 
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whether there is a trend according to which these entities planned their tax strategies. 

This ties directly to the second secondary objective, namely to determine whether there 

is a trend according to which MNEs utilised tax avoidance strategies. 

In paragraph 4.3.1 it was established that the 24 MNEs made use of the same tax 

avoidance strategies. The following is a summary of the findings from paragraph 4.6 

relating to the tax avoidance trends among MNEs: 

• All 24 MNEs made use of the majority of established treaty relationships with other 

African and neighbouring countries; 

• All 24 MNEs implemented treaty relationships with the majority of European and Asian 

countries; 

• All 24 MNEs implemented derivative instruments due to the complexity of trade and 

to benefit from the debt shield for taxation purposes to minimise their tax liability; 

• Transfer pricing was applied by all 24 MNEs. The MNEs made use of the complex 

operating structures to shift profits to lower tax jurisdictions and maximise profits; and 

• A significant number of the 24 MNEs made use of wholly owned subsidiaries in tax 

haven countries, mostly located in Europe and Asia. Indicating the 24 MNEs make 

use of the popular high financial secrecy countries as stated in Table 2-1 the top 10 

financial secrecy locations. 

The tax avoidance strategies identified are graphically presented in Figure 5-2, which 

indicates the trend used by the 24 MNEs. 
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Figure 5-2: Tax avoidance trends of the 24 MNEs 

Source: Own research 

Thirdly, in order to gain an understanding of the ownership structures applied by MNEs 

through inspecting trends followed by MNEs, the popularly used ownership structures 

need to be discussed. It was established in Figure 2-2 by identifying the popularly used 

optimal ownership structure strategies that MNEs use worldwide as the pillars in obtaining 

an optimum ownership structure. The following pillars were identified and discussed in 

Chapter 2: 

• Selecting a headquarter location for the MNE; 

• Having wholly owned subsidiaries in countries of foreign operations; and 

• Implementing the most suitable capital structure for the MNE in its industry. 

Each of these pillars were analysed and interpreted on a global scale for the discussion 

in paragraph 2.4. In order to achieve the third secondary objective, each of these pillars 

of ownership structures was addressed for the 24 MNEs (in Chapter 4). By analysing the 

operating structure of each of the 24 MNEs, it was established that these entities follow 

the trends below in regards to obtaining an optimum ownership structure: 

• A significant majority of the 24 MNEs selected South Africa as their headquarter 

location. This finding was strengthened by the MNEs’ investment decisions, ranging 

1. Utilisation of transfer 
pricing manipulation

2. Utilisation of derivative 
instruments as debt shield 
due to most MNEs' being 

debt financed

3. Utilisation of 
international tax treaties

4. Utilising of wholly owned 
subsidiaries in tax havens

Tax avoidance 
strategy trends



Chapter 5: Conclusions and recommendations 105 

from using African treaty arrangements, transfer pricing manipulation and derivative 

instruments to their advantage; 

• The majority of the 24 MNEs had wholly owned subsidiaries in foreign countries of 

operation. This can be linked back to their investment decisions in terms of making 

use of the low tax jurisdictions to shift profits and minimise the tax liability; and 

• The 24 MNEs primarily made use of debt financing structures. 

In order to gain an understanding of the ownership structures implemented by the 24 

MNEs, a Du Pont analysis was conducted for each of the 24 MNEs. The aim of the Du 

Pont analysis was to investigate whether the investment decision (return on assets) or 

the profitability of the MNE had a more significant impact on the overall value (ROE) of 

the MNE. Owing to the skew nature of the data and the small sample size, a Spearman 

rho correlation was conducted using SPSS. It was established in paragraph 4.6 that the 

return on assets had the most significant impact on the overall value of an MNE. This 

confirms that the investment in assets and future investments played the most significant 

role in maximising profits and overall value. The investment decision will ensure future 

maximisation of profits. Thus, obtaining an optimum ownership structure is crucial in 

maximising any MNEs overall value and profit. 

5.2.2 Primary objective 

With all the secondary objectives having been met, the primary objective was achieved.  

It was established that, in achieving an optimum ownership structure, the value of an MNE 

will be at its highest level. Tax avoidance strategies can serve as an incentive for the 

investment decisions of MNEs due to the tax benefits associated with the implementation 

of tax planning. The operating structure of MNEs is definitely impacted by the entities’ 

decision to make use of tax avoidance strategies. 

5.2.3 Problem statement 

With all the research objectives having been reached, the problem statement was also 

addressed. The problem statement as defined in paragraph 1.2, was to fill the gaps in the 

literature pertaining to obtaining an optimum ownership structure as a tax avoidance 

strategy. It was established through addressing the research objectives that the tax 

avoidance strategies can definitely have an impact on obtaining an optimum ownership 

structure. 
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5.3 LIMITATIONS TO THE STUDY 

The following is a list of limitations which were identified while conducting the research 

study: 

• This research study focused on JSE top 40 listed entities. This limits the context of 

the study to a South African context. This limitation was addressed in Chapter 2 by 

investigating the tax avoidance strategies and ownership structures of MNEs globally; 

• Information pertaining to whether MNEs had purchased loss-making subsidiaries 

during the 2014 financial year is limited. Disclosure of any subsidiaries purchased by 

MNEs is made in the annual financial statements; however, it was difficult to determine 

whether the purchased subsidiaries were loss-making entities. Most MNEs do not 

disclose such transactions, which are, on rare occasions, published in newspaper 

articles; 

• During the study the overall profitability of MNEs in the sample was addressed. Owing 

to time constraints, information relating to the overall value of each MNE could not be 

completed; and 

• A small sample size of 24 MNEs listed on the JSE was selected due to time 

constraints. In order to reach more generalisable findings of MNEs globally, MNEs 

from different stock exchanges or from different countries could be selected in future. 

The last study limitation links with the areas for future research, which are discussed in 

the next section. 

5.4 FUTURE RESEARCH SUGGESTIONS 

The following suggestions for future studies were identified in this study: 

• Research can be conducted to determine the impact of transfer pricing on the overall 

value of an MNE; 

• This study can be performed on the MNEs listed on stock exchanges of other 

countries to identify the popular tax avoidance strategies implemented by these 

entities to obtain an optimum ownership; 

• This study can also be performed based on the highest grossing MNEs worldwide 

(based on profits, sales, market values and total assets), such as the Forbes 200 

entities, to identify the ownership structure applied in highest valued MNEs; and 
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• This study can be used to further investigate each of the identified tax avoidance 

strategies and how these strategies can be applied in order to maximise profits. 

5.5 CHAPTER SUMMARY AND FINAL REMARKS 

The research findings indicate a strong relationship between tax avoidance strategies 

and achieving an optimum ownership structure. As established in the study, MNEs should 

consider the use of existing tax avoidance strategies when planning investment 

decisions. The findings also suggest that the trends that most MNEs follow globally are 

currently adopted by MNEs in South Africa. This can be substantiated by the findings 

from Chapter 4 which point to a strong trend in which the MNEs in South Africa utilise tax 

avoidance and ownership structure strategies. 
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ANNEXURE A 

TAX HAVEN COUNTRIES IN WHICH THE MNES HAVE A WHOLLY OWNED SUBSIDIARY 

  Tax haven countries in which the MNEs have a wholly owned subsidiary 

MNE 

A
F

G
 

A
G

O
 

B
M

U
 

B
R

A
 

V
G

B
 

D
E

U
 

C
H

N
 

IM
N

 

J
P

N
 

J
E

Y
 

J
O

R
 

L
B

N
 

L
U

X
 

M
D

G
 

M
Y

S
 

M
U

S
 

M
C

O
 

N
D

L
 

O
M

N
 

P
A

K
 

P
A

N
 

R
U

S
 

S
A

U
 

S
Y

C
 

S
G

P
 

C
H

E
 

T
U

R
 

A
R

E
 

G
B

R
 

U
S

A
 

T
o

ta
l 

NAS 
(P) 

                              0 

NAS 
(S) 

  
✓

 
✓

         
✓

      
✓ ✓ ✓

  6 

BTI 
(P) 

                           
✓

 1 

BTI 
(S) 

    
✓

 
✓

    
✓

 
✓


✓

   
✓ ✓

 
✓ ✓ 9 

SAB 
(P) 

                           
✓

 1 

SAB 
(S) 

     
✓

       
✓


✓

 
✓

   
✓

 
✓ ✓ 7 

SOL 
(P) 

                              0 

SOL 
(S) 

    
✓

                     
✓ ✓ 3 

APN 
(P) 

                              0 

APN 
(S) 

  
✓


✓ ✓


✓

    
✓ ✓


✓

 
✓

   
✓

  
✓ 10 

TBS 
(P) 

                              0 

TBS 
(S) 

              
✓

              1 

Sub-
total 

0 0 0 2 0 3 3 0 2 0 0 0 0 0 2 3 0 4 0 1 2 0 0 0 1 4 1 1 5 4 38 
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  Tax haven countries in which the MNEs have a wholly owned subsidiary 

MNE 
A

F
G

 

A
G

O
 

B
M

U
 

B
R

A
 

V
G

B
 

D
E

U
 

C
H

N
 

IM
N

 

J
P

N
 

J
E

Y
 

J
O

R
 

L
B

N
 

L
U

X
 

M
D

G
 

M
Y

S
 

M
U

S
 

M
C

O
 

N
D

L
 

O
M

N
 

P
A

K
 

P
A

N
 

R
U

S
 

S
A

U
 

S
Y

C
 

S
G

P
 

C
H

E
 

T
U

R
 

A
R

E
 

G
B

R
 

U
S

A
 

T
o

ta
l 

BVT 
(P) 

                              0 

BVT 
(S) 


    

✓ ✓
  

✓
 

✓ ✓
     

✓ ✓ ✓


✓ ✓ ✓
 11 

REM 
(P) 

                              0 

REM 
(S) 


  

✓
   

✓
                    2 

MRP 
(P) 

                              0 

MRP 
(S) 

                              0 

MTN 
(P) 

                              0 

MTN 
(S) 

✓
  

✓
     

✓
  

✓ ✓ ✓
 

✓
     

✓


✓ 9 

MNP 
(P) 

                              0 

MNP 
(S) 


   

✓ ✓


✓


✓ ✓ ✓


✓
 

✓ ✓
 

✓
 

✓


✓


✓ ✓ 14 

IPL 
(P) 

                              0 

IPL 
(S) 


   

✓
          

✓
         

✓
 3 

Sub-
total 

1 0 0 0 2 2 2 1 1 1 1 3 1 0 2 2 1 3 1 0 1 1 1 1 2 0 2 2 3 2 39 
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  Tax haven countries in which the MNEs have a wholly owned subsidiary 

MNE 
A

F
G

 

A
G

O
 

B
M

U
 

B
R

A
 

V
G

B
 

D
E

U
 

C
H

N
 

IM
N

 

J
P

N
 

J
E

Y
 

J
O

R
 

L
B

N
 

L
U

X
 

M
D

G
 

M
Y

S
 

M
U

S
 

M
C

O
 

N
D

L
 

O
M

N
 

P
A

K
 

P
A

N
 

R
U

S
 

S
A

U
 

S
Y

C
 

S
G

P
 

C
H

E
 

T
U

R
 

A
R

E
 

G
B

R
 

U
S

A
 

T
o

ta
l 

OMN 
(P) 

                              0 

OMN 
(S) 


             

✓
              1 

TON 
(P) 

                              0 

TON 
(S) 


                             0 

SHP 
(P) 

                              0 

SHP 
(S) 

 ✓            ✓  ✓               3 

SPP 
(P) 

                              0 

SPP 
(S) 

      
✓

                      1 

PFG 
(P) 

                              0 

PFG 
(S) 


                          

✓
 1 

MSM 
(P) 

                              0 

MSM 
(S) 


                          

✓
 1 

Sub-
total 

0 1 0 0 0 0 0 1 0 0 0 0 0 1 0 2 0 0 0 0 0 0 0 0 0 0 0 0 2 0 7 
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  Tax haven countries in which the MNEs have a wholly owned subsidiary 

MNE 
A

F
G

 

A
G

O
 

B
M

U
 

B
R

A
 

V
G

B
 

D
E

U
 

C
H

N
 

IM
N

 

J
P

N
 

J
E

Y
 

J
O

R
 

L
B

N
 

L
U

X
 

M
D

G
 

M
Y

S
 

M
U

S
 

M
C

O
 

N
D

L
 

O
M

N
 

P
A

K
 

P
A

N
 

R
U

S
 

S
A

U
 

S
Y

C
 

S
G

P
 

C
H

E
 

T
U

R
 

A
R

E
 

G
B

R
 

U
S

A
 

T
o

ta
l 

DST 
(P) 

                              0 

DST 
(S) 

 ✓
   

✓
       

✓
              3 

AFE 
(P) 

                              0 

AFE 
(S) 


             

✓
           

✓
 2 

TFG 
(P) 

                              0 

TFG 
(S) 

                              0 

SUI 
(P) 

                              0 

SUI 
(S) 

 
✓

                
✓

         2 

VOD 
(P) 

                              0 

VOD 
(S) 


                          

✓
 1 

FBR 
(P) 

                              0 

FBR 
(S) 


       

✓
                 

✓
 2 

Sub-
total 

0 1 1 0 0 0 1 0 0 1 0 0 0 0 0 2 0 0 0 0 1 0 0 0 0 0 0 0 3 0 10 

Grand 
total 1 2 1 2 2 5 6 2 3 2 1 3 1 1 4 9 1 7 1 1 4 1 1 1 3 4 3 3 13 6 94 

Source: McGregor (2016) 

 



Annexure B 137 

ANNEXURE B 

AFRICAN TAX TREATY COUNTRIES IN WHICH THE MNEs HAVE A WHOLLY OWNED SUBSIDIARY 

  African tax treaty countries in which the MNEs have a wholly owned subsidiary 

MNE 

D
Z

A
 

B
W

A
 

C
O

D
 

E
G

Y
 

E
T

H
 

G
H

A
 

L
S

O
 

M
W

I 

M
U

S
 

M
O

Z
 

N
A

M
 

N
G

A
 

R
W

A
 

S
L

E
 

S
Y

C
 

S
W

Z
 

T
Z

A
 

U
G

A
 

Z
M

B
 

Z
W

E
 

T
o

ta
l 

NAS 


✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓   ✓ ✓ ✓ ✓ ✓ 17 

BTI ✓ ✓ ✓ ✓ ✓ ✓   ✓ ✓ ✓ ✓ ✓  


✓ ✓ ✓ ✓ 15 

SAB 


✓


 ✓ ✓ ✓


✓ ✓ ✓ ✓


  ✓ ✓ ✓ ✓ ✓ 13 

SOL  ✓  ✓   ✓   ✓ ✓ ✓       ✓  7 

APN 


✓ ✓  ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓   ✓ ✓ ✓ ✓  15 

TBS ✓ ✓ ✓  ✓ ✓


✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ 18 

BVT 


✓


  ✓ ✓ ✓ ✓ ✓ ✓





✓ ✓ ✓ ✓ ✓ ✓ 13 

REM 


✓ ✓   ✓ ✓ ✓ ✓ ✓ ✓ ✓     ✓ ✓ ✓ ✓ 13 

MRP  ✓


  ✓ ✓ ✓   ✓ ✓     ✓


✓  8 

MTN  ✓ ✓   ✓   ✓


✓ ✓ ✓   ✓  ✓ ✓  10 

MNP                     0 

IPL   ✓ ✓  ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓    ✓ ✓  ✓ ✓ 14 

OMN   ✓ ✓  ✓  ✓ ✓ ✓ ✓ ✓   ✓  ✓ ✓ ✓ ✓ ✓ 14 

TON   ✓


      ✓ ✓     ✓  


✓ 5 

SHP 


✓ ✓   ✓ ✓ ✓ ✓ ✓ ✓ ✓    ✓  ✓ ✓
 12 

SPP   ✓


  ✓


✓


✓ ✓ ✓       ✓ ✓ 8 

PFG  ✓ ✓ ✓   ✓    ✓ ✓ ✓    


 ✓ ✓ 9 

MSM   ✓    ✓ ✓ ✓  ✓ ✓     ✓ ✓ ✓ ✓  10 

DST   ✓    ✓ ✓  ✓ ✓ ✓ ✓    ✓ ✓  ✓ ✓ 11 

Sub-
total 

3 18 10 3 7 15 12 11 12 16 18 14 5 2 2 12 12 11 17 12 212 
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  African tax treaty countries in which the MNEs have a wholly owned subsidiary 

MNE 

D
Z

A
 

B
W

A
 

C
O

D
 

E
G

Y
 

E
T

H
 

G
H

A
 

L
S

O
 

M
W

I 

M
U

S
 

M
O

Z
 

N
A

M
 

N
G

A
 

R
W

A
 

S
L

E
 

S
Y

C
 

S
W

Z
 

T
Z

A
 

U
G

A
 

Z
M

B
 

Z
W

E
 

T
o

ta
l 

AFE   ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓  ✓ ✓    ✓ ✓  ✓  13 

TFG   ✓     ✓    ✓ ✓    ✓   ✓  6 

SUI   ✓     ✓    ✓ ✓    ✓   ✓  6 

VOD    ✓    ✓   ✓  ✓     ✓  ✓  6 

FBR   ✓ ✓    ✓ ✓ ✓ ✓  ✓    ✓ ✓  ✓ ✓ 11 

Sub-
total 

0 4 3 1 1 1 5 2 2 2 3 5 0 0 0 4 3 0 5 1 42 

Grand 
Total 

3 22 13 4 8 16 17 13 14 18 21 19 5 2 2 16 15 11 22 13 254 

Source: Adapted from annual reports as stated in table 3-8. 
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ANNEXURE C 

NON-AFRICAN COUNTRY TREATY USAGE AMONG THE 24 MNEs 

Non-African tax treaties MNEs own wholly owned subsidiaries in 

Treaty 

MNEs 

N
A

S
 

B
T

I 

S
A

B
 

S
O

L
 

A
P

N
 

T
B

S
 

B
V

T
 

R
E

M
 

M
R

P
 

M
T

N
 

M
N

P
 

IP
L

 

O
M

N
 

T
O

N
 

S
H

P
 

S
P

P
 

P
F

G
 

M
S

M
 

D
S

T
 

A
F

E
 

T
F

G
 

S
U

I 

V
O

D
 

F
B

R
 

T
o

ta
l 

AUS ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓
 

✓ ✓ ✓
 

✓ ✓
 

✓ ✓
   15 

AUT 
✓ ✓ ✓

     
✓ ✓

  
✓

        6 

BLR ✓ ✓
    

✓
                3 

BEL 
✓ ✓

  
✓

  
✓ ✓

     
✓

     6 

BRA ✓ ✓


✓ ✓


✓
    

✓
    

✓ ✓
    8 

CAN ✓ ✓ ✓ ✓ ✓ ✓
  

✓ ✓
    

✓
  

✓
   10 

CHN ✓ ✓ ✓ ✓ ✓


✓ ✓
 

✓


✓
 

✓ ✓


✓ ✓ ✓
   14 

CYP     
✓

  
✓

         
✓

   3 

CZE ✓ ✓ ✓
  

✓
  

✓ ✓
            6 

DNK 
✓

       
✓

        
✓

   3 

FIN 
✓

       
✓ ✓

       
✓

   4 

FRA ✓ ✓ ✓ ✓ ✓
    

✓ ✓
  

✓
 

✓


✓
   10 

DEU 
✓ ✓ ✓ ✓ ✓

   
✓ ✓

  
✓ ✓


✓ ✓ ✓

   12 

GRC 
✓

            
✓ ✓

 
✓

    4 

IND ✓


✓ ✓ ✓
 

✓
     

✓ ✓
  

✓ ✓
 

✓ 10 

Sub-total 8 13 9 8 7 4 5 4 0 2 10 7 3 0 1 7 5 0 5 6 9 0 0 1 114 
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Non-African tax treaties MNEs own wholly owned subsidiaries in 

Treaty 

MNEs 

N
A

S
 

B
T

I 

S
A

B
 

S
O

L
 

A
P

N
 

T
B

S
 

B
V

T
 

R
E

M
 

M
R

P
 

M
T

N
 

M
N

P
 

IP
L

 

O
M

N
 

T
O

N
 

S
H

P
 

S
P

P
 

P
F

G
 

M
S

M
 

D
S

T
 

A
F

E
 

T
F

G
 

S
U

I 

V
O

D
 

F
B

R
 

T
o

ta
l 

IDN ✓ ✓      ✓   ✓  ✓   ✓    ✓ ✓    8 

IRN  ✓      ✓  ✓           ✓    4 

IRL  ✓ ✓ ✓ ✓ ✓ ✓    ✓     ✓    ✓ ✓    10 

ITA ✓ ✓ ✓ ✓ ✓  ✓    ✓     ✓     ✓    9 

JPN  ✓  ✓ ✓  ✓ ✓   ✓     ✓ ✓    ✓    9 

KOR  ✓ ✓ ✓ ✓ ✓  ✓   ✓      ✓    ✓    9 

KWT  ✓                   ✓    2 

LUX           ✓              1 

MYS ✓ ✓  ✓ ✓ ✓ ✓ ✓   ✓         ✓ ✓    10 

MEX ✓ ✓ ✓  ✓      ✓          ✓    6 

NDL ✓ ✓ ✓ ✓ ✓  ✓   ✓ ✓ ✓    ✓ ✓  ✓  ✓    13 

NZL ✓ ✓ ✓   ✓ ✓      ✓        ✓    7 

NOR  ✓  ✓       ✓     ✓    ✓ ✓    6 

OMN ✓ ✓    ✓  ✓   ✓     ✓         6 

PAK ✓ ✓      ✓             ✓    4 

POL  ✓ ✓ ✓ ✓  ✓    ✓ ✓    ✓    ✓     9 

Sub-total 8 15 7 8 8 5 7 7 0 2 12 2 2 0 0 8 3 0 1 5 13 0 0 0 113 
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Non-African tax treaties MNEs own wholly owned subsidiaries in 

Treaty 

MNEs 

N
A

S
 

B
T

I 

S
A

B
 

S
O

L
 

A
P

N
 

T
B

S
 

B
V

T
 

R
E

M
 

M
R

P
 

M
T

N
 

M
N

P
 

IP
L

 

O
M

N
 

T
O

N
 

S
H

P
 

S
P

P
 

P
F

G
 

M
S

M
 

D
S

T
 

A
F

E
 

T
F

G
 

S
U

I 

V
O

D
 

F
B

R
 

T
o

ta
l 

PRT ✓ ✓ ✓   ✓     ✓


   ✓


   ✓    8 

QAT    ✓  ✓               ✓    2 

ROU ✓ ✓ ✓                      4 

RUS ✓ ✓ ✓ ✓ ✓


✓ ✓   ✓     ✓


 ✓ 


   9 

SAU ✓ ✓    ✓ ✓   


         ✓    5 

SGP ✓ ✓  ✓ ✓ ✓ ✓    ✓    


✓ 


 ✓    7 

SVK 


✓ ✓ ✓ 


✓    ✓     ✓         5 

ESP ✓ ✓ ✓ ✓ ✓


✓    ✓     ✓     ✓    8 

SWE 


✓ 



✓


   ✓        ✓ ✓ ✓    6 

CHE ✓ ✓ ✓  ✓
 

✓   ✓ ✓    ✓ ✓    ✓    10 

THA     ✓      ✓          ✓    2 

TUR ✓ ✓ ✓    ✓ ✓   ✓         ✓ ✓    8 

UKR ✓ ✓ ✓   


✓   ✓     ✓         6 

GBR ✓ ✓ ✓ ✓


✓ ✓ ✓   ✓ ✓    ✓ ✓  ✓ ✓ ✓  ✓ ✓ 16 

USA ✓ ✓ ✓ ✓ ✓ ✓     ✓ ✓   


✓  ✓ ✓ ✓ 
  12 

Sub-total 11 13 10 7 6 7 7 5 0 0 12 3 0 0 0 7 4 0 4 4 11 0 1 1 113 

Total 27 43 26 23 21 16 19 16 0 4 34 12 5 0 1 22 12 0 10 15 33 0 1 2 342 

Source: Adapted from annual reports as stated in Table 3-8. 
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ANNEXURE D 

DU PONT ANALYSIS OF THE 24 MNES 

JSE 
ticker 

Net profit Sales/Turnover Net profit 
margin 

Total assets Total asset 
turnover 

Ordinary 
equity 

Financial 
leverage 
multiplier 

Return on 
assets 

Return on equity 

R ’000 R ’000 R ’000 R ’000 

NPN 5 751 62 728 9% 128 602 0.490 66 153 1.944 5% 9% 

BTI* 34 093 251 755 14% 471 524 0.534 119 543 3.944 7% 29% 

SAB* 35 733 235 800 15% 568 084 0.415 278 160 2.042 6% 13% 

SOL 29 580 202 683 15% 280 264 0.723 170 977 1.639 11% 17% 

APN 5 008 29 515 17% 82 547 0.358 28 874 2.859 6% 17% 

TBS 2 020 30 259 7% 24 852 1.218 13 177 1.886 8% 15% 

BVT 4 603 183 645 3% 80 975 2.268 31 781 2.548 6% 15% 

REM 6 917 24 621 28% 79 508 0.310 66 035 1.204 9% 10% 

MRP 1 868 15 829 12% 6 563 2.412 3 923 1.673 28% 48% 

MTN 32 079 146 930 22% 253 685 0.579 128 517 1.974 13% 25% 

MNP* 6 641 90 266 7% 89 505 1.009 37 054 2.416 7% 18% 

IPL 3 272 103 567 3% 59 021 1.755 16 540 3.568 6% 20% 

OMN 996 16 259 6% 10 572 1.538 5 918 1.786 9% 17% 

TON 1 155 157 160 7% 23 976 0.656 10 562 2.270 5% 11% 

SHP 3 730 102 204 4% 40 533 2.522 17 217 2.354 9% 22% 

SPP 1 345 54 483 2% 16 946 3.215 3 027 5.599 8% 44% 

PFG 965 21 290 5% 12 910 1.649 6 102  2.116 7% 16% 

MSM 1 080 78 173 1% 28 906 2.704 5 334 5.419 4% 20% 

DST 1 523 17 740 9% 15 860 1.119 8 570 1.851 10% 18% 

AFE 1 096 16 903 7% 14 787 1.143 7 726 1.914 7% 14% 

TFG 1 860 14 159 13% 17 103 0.828 7 228 2.366 11% 26% 



Annexure D 143 

JSE 
ticker 

Net profit Sales/Turnover Net profit 
margin 

Total assets Total asset 
turnover 

Ordinary 
equity 

Financial 
leverage 
multiplier 

Return on 
assets 

Return on equity 

R ’000 R ’000 R ’000 R ’000 

SUI 518 10 825 5% 14 071 0.769 1 497 9.400 4% 35% 

VOD 13 324 75 711 17% 60 741 1.247 23 057 2.634 22% 57% 

FBR 402 2 826 14% 1 693 1.669 1 224 1.383 24% 33% 

Source: McGregor (2016) 


