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Getting to grips 
with the detail

Practical application V 
Theory
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Reporting and Paying 
Overseas Taxes
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First check

• Under £1,000?

• Source of income

• Tax witheld

• Creditable tax ?

• FX rate

• Treaty relief
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Witholding Taxes
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Witholding Taxes

Developed Countries

• Collect most tax thru returns and 
assessment

• Sophisticated tax systems

• Speedier court systems

• Refunds obtained

Developing Countries

• Depend on witholding taxes

• Rudimentary systems

• Lengthy Court systems

• Long delays on refunds
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Beneficial owner?

• Or conduit?
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Conclusion

• Much more at stake than 
headline tax rates
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How does Pillar 2 fit into 
existing UK anti avoidance 
structure?

• Transfer Pricing

• Diverted Profits Tax

• Controlled Foreign Company

• Transfer of Assets Abroad

• Profit Fragmentation

• General Anti Abuse Rule (GAAR)

• Unallowable Purpose
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International Tax Principles

Companies and businesses are subject to tax on their profits where their 
principal activities take place

Companies and businesses are charged to corporate taxes where they 
are resident or where they have a permanent establishment

Taxes are imposed via domestic legislation. International Treaties do not 
impose tax where it does not exist in domestic legislation. 

Double Tax Treaties can be used to eliminate double taxation but cannot 
be used to impose a tax charge that does not exist in domestic 
legislation 
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More Principles

Economic substance takes precedent over legal contracts if the 
two contradict each other.

Employment considerations  are separate to corporate taxes but 
the location of staff may well create a corporate tax liability.

A permanent establishment may lead to additional corporate 
taxes being due. 

A company should not be subject to tax on more than 100% of its 
income
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Balance

• Encourage International Trade

• Tax cooperation

• Free Trade

• Protect Revenues

• Tax competition

• Protection
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Balance

• Encourage expats

• Encourage inward investment

• Investment reliefs

• Upset Locals

• Discourage home grown business

• (Illegal) State Aid?
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Principles

Taxpayer’s Worldwide Income

Domestic Source 
Income

Foreign Source 
Income

TAX

Foreign CountryHome Country



Foundations of International Tax

Double Tax Treaties

OECD Guidelines

Regional Rules EEA

Domestic Legislation
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• profits are taxed where economic activities generating the 
profits are performed and where value is created, 

while at the same time:

• give business greater certainty by reducing disputes over the 
application of international tax rules, and

• standardising requirements. 

Action
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The OECD have set out actions under three themes

BEPS – Comprehensive Action Plan

Overview

Ensure transparency while promoting 
increased certainty and predictability 

• Action 11: Establish methodologies to 
collect and analyse data on BEPS and 
the actions to address it

• Action 12: Require taxpayers to 
disclose their aggressive tax planning 
arrangements

• Action 13: Re-examine transfer 
pricing documentation

• Action 14: Make dispute resolution 
mechanisms more effective

• Action 15: Develop a multilateral 
instrument

Establish international coherence 
of corporate income taxation

• Action 1: Address the tax 
challenges of the digital 
economy

• Action 2: Neutralise the effects 
of hybrid mismatch 
arrangements

• Action 3: Strengthen CFC rules

• Action 4: Limit base erosion 
via interest deductions and 
other financial payments

• Action 5: Counter harmful tax 
practices more effectively, 
taking into account 
transparency and substance

Restore full effects and benefits of 
international standards through 
realignment of taxation and relevant 
substance 

• Action 6: Prevent treaty abuse

• Action 7: Prevent the artificial 
avoidance of PE status 

• Actions 8, 9, 10: Assure that transfer 
pricing outcomes are in line with 
value creation – focusing on 
intangibles (8), risks and capital (9) 
and high risk transactions (10)
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Different powers

Congress

• Law making

• Potential permanent changes

• Difficult if control in different parties

Executive Orders

• Limited temporary powers

• Presidential only
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OECD
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Members Countries

• No legislative power

• But leading tax policy for 6 decades
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Supranational 
bodies

EU

Make law principles

Member states put into 
practice
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Instant law

May need ratification Time limited Subject to challenge



Supranational bodies

• How powerful?

• Whether followed?
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Side By Side Agreement 

Pillar 2



SBS purpose

• Shield companies from

• IIR Income Inclusion Rule

• UTPR ( The Backstop)
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What it is not (now) ?

• Not a US carve out from IIR and UTPR

• But…

• US is only country with a “Qualified SbS regime” listed on OECD 
Central Record for the purposes of Global Minimum Tax
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Conclusion

• Currently only US headed or partially headed groups can benefit  
from the safe Harbour
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Substance based Tax Incentive Safe Harbour

• Allowing some tax incentives to be treated as covered taxes
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Side by Side System

• 2 Safe Harbours

• If  UPE in eligible tax regime

• Exemption from

•  UTPR 

• IIR

40



Simplified ETR Safe 
Harbour
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Compared to CbCR

CbCR

• Opt out is permanent

• More Volatile

SESH

• Re entry if 2 years with no top up tax  
required

More stable
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Evidence based review

• To preserve level playing field

43



Transfer Pricing and UTPP

Updates 2026



Background

• HMRC consulted on changes to T/P legislation

• In particular

• Replacement of DPT by UTPP

• Changes to participation condition
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Participation condition

Finance Bill restricts this form of direct participation to cases 
where there are both arrangements for the common management 
of two persons, and arrangements 'it is reasonable to suppose is 
intended to secure that the economic interests of shareholders' in 
those two persons are aligned
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Acting Together
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UTPP

• This is very similar to the description of DPT and the UTPP rules 
retain the core features of the FA 2015 DPT regime. The rules are 
engaged, broadly, when:

•  a company within the charge to corporation tax is party to a 
provision within the scope of UK transfer pricing rules;

•  which has an 'effective tax mismatch outcome' (ETMO);

•  in circumstances where it is reasonable to suppose that the 
provision or related arrangements are designed to reduce the liability 
of any person to pay UK tax (the tax design condition, or TDC).
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UTPP

• Where a UTPP charge is imposed following the issue of a 
preliminary and final charging notice, the resulting corporation 
tax is paid at a punitive rate (6% on top of the company's normal 
corporation tax rate). In most cases the charge must be paid 
'upfront', and the charge cannot be appealed for 15 months 
after the date
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Offshore procurement hubs in transfer pricing

• HMRC have released an important update to their Guidelines for 
Compliance (GfC7)

– The guidance on transfer pricing risk has been expanded with two new 
subparts: 2.2.8 value chain analysis; and 3.8 offshore procurement 
hubs

• These additions reflect HMRC's evolving approach to identifying 
and mitigating compliance risks in increasingly complex 
multinational structures

50



Value Chain analysis

• A valuable tool for understanding where value is created  across an 
MNE

• Clarify 

• Economically significant functions

• Assets

• Risks

• Within a group
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The transfer pricing compliance lifecycle

• Transfer pricing compliance is a cyclical process which is tested 
annually for UK businesses. UK businesses performing and 
evidencing the lifecycle phases of work on a timely basis and to 
an appropriate scope and depth benefit from:

• reduced risk of enquiry and penalties

• reduced risk of frequency and materiality of errors
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Managing TP risk

• UK risk leads can play a role in managing transfer pricing risk 
within the lifecycle, without the need for technical knowledge of 
transfer pricing. The transfer pricing compliance lifecycle, 
comprises four main phases of activity:

1.1 Compliance planning and scope

1.2 Implementation and monitoring checks

1.3 Transfer pricing analysis and documentation

1.4 Filing an arm’s length return
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Document should be

• timely

• compliant

• of appropriate depth

• proportionate to risk

• accurately reflective of the UK business

• evidenced and documented
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How much work?

• the size and complexity of the business

• level of inherent risk in group transfer pricing approaches 
adopted

• group transfer pricing compliance model employed

• materiality of transactions

• degree of business change
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TP Compliance Risk

• In HMRC’s experience, transfer pricing compliance risk can be 
created where UK businesses are not sufficiently involved, or do 
not give full consideration to, the upfront planning and scoping 
of UK transfer pricing compliance work for a given period.

• This can result in transfer pricing policies, pricing, analysis and 
documentation that does not satisfy transfer pricing rules. This 
increases the risk of enquiry and where errors are identified, the 
risk of tax liabilities unprovided for in the accounts and 
penalties.
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Best Practice

• understanding the group transfer pricing compliance model and 
its impact on level of UK assurance

• awareness of group transfer pricing policies and contractual 
terms of intra-group agreements and arrangements that apply 
to the UK business
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Scoping Compliance Activity

– developments since the prior period

– materiality, proportionality and depth

• building in implementation and monitoring checks to financial 
processes upfront
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Understanding the group transfer pricing compliance 
model

• means by and extent to which the UK risk leads engage with the 
group transfer pricing compliance model and review outputs

• level of UK localisation or customisation of group compliance 
approaches required to meet UK transfer pricing rules

• scope and depth of work to be performed to comply with UK 
transfer pricing rules

• level and frequency of implementation process controls and 
monitoring checks
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Is UK being overlooked???

• specialist work is outsourced

• multi-territory compliance approaches are used

• group transfer pricing compliance model is controlled offshore
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International Developments

In an age of instability



Indian Tax Proposals

• Rationalisation of transfer pricing provisions: Taxpayers are to be 
provided an option to apply the arm's length price determined 
for a transaction in a given year to the subsequent two years for 
similar transactions. 

• The scope of transfer pricing safe harbour rules is also to be 
expanded to provide certainty on arm's length computation of 
international transactions and reduce underlying litigation. 
Detailed rules will be released in due course.
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SEP changes

Amendment to 'significant economic presence' (SEP) definition: 
Broadly, SEP provisions are applicable to non-residents that are 
engaged in transaction of goods and services in India exceeding 
c£190,000 in financial year. 

Effective from FY 2025/26, SEP provisions would not apply to non-
residents who are involved in purchase of goods in India for the 
purpose of export
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DAC 9 Implementation 
notices

• Belgium

• Bulgaria

• Czechia

•  Greece

•  Cyprus

•  Malta

•  the Netherlands

•  Portugal

•  Romania

•  Sweden.
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Canada –tightening up on Hybrid rules

(1) a reverse hybrid arrangement; 

(2) a disregarded payment arrangement; 

(3) a hybrid payer arrangement. 

• For purposes of the rules, the definition of “structured arrangement” 
is amended to include a transaction (or series of transactions) that 
includes a payment that gives rise to a double-deduction mismatch.
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Canada Budget

• Immediate expensing for manufacturing and processing buildings:

• The Budget provides temporary immediate expensing (100% capital 
cost allowance (CCA) deduction rate) for the cost of eligible 
manufacturing or processing buildings, including the cost of eligible 
additions or alterations made to such buildings
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Modernising transfer pricing rules:

• The Budget modernises Canada's transfer pricing rules by aligning 
them with the international arm's length principle in the OECD Model 
Tax Convention, Canada's bilateral tax treaties and the OECD transfer 
pricing guidelines. 

• The measures provide more detail on how to analyse cross-border 
transactions between non-arm's length persons based not only on 
the contractual terms of the transaction or series, but also on 
economically relevant characteristics.
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India Update to T/P rules

68

Key highlights include

an enhanced scope for safe harbour provisions under Indian Transfer 
Pricing Regulations and a new fast track for unilateral Advance Pricing 
Agreements.



Transfer pricing safe harbour rules

• The proposal introduces a unified category of information technology 
(IT) services combining:

•  (1) software development services;

•  (2) IT-enabled services;

•  (3) knowledge process outsourcing; and 

• (4) contract research and development (R&D) services relating to 
software development with a common safe harbour margin of 15.5% 
applica
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UK and India 
reach 
agreement 
on Double 
Contributions 
Convention

Following the conclusion last year of a 
free trade agreement between the UK 
and India (the UK-India Comprehensive 
Economic and Trade Agreement or 
CETA), agreement has been reached on 
social security contributions for 
employees moving between the UK 
and India. 



NIC/ Social Security

The agreement, in the form of a Double Contributions Convention 
(DCC), includes the general rule that an employee will normally only 
pay contributions in the country that they work in. However, the DCC 
also includes an exception to this general rule in the form of a 
“detached worker” provision. 

This provision ensures that where a worker from one country is sent 
from their home country to work temporarily in the other country for 
up to 36 months, they will continue to pay contributions in their home 
country only.
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Updates to the EU list of non-cooperative tax 
jurisdictions

• At the ECOFIN meeting of 17 February 2026, EU Finance Ministers updated 
the EU list of non-cooperative tax jurisdictions. Several changes have been 
made to Annex I, which identifies jurisdictions considered non-cooperative 
in tax matters. Fiji, Samoa and Trinidad and Tobago have been removed 
from Annex I while Vietnam and the Turks and Caicos Islands have been 
added.

Annex I is now made up of 10 jurisdictions: American Samoa, Anguilla, 
Guam, Palau, Panama, the Russian Federation, Turks and Caicos, US Virgin 
Islands, Vanuatu and Vietnam. Annex II currently includes nine 
jurisdictions: Belize, British Virgin Islands, Brunei Darussalam, Eswatini, 
Greenland, Jordan, Montenegro, Morocco and Türkiye.
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Council of EU approves new customs duty rules for 
low-value parcels

• The agreement abolishes the threshold-based customs duty relief for 
parcels valued at under €150 entering the EU. Customs tariffs will 
start applying to all goods entering the EU once the EU customs data 
hub is operational. 

• This is currently expected in 2028. In the interim, as of 1 July 2026, a 
flat-rate customs duty of €3 will apply on items entering the EU in 
small parcels valued at less than €150 sent directly to consumers in 
the EU.

73



Increasing taxes to meet 
defence spending?

NATO commitments
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Netherlands One of many to announce tax rises to 
meet defence pledge

• To help the country meet its pledge to increase defence spending 
from 2.5% of GDP to 5% of GDP by 2035, a 'freedom tax' will be 
introduced for businesses. No further details were provided, but the 
agreement states the tax should generate €1.5bn in revenue in 2027 
and €1.7bn per annum by 2028.

•  Businesses will be consulted on the design of the tax in due course. 
Individuals will also be subject to a freedom tax, expected to raise 
€1.5bn in revenue in 2027 and €3.4bn per annum by 2028
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• Permanent Establishments

OECD  new guidelines 
19 November 2025

77



78

OECD Action

19 Nov 2025

Publish new commentary on paragraph 1 of Article

place of business of the enterprise where the individual 
works
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Working From Home

NOT A P/E IF INDIVIDUAL WORKS 
LESS THAN 50% FROM HOME 

IN A 12 MONTH PERIOD
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Working?

ACTUAL CONDUCT NOT CONTRACTUAL TERMS
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If 50% threshold exceeded



Examine Facts and circumstances

• Is there a commercial reason for person to conduct business in 
territory concerned?
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Not a P/E

• If WFH is for 

• Personal convenience and motivation

• Inducement to attract retain staff

• Part of cost cutting measures



Conclusion

• Commentary 

• Adds clarity

• Reduces incidence of P/E

• New consultation on P/E and Global mobility
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Wealth Taxes
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