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The International Double Taxation — Causes

Physical and legal persons belonging to a Country who obtain income from sources
in other countries are becoming more common in the international economy due
to the amplification and variety of interactions between countries.

Because each of the relevant Countries might claim tax jurisdiction over all or part
of the persons involved, this results in the cohabitation of numerous
complementing or competing tax systems, resulting in duplicate or multiple
taxation of income.

International legal double taxation is the term for this situation.
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The International Double Taxation — Causes

International double taxation refers to two or more countries imposing the same or
similar taxes on the same multinational taxpayer or on the same tax object or
source of different taxpayers.

Usually, international double taxation includes both legal international double
taxation and economic international double taxation.

The so-called legal international double taxation means that two or more countries
or regions impose the same or similar taxes on the same taxpayer for the same
taxation object within the same period.
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The International Double Taxation — Causes '
Legal International Double Taxation =
* The concept of legal international double taxation consists of the following four
elements: =

1) The existence of two or more tax subjects;

2) the same tax subject, i.e. the same taxpayer is liable to two or more countries;

3) the same object of taxation, example: the same income or property value;

4) the taxation of the same or similar nature. =

Only when the above 4 elements are present at the same time, it will constitute :‘\_ B
legal international double taxation. w
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International Legal Double Taxation - Three Disputes

Such legal international double taxation, is the core problem that countries are
trying to overcome through unilateral domestic legislation and bilateral tax
agreements.

Three disputes may result in legal double taxation:

— Source-Source Conflict rTAX'\ ‘
— Resident-Resident Conflict - — f, |
— Source-Resident Conflict u Q
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International Legal Double Taxation - Disputes

Source-Source Conflict =

¢ Due to differences in how the source of income is defined under their domestic
legislation, two countries may use the source principle to tax the same item of =
income.

* For example, State A's domestic tax laws may stipulate that a non-resident
corporation's sales revenue be taxed in that Country if the transaction was made
through an office there.

* In contrast, if the transfer of possession of the goods sold occurs within Country B, -
the tax laws of that country may tax revenue earned from non-resident corporate
sales. Because of the disagreement between State A and State B's tax laws, income .
resulting from a sale made via an office in Country A for delivery in Country B would
be taxed in both states.
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Resident-Resident Conflict

* In this case, both countries claim to be the resident country of the taxpayer from
their respective domestic tax laws. In this case, the taxpayer is referred to as a "dual =]
resident".

* For example, China may regard a company incorporated in China to be a resident of
China for tax reasons, but Malaysia may consider the same company to be a
resident for Malaysian tax purposes since its management is situated in Kuala
Lumpur. Each government believes it has the right to tax the taxpayer's worldwide
income.

* As a result, the taxpayer is paying two taxes on his worldwide income: one in the .
first country, which considers him to be a taxpayer resident, and another in the %,
second country, which also considers him to be a taxpayer resident.
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Source-Resident Conflict

* One state may apply the residency or nationality principle to tax income earned by
a person, whereas another state may apply the source principle to tax on the same
income.

* Company A, a resident of State A, may, for
example, earn income in State B as a result of
its significant activity there.

* Company A would be taxed by State A on its
worldwide income, which would include
income from State B. State B would impose a ‘
tax on income earned within its jurisdiction. W
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When you apply the content in our videos and publications as a reference, you need to:
check the information contained therein whether it’s up-to-date, accurate and complete, and

seek your own independent professional advice, this is because the scope and extent involved
in each individual case is different.
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