Base Erosion and Profit Shifting: A Word on the Challenge

BEPS refers to the planning strategies of multinationals that use the gaps and mismatches in tax rules to
artificially shift profits to low or no-tax jurisdictions. This has undermined the integrity of tax systems,
causing significant revenue losses for governments worldwide. This article takes a closer look at the
complexities of BEPS, Irish VAT Calculator, how it has affected global economies, the steps being taken
to curtail the process, and the future of international taxation.

1. What is BEPS?

BEPS refers to various practices by which MNEs reduce their tax liabilities. Commonly, the process
involves manipulative practices of transfer pricing, income allocation, and shifting their income streams
through tax havens.

The phrase became widely established after the OECD's BEPS Action Plan in 2013 which contained
concrete proposals that would curb these issues.

1.1 Common BEPS Schemes

The common BEPS schemes include

Transfer Pricing Manipulation: The manipulation of the transfer price of goods or services that are
transferred between subsidiaries located in different jurisdictions, as a means of shifting profit to low-
tax jurisdictions.

Hybrid Mismatch Arrangements: Utilizing the unique differences between jurisdictions regarding the
classification of certain instruments or entities, thereby allowing companies to avoid taxation
altogether.

Migration of Intellectual Property: Migration of IP of high value to low-tax jurisdictions, enabling the
shifting of income obtained from royalties and licensing fees to low-tax jurisdictions. 2. BEPS and Its
Consequences

The outcomes of BEPS extend further than a loss within the area of tax revenue. Governments also have
to grapple with the issue at hand in terms of maintaining public trust and ensuring there is a level
competitive field in business. Some of the major impacts include:

2.1 Revenue losses

BEPS practices cost many countries a fortune in revenue. VAT Calculator Ireland, The Organisation for
Economic Co-operation and Development estimates that BEPS costs the world from $100 billion to $240
billion in taxes every year, which burdens governments in providing basic services. MORE

2.2 Unfair Tax Burden
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BEPS practices only perpetuate an unfair tax environment whereby small and medium-sized enterprises
may end up carrying a disproportionately heavy burden of taxation as compared to MNEs. This would, in
essence, result in an uneven playing field for local enterprises competing against one another.

2.3 Erosion of Public Trust

While governments struggle to fight off tax avoidance, the public has undermined its trust in the equity
of the tax system. It can make the perception of citizens that large corporations are not paying their fair
amount of taxes and can open demands for reform accountability.

3. The OECD Action Plan on BEPS

The growing controversy over BEPS prompted the OECD in 2013 to come up with an Action Plan
comprehensively. This action plan therefore included 15 action points designed to tackle the problems
that BEPS presents and restore equity in the international tax system.

3.1 Important Action Points

Among the important action points of the OECD BEPS Action Plan are:

Action 1-Address the Tax Challenges of the Digital Economy: This action deals with issues arising in or
pertaining to the digital economy, including how to tax digital services and how to allocate profit. Action
4-Limit Base Erosion Involving Interest Deductions and Other Financial Payments: The aim is to avoid
excessive interest deductibility that can result in the erosion of a country's tax base.

Action 13: Review of Transfer Pricing Documentation: Ensure coherence and transparency in the
documentary supporting the transfer pricing with improved compliance and transparency.

4. International Position on BEPS

Various governments and international organizations have taken a number of steps with a view to
ascertaining fair taxation by eliminating BEPS. Some of the significant adoptions include:

4.1 Adoption of OECD Guidelines

Currently, there are countries that have begun to implement the OECD's BEPS recommendations
through the amendment of their respective domestic tax laws. VAT Calculator, Several countries have
aligned their respective tax regimes with the norms and principles of the international community so as
to ensure clarity and equity.

4.2 Multilateral Instrument (MLI)
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In 2016, the OECD introduced its MLI that would allow existing tax treaties between countries to be
modified by the inclusion of BEPS actions. This instrument carves in the BEPS provisions without needing
to renegotiate each treaty.

4.3 Enhanced Transparency

Countries are implementing increased transparency requirements in respect of MNEs, such as CBCR.
This requires large enterprises to disclose financial information on a country-by-country basis to enable
tax administrations to better assess the risks of profit shifting.

5. The Use of Technology to Address BEPS

Technology also plays a more important role in the issues of BEPS. Governments and tax authorities are
drawing on data analytics and digital tools to tackle compliance and monitoring concerns. The key areas
include:

5.1 Data Analytics

Sophisticated data analytics can enable tax administrations to identify profit-shifting patterns and
analyze large datasets for possible tax avoidance schemes. Authorities can become more capable of
identifying inconsistencies within tax filings with the use of advanced algorithms.

5.2 Digital Platforms for Reporting

Countries are increasingly using digital means to report taxes. It, therefore, becomes easy and
convenient for companies to file reports. Such systems enable the same-time data sharing of
corporations with the concerned tax authority. They increase compliance and reduce administrative
burdens.

6. Future of BEPS and International Taxation

With the ever-evolving global economic landscape, the future of BEPS and international taxation will
continue to change dramatically. Some key trends to watch in this space include:

6.1 Global Minimum Tax

The global minimum tax has been discussed of late, VAT Calculator Dublin, and perhaps the Organization
for Economic Cooperation and Development minimum of 15% tax. The initiative seeks to put an end to

the race to the bottom in corporate income tax rates and ensure MNEs pay a fair share of economic
output to economies where they have operations.
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6.2 Digital Services Tax (DST)

Confronted by these challenges, the digital economy has inspired a number of countries to consider or
adopt Digital Services Taxes. In so doing, DSTs attempt to create revenue from digital services supplied
by MNEs and - importantly - help assuage concerns about profit shifting into the digital economy.

6.3 Improved International Cooperation

The challenge of BEPS requires increased international cooperation if it is to be contained. There is a
need for cooperative sharing of information, policy alignment, and the creation of robust solutions that
would effectively handle profit shifting.

7. Conclusion

Base Erosion and Profit Shifting continue to be among the major challenges in the global tax landscape,
as they affect economies, peoples' trust, and fair division of tax burdens. Thanks to the OECD's BEPS
Action Plan and international efforts, great strides have been made; however, vigilance and the ability to
adapt remain required. Now it is time for all stakeholders to collaborate actively in forging innovative
solutions that ensure equity, transparency, and responsibility in international taxation. Addressing these
BEPS challenges, governments could allow a fairer tax system-one that would be sustainable and
promote economic growth and public confidence, ultimately, better serving governments.



