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Apple Inc Overseas Tax Avoidance Disturbance

Abstract

With the rapid development of economic globalization, tax avoidance has become
more and more popular in many multinational corporations. By using the differences
between countries of the tax law, playing the "edge ball", transnational taxpayers take
a variety of illegal means to realize tax avoidance. Although the tax avoidance behavior
of multinational corporations is not clear in violation of the country's tax system, but it
has caused many negative effects. The deliberate arrangement of tax avoidance by
multinational taxpayers will lead to the abnormal flow of capital in the world, resulting
in the distortion of the taxpayer’s behavior. Meanwhile, the tax revenue is an important
source of national revenue, and tax avoidance activities infringe the interests of the state,
resulting in the unfair in international tax. This will also bring potential tax risks to
multinational taxpayers. Apple Inc, one of the most famous multinational enterprises in
the world, through arrangements on purpose, building the framework in many countries
for avoiding the tax. And by implementing the global strategy to tax avoidance, Apple
Inc avoid paying the tax amount to billions of dollars to United States Tax Bureau every
year. This paper focuses on the research and analysis of tax avoidance case of Apple
Inc, explore it how to use tax agreements between countries, tax loopholes, cost sharing
agreements, through complex investment arrangement and related transactions, to
transferred the huge profits to Ireland and reduce the company's overall tax burden.
OECD pointed out that with the advancement of globalization, the issue of international
taxation is increasingly severe, and the tax base erosion and profit transfer (BEPS)
should attract the attention of countries around the world, which is a global challenge.
This case through analyzing the Apple Inc overseas tax avoidance strategy, lead to a
series of thinking on the BEPS action plan.

Key words: international tax; avoidance tax base erosion and profit transfer (BEPS) ; cost
sharing agreement; tax loophole
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[II. APPLE CASE STUDY

A, Overview

The Apple case study examines how Apple Inc., a LS. corporation, has used a variety of
offshore structures, arrangements, and transactions to shift billions of dollars in profits away
from the United States and into Ireland, where Apple has negotiated a special corporate tax rate
of less than 2%. One of Apple’s more unusual tactics has been to establish and direct substantial
funds to offshore entities that are not declared tax residents of any junsdiction. In 1980, Apple
created Apple Operations International, which acts as its primary offshore holding company but
has not declared tax residency in any jurisdiction. Despite reporting net income of $30 billion
over the four-year period 2009 to 2012, Apple Operations Intenational paid no corporate income
taxes to any national government during that period. Similarly, Apple Sales Intemational, a
second Irish affiliate, is the repository for Apple’s offshore intellectual property rights and the
recipient of substantial income related to Apple worldwide sales, yet claims to be a tax resident
nowhere and may be causing that income to go untaxed.

In addition, this case study examines how Apple Inc. transferred the economic rights to
its intellectual property through a cost sharing agreement to two offshore affiliates in Ireland.
One of those affiliates, Apple Sales International, buys Apple’s finished products from a
manufacturer in China, re-sells them at a substantial markup to other Apple affiliates, and retains
the resulting profits. Over a four-year period, from 2009 to 2012, this arrangement facilitated the
shift of about $74 billion in worldwide profits away from the United States to an offshore entity
with allegedly no tax residency and which may have paid little or no income taxes to any
national government on the vast bulk of those funds. Additionally, the case study shows how
Apple makes use of multiple LS. tax loopholes, including the check-the-box rules, to shield
offshore income otherwise taxable under Subpart F. Those loopholes have enabled Apple, over a
fiour year period from 2009 to 2012, to defer paying LS. taxes on $44 billion of offshore
income, or more than $10 billion of offshore income per vear. As a result, Apple has continued
to build up its offshore cash holdings which now exceed $102 billion.
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