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personal income tax schedule, and 30

progressive tax structure, fairness and 34-7

Public Accounts Committee, UK 4-5,51n

Rbase and R+F base

applying R base for financial transactions with
non-financial businesses 312-14
comparing R and R+F bases for transactions
between entities 304-7
debt versus equity under an R+F base 320-1
effects of implementing a full R+F base on all
taxed entities 309-12
R base and R+F base, choice between 300-1
elements of R and R+F base taxation 301¢
R-based cash flow 26, 28,269, 270, 273,
290, 294
treatment of financial flows under R
base 303t,304



treatment of financial flows under R+F
base 301-3,302t, 303,308t
treatment of international financial flows
under R base 313
treatment of international financial flows
under R+F base 311t
rationales for business-level taxes on
profit 57-77
absence of alternative sources of revenue 76-7
backup for personal income tax see business-
level tax as backup for personal
income tax
benefit principle see benefit principle
possibility of a tax that meets the evaluative
criteria 58,70-6
location-specific economic rent 72-5
other location-specific factors 75-6
taxation of rents 70-2
redistributive tax allocation 39
reform of taxing business profit 17-18
basic choices in see basic choices in
considering reform
case for taxing business profit 15
fundamental reform options
country of residence of owners see country
of residence of owners as reform option
country of residence of parent company see
country of residence of parent company/
business headquarters as reform option
good international tax system/‘good tax;
criteria for 14-15
locations for taxing business profit 16-18
political acceptability of any reform 176
principled and comprehensive approach
to 14-16
reform, post-BEPS see post-BEPS reform
remote sales 219-20, 242n
rent see economic rent
residence, meaning of 90b
residence-based taxation 96-9
corporate residence 96-7
test relying on formal legal criteria 96
test relying on substantive criteria 96-7
residence tax on foreign source income 97-9
credit systems 97-8, 99
exemption systems 98-9
worldwide or a territorial systems of
taxation 98-9
residual gross income (RGI) see under Residual
Profit Allocation by Income (RPAI)
Residual Profit Allocation by Income
(RPAI) 173,175,177,180, 189-265
algebra of RPAI (App 2) 337-8
appeal of RPAI 190-1
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comparing other approaches see Residual
Profit Allocation by Income (RPAI)
compared with other approaches
definitions of costs 200b
‘entrepreneurial’ model 193
evaluating RPAI see Residual Profit Allocation
by Income (RPAI), evaluation of
further issues 218-25
definition of the tax base 218-19
interest expense 220-1
rates at which residual and routine profit
taxed 218
routine and residual profit in case of remote
sales 219-20
taxable losses 221-5
gradual move towards profit splits 194-9
OECD profit splits and RPA
schemes: similarity and
differences 197-9
profit splits under OECD guidelines 195-7
implementation 256-63
boundaries of the multinational 258-9
collecting tax on destination basis 260-2
defining the tax base 259—60
expansion into new markets 262-3
scope 256-8
treaties 263
intangible assets 242, 246, 253,263
intellectual property 240,241
making operational relevant notion of
‘destination’ 184
non-allocable costs 214-17
apportionment of non-allocable costs with
mark-up, by RGI 216t
OECD proposals drawing on 19
Permanent Establishment (PE) rules, changed
role of 192-3
PE rules for residual profit purposes
abandoned 193
residual gross income (RGI) 212-14
calculating residual gross income 214t
within-group transactions of goods: cost of
goods sold 213t
residual profit 210-18,217¢
allocation of 197,192
alternative allocations of see Residual Profit
Allocation by Income (RPAI) compared
with other approaches
bottom-up approach 192,210-17
top-down approach 217¢
routine and residual profit 218¢
top-down approach 192,217-18
residual gross income (RGI) 212-14
Residual Profit Allocation (RPA) regimes 189
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Residual Profit Allocation by Income
(RPAI) (cont.)
applying to all multinationals 197
basic approach of 197
routine profit 201-10, 210¢
establishing routine profit 191
example: establishing routine profit 204¢
example: routine profit 209¢
measuring routine profit under
RPAI 203-10
nature of routine profit 201-2
routine activity,and 201n
routine and residual profit 218¢
where routine profit deemed to arise 203
whether equivalent to normal return 202b
sales to businesses and sales to
consumers 185-6
setting scope of 182-3
taxable losses 221-5
potential allocation of tax base with low
profitand aloss 224t
types of losses 221-2
Residual Profit Allocation by Income (RPAI)
compared with other approaches 225-37
alternative allocations of residual profit 225-32
allocation of residual profit by costs 231
allocation of residual profit by different
factors 226t
allocation of residual profit by sales
revenue 226-30
allocation of residual profit by users of
digital services 231-2
allow countries to negotiate allocation of
residual profit 232
other RPA proposals 232-7
applying Avi-Yonah, Clausing, Durst
approach 233t
Avi-Yonah et al and Luckhaupt etal 232-3
formulary apportionment 234-5
formulary apportionment based on
sales 235t
minimum tax in destination country 235-6
OECD Secretariat’s proposed ‘Unified
Approach’ 236-7
Residual Profit Allocation by Income (RPAI),
evaluation of 237-56
unilateral adoption 250-6
ease of administration 254
economic efficiency 251-3
fairness 255
incentive compatibility 255-6
robustness to avoidance 253-4
universal adoption 238-50
ease of administration 246

economic efficiency 238-41
fairness 247-8
incentive compatibility 248-50
robustness to avoidance 241-6
revenue neutrality 181-2
risk premium 24b
robustness of tax to avoidance 50-3
country of residence of parent company/
headquarters as reform option 158-9
DBCEFT, unilateral adoption of 296-8
DBCFT, universal adoption of 290-4
destination country as reform option 173
current regime 119-21
critical importance of tax avoidance 120
size of avoidance by multinational
companies 119-20
formulary apportionment, and 145-7
adoption of same formulary apportionment,
benefits of 145-6
problems when system not common across
all countries 146-7
RPAL unilateral adoption of 253-4
RPAL universal adoption of 241-6
avoidance opportunities addressed by
RPAI 241-3
debt shifting 242
locating IP in low tax countries 242
product versus product line
composition 244-5
remaining disputes 245-6
remaining or new avoidance opportunities
under RPAT 243
third party distributors 243-4
transfer pricing 242-3
routine profit see under Residual Profit
Allocation by Income (RPAI)
royalty payments 98,133
DBCFT, under 297
European Union 88
intangible asset, use of 253
intellectual property 13
non-resident, to 90b
OECD Model Treaty 88
source-based taxation of royalty payments
not permitted 96
passive income, as 69
source-based taxation of 96
UN Model Treaty 88
source-based taxation of royalty payments 96
within-company royalty payments 242

sales and marketing costs, definition of 200b
sales to businesses and sales to consumers 185-6
separate entity approach 133-4



single tax principle 38
softlaw 86,176
source 16n
meaning of 90b
source-based taxation 94-6
active and passive income 94-6
OECD Model Treaty 96-8
passive income, treatment of 95-6, 100
royalty payments, source-based taxation of 96
subtraction method of tax collection 28n
supernormal profit see economic rent

tax arbitrage 52,53
tax avoidance see avoidance; robustness of tax to
avoidance
tax codes 13
tax evasion 6,51
tax exporting 137-8
tax on consumption 24b
taxing financial flows 300-16
international considerations 309-16
applying R base for financial transactions
with non-financial businesses 312-14
effects of implementing a full R+F base on
all taxed entities 309-12
shifting the tax base to place of destination,
consequences of 312
taxing cross-border lending to individuals/
entities not subject to the tax 314
treatment of financial services under VAT
plus payroll subsidy approach 315-16
treatment of international financial flows
under R base 313
treatment of international financial flows
under R+F base 311¢
unilateral adoption 314-15
R base and an R+F base, choice
between 300-1
elements of R and R+F base taxation 301t
transactions between taxable entities 301-7
banks charging borrowers through fees not
interest 306
comparing R and R+F bases for transactions
between entities 304-7
deferral of tax payment 305-6
expenses incurred by the bank 305
implementation issues 307
negative tax base 305
treatment of financial flows under R
base 303t, 304
treatment of financial flows under R+F
base 301-3,302t, 303t
transactions with individuals and tax exempt
entities 307-9
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financial and non-financial businesses 309
negative tax base 308
treatment of financial flows under R+F
base: tax exempt borrower 308¢
third party distributors 243-4
transfer pricing 242-3
OECD Model Treaty 193n
OECD Transfer Pricing Guidelines 6,101-2,
195,215
transfer pricing abuse 278-9
transfer pricing rules 13, 100-2
arm’s length principle 101-2
continued weakness of transfer pricing
rules, BEPS and 121
transition
‘big bang’ approach or gradual
implementation 180-1
costs 138,179-80

United Kingdom (UK)
anti-avoidance rules 124-5
BEPS Action Plan, and 123,125
CFCrules 104, 124-5
corporation tax, cost of collecting 1221
Diverted Profits Tax 124-5
dividends 99, 124
foreign source dividends/income 99
highly digitalized businesses, taxing 7
hybrid mismatch arrangements 123
incentive compatibility 124-5
interest deductibility 123,124-5
patent box regimes 124, 129
territorial system, operating 99
United Nations
formulary apportionment 140
Model Treaty 6n, 88
fairness to developing countries, and 118
passive income 95-6
source-based taxation of royalty
payments 96
United States
allocation of taxing rights 6-7
anti-inversion rules 44, 160
CBIT 23
CFC legislation, introduction of 1531
CFC rules (Sub-Part F) 103,104
DBCFT, and 293
dividends 99,153, 168
FATCA 66n, 160
foreign source dividends 99, 153
exemption of 124
formulary apportionment 139,234
highly digitalized businesses, objecting to
other countries taxing 7
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United States (cont.)
Limited Liability Companies 22, 164
Model Treaty 88
pass-through taxation 22,183
S-Corporations 22, 38, 60n, 164, 165n,
166n, 183n
corporation tax 183
targeting non-compliance by US taxpayers
using foreign accounts 66n

Value Added Tax (VAT) 18,22,175
advantages and disadvantages of VAT 318
competitive fairness between businesses, and 40
DBCFT, and 272
DBCFT equivalent by VAT-based approach
see under Destination Based Cash Flow
Tax (DBCFT), implementation of
destination principle 184-6
destination basis, tax typically levied
on 32-3
use of proxies to determine jurisdiction of
taxation 184-5
equivalences to other taxes, and 28-30,273-4
equivalent tax bases in a closed
economy 28b
European system 185

evasion 294

increasesin 276-7

indirect tax, as 30

methods of collection 28n

normally applied to all businesses over certain
size threshold 183

OECD VAT/GST Guidelines 184-6

R-based cash flow tax, and 30

reduced rates on some items 2857

sales to businesses and sales to
consumers 185-6

tax on sales in a particular jurisdiction, as 76

threshold for 183-4

treatment of financial services under VAT plus
payroll subsidy approach 315-16

value added as base for 18,28

value added as defined for VAT, meaning of 30

see also taxing financial flows

value creation 110, 143

aligning profit with 194

BEPS, and 106,109,111, 121,128,129

debateon 8

passive income allocation rules, and 109

World Trade Organisation 87,177
DBCFT, and 329-30



