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Abstract 
Advance pricing arrangement is an agreement between the enterprise and the tax 
authorities on the pricing principles and calculation methods of related party 
transactions in the future.In the context of economic globalization, in order to reduce the 
tax burden of enterprises and improve the overall profit, multinational corporations 
often use a series of tax planning means to avoid national tax behavior.As a more 
effective anti tax avoidance strategy, advance pricing arrangement has been gradually 
developed in practice.Starting with the tax avoidance cases of Starbucks in the United 
States, this paper analyzes in detail the structure and means of cross-border tax 
avoidance under the advance pricing arrangement system, carries out risk and 
prevention and control analysis, deeply analyzes the advance pricing arrangement and 
anti tax avoidance, and puts forward countermeasures in combination with the existing 
tax policies. 
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1. Case Background 

1.1. Background of the Enterprise Involved 
Starbucks (Notes A), the world's largest coffee chain, has a wide number of stores. As of the 
second quarter of 2019, Company A has had 30,626 stores worldwide, covering more than 76 
countries and regions. Company A effectively makes use of its transnational operation 
advantages to explore a suitable model in the international tax planning, and enjoys the tax 
benefits brought by the tax differences in different countries. However, according to the data, 
company A accounts for 80% to 90% of its global domestic tax payment, that is, only about 10% 
of its total tax payable in other countries and regions in the world. The reasons for such a large 
tax difference are worth further discussion. 

1.2. Enterprise Holding Structure 
Company A invests in subsidiaries worldwide and adopts different business structures 
according to different characteristics of different states, including 100% equity in UK, Thailand, 
and 50% equity in Taiwan, China, HK, Shanghai, or about 5% in Singapore, Philippines and 
Beijing markets. 
Through starbucks American headquarters and the rest of the world subsidiary complex 
holding relationship, make A company eventually control in the UK limited partnership 
company (B), B company holding B company headquarters, while the Netherlands A company 
headquarters and holding Switzerland A company and Dutch A company manufacturing two 
companies. 
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1.3. Case Introduction 
As a world-famous large coffee chain company, American A company has been operating in the 
European market for more than ten years. Its popularity and sales performance are very 
considerable, but the tax amount is very small. According to the survey, in the first 14 years of 
business in the UK, Company A earned 3 billion pounds ($4.8 billion US dollars), but the 
cumulative corporate income tax payment was only 8.6 million pounds ($13.76 million US 
dollars), less than 1% of the turnover. In 2011, Company A had a UK turnover of £398 million 
($637 million), but announced a loss of £32.9 million ($52.64 million) without paying any taxes. 
In 2017, company A earned £162 million in Europe, but paid only £4.5 million in the UK tax, 
with an effective tax rate of only 2.8%, far below the UK corporate income tax rate of 19.5%. 
After the phenomenon of abnormal tax payment of Company A was exposed to the public eye, 
the tax problem of multinational companies also became the target of public criticism. Through 
the tax avoidance structure of "American-UK Partnership- -Netherlands-Switzerland", 
company A used non-illegal means to complete profit transfer to achieve tax avoidance purpose 
to cause public dissatisfaction, but this just took advantage of the existing laws to enable the A 
company to make precise planning plans. The negative impact of using unreasonable tax 
avoidance strategies on international taxation is a strong warning to multinational companies, 
and it is also of great historical significance for the study of the anti-tax avoidance problem of 
reservation pricing arrangement. 
Tax avoidance structure analysis: 
1) Company B: Company A, a partnership located in the UK, has signed a cost-sharing 
agreement with Company A headquarters in the US, to jointly enjoy and develop Company A's 
intangible assets (including trademark rights, coffee bean roasting technology, etc.). At the 
same time, Company B also grants coffee bean baking technology to the right to manufacture 
and other intangible assets to the headquarters of Company Netherlands A, and charges a large 
number of royalties from Company Netherlands A. 
2) Company A Headquarters: responsible for negotiating and signing relevant purchase and 
sale agreements, including the purchase of raw coffee beans from Company A and the sales 
agreement for the sale of products manufactured by Company A. At the same time, the 
headquarters of Dutch company A also has the right to grant the trademark right and other 
intangible assets of each store A company and collect certain royalties. 
3) Manufacturing of Company A: it is a material processing enterprise, which is only responsible 
for the baking and packaging of raw coffee beans. Although it has the right to sell its finished 
products to each store, the relevant sales agreements are signed by the headquarters of 
Company A, and company A does not perform the purchase and sale function. 
4) Company A of Switzerland: Mainly responsible for the global procurement of endogenous 
coffee beans, and selling their raw coffee beans to various manufacturing plants at high prices, 
including the Manufacturing company A of the Netherlands. 

2. Case Analysis 

2.1. Arrange the Situation 
Appointment pricing arrangement refers to the binding agreement signed by an enterprise and 
the relevant tax authorities before the related transaction. This agreement stipulates the 
standard for the transfer price of the related transaction in a certain fixed period, which can 
provide more certainty for taxpayers and the transaction matters. 
In this case, booking pricing arrangement is mainly made by the Dutch A company and the 
Dutch local government, make the Dutch A company manufacturing in the actual process of 
business with overseas affiliates and management substance is inconsistent with related party 
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transaction pricing agreement, thus transfer the Dutch A company, especially the Dutch A 
company manufacturing operating profits to overseas, reduce the tax burden of the Dutch A 
company manufacturing in the Netherlands. 
The specific reservation pricing arrangements for Dutch A are as follows: 
2.1.1. Related Procurement 
Switzerland has obvious advantage of low tax rate, A company to use this will be responsible 
for raw coffee beans procurement branch established in Switzerland (Switzerland A), through 
Switzerland A company at high price raw coffee beans sold to all over the world A 
manufacturing company (including the Netherlands A manufacturing), the company profits 
gathered in Switzerland. Among them, the price of its raw coffee beans is sold to Dutch company 
A at a 20% profit margin according to the cost-plus method, and the profit margin is much 
higher than the average profit level of other raw coffee beans processing and manufacturing 
enterprises. 
2.1.2. Related Sales 
In the reservation pricing arrangement, Dutch Company A Manufacturing positions itself as a 
processing enterprise and uses the transaction net profit method to calculate the tax payable, 
that is, the profit margin of 9% to 12% multiplied by the cost. The reason why A claims to be a 
processing enterprise is that all procurement and sales of A are signed by the headquarters of 
A, and it does not need to bear any risks and losses in procurement and sales, so it is reasonable 
to position itself as a processing enterprise. Therefore, when calculating the profit margin, 
Dutch A not only eliminates the costs of raw materials, packaging and other related ancillary 
products, but also exclroyalties and transportation expenses, which only includes the related 
costs of processing coffee beans into the calculation. In addition, the products manufactured by 
Dutch A sell the same products to affiliated A stores or unrelated A stores at the same price. 
2.1.3. Transfer of Intangible Assets 
Company B is a partnership of Company A headquartered in the United Kingdom. It has signed 
a cost-sharing agreement with Company A headquarters, and can jointly enjoy and develop 
intangible assets such as trademark rights and coffee bean baking technology of company A 
with the headquarters. British Company B then granted the trademark right to the 
headquarters of Dutch Company A, and granted Dutch Company A the right to use the coffee 
bean baking technology, so that Dutch Company A needs to pay a large amount of royalties to 
British Company B. It is worth mentioning that the royalties paid by Dutch Company A to British 
Company B are all the balance of its profits after retaining its reasonable profits, that is, the only 
amount left by Dutch Company A available for tax calculation is the remaining reasonable 
profits for the current period. 

2.2. Suspected Tax Avoidance Points 
2.2.1. Suspicion of the Procurement Process 
Holding the parent company using the characteristics of different regions to open branch, in 
Switzerland, Ireland and other low tax countries buy raw material production of cheap high 
quality coffee beans, if again through the market price to sell coffee beans to its own stores, will 
make trading companies earn large profits to realize the transfer of money. Because city stores 
used by coffee bean raw materials mostly from their own enterprise trade co., LTD., coffee 
beans before shipped to the city stores, also need to process baking company, after such a 
process, stores at all levels will pay high fees to trade and baking companies, accordingly, the 
turnover at all levels of stores will be greatly reduced, high tax revenue share at the lowest level, 
and money is transferred to low tax transactions and baking companies. 
In addition, according to A company accounts in the Netherlands, according to manufacturing 
division profit is extremely weak, 80% of its profits are used to buy Switzerland and other trade 
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areas of coffee beans and electric baked coffee beans equipment and packaging, plus the Swiss 
local law did not specify the enterprise must open accounts, this increases the possibility of the 
accounting false. 
2.2.2. Functional Positioning of Dutch Company a Manufacturing 
In the reservation pricing arrangement, Company A Manufacturing of The Netherlands defines 
itself as the incoming material processing enterprise of Company A, and all procurement and 
sales are signed by the headquarters of Company A, The Netherlands. Therefore, no risk and 
loss in procurement and sales is fully in line with relevant regulations. However, according to 
the investigation of the relevant departments, the Dutch company A manufacturing in the so-
called "risk-free processing business", but also made an inventory decline provision, that is, 
indicating that it has assumed the corresponding inventory risk, which is contrary to the 
previous statement of "risk-free processing processing business". 
Dutch A company manufacturing on the basis of bear the risk of goods, in the use of trading net 
profit calculation tax payable, should be coffee bean cost, inventory price reserves and other 
expenses as a cost base to calculate the tax payable, but because its identified as a processing 
enterprises, and not so calculation, less pay a lot of taxes. 
2.2.3. Comparable Profit Level Adjustment Method 
Even if it is reasonable to see the Dutch company A manufacture as a processing company, the 
method to adjust the comparable profit level is still controversial in the reservation pricing 
arrangement. When adjusting the profit level of a comparable company, Company A removes 
the cost of raw materials from the full cost as the denominator, in addition to eliminating the 
corresponding capital cost of raw materials in the profit level as a molecule. This adjustment 
method does not take into account the cost of capital related to accounts receivable and payable, 
but only there is no basis for incorporating the cost of inventory capital into the calculation. 
Table 1 shows the comparable profit level range of the Dutch A manufacturing method in 2011. 
When the molecular comparable profit margin index (profit level) and denominator (full cost) 
are adjusted at the same time, the Dutch A manufacturing tax payable in the Netherlands is 
reduced by 58.89% compared with only the denominator (full cost). In addition, the company 
also suspected tax avoidance for cost-ups on other products such as paper towels and paper 
cups. 
 

Table 1. Profit level adjustment table of comparable companies 

In 2011, operating 
profit 

complete 
cost 

cost of 
material 

profit Adjusted 
FCPR (1) 

Adjusted 
FCPR (2) 

Compare Company 
1 

850 12,552 8,753 4.59% 11.8% 22.37% 

Compare Company 
2 

109 1,555 760 4.59% 9.32% 13.71% 

... ...  

Comparable 
Company 19 

49 953 491 4.59% 5.73% 10.61% 

Comparable 
Company 20 

264 7,421 3,507 4.59% 7.74% 11.87% 

low -6.37% -3.25% 
Low quartile values 7.24% 11.54% 
median 10.56% 16.78% 
High quartile values 28.73% 36.90% 
maximum value 69.12% 73.13% 
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2.2.4. Reasonableness of the Transfer of Intangible Assets 
A company headquarters regulation, all overseas business branch need to take out 6% of the 
annual sales as the intangible assets use fee paid to A company headquarters, the intangible 
branch around the profits transferred to the headquarters, after the headquarters of the 
intangible assets use fees transferred to lower tax rate, into the partnership's taxable income, 
to pay relatively low taxes, avoid the large transfer of intangible assets to pay the enterprise 
income tax. 
In addition, the royalties are usually calculated in accordance with the output, sales indicators, 
however, the Dutch A manufacturing company to B company franchise use time is not according 
to the index, but directly paid to B company all profits after excluding the regular profit balance, 
if the Dutch A company operating profit is below the normal level, the Dutch A company 
manufacturing will therefore get B company subsidies. To some extent, this reservation pricing 
arrangement locks in the regular profit level of companies made by Dutch company A, which is 
equivalent to an agreement with the Dutch government that Dutch company A will pay a 
relatively stable tax amount to the Dutch government every year, thus reducing its own tax 
burden and achieving tax avoidance effect. 

3. Tax Avoidance Effect 

As mentioned above, Company A adopts different tax avoidance means to achieve the purpose 
of tax avoidance under the reservation pricing arrangement. Next, this case will analyze the tax 
avoidance effect of Dutch company A manufacturing and its main affiliated enterprises 
respectively from the perspective of different countries. 

3.1. Tax Burden in the UK 
Dutch Company A Manufacturing transfers all balances except reasonable profits to Company 
B, and Company B, as a limited partnership in the UK, is the headquarters of American Company 
A (as shown in the figure below). That is to say, as a limited partnership, the operating profit of 
Company B does not need to pay corporate income tax at the place of operation, but is 
distributed to the partner. The income tax burden of Company B in the UK is almost 0, and the 
final undertaker is the headquarters of Company A in the United States. 

3.2. Tax Burden in the United States 
As mentioned above, most of the tax burden of Enterprise A occurs in the United States, and 
enterprise B, as a partnership, also pays taxes on its operating profits in the United States. On 
the one hand, Company B needs to charge royalties to Dutch Company A, etc. On the other hand, 
Company B also needs to pay a certain fee annually for the right to the use of intangible assets 
granted by the headquarters of Company A in the United States. As a result, after B had offset 
its expenses against the royalties collected, B's book profits had decreased and the taxes to be 
paid in the United States had become fairly limited. 

3.3. Tax Burden in the Netherlands 
With respect to income tax deduction, the relevant Dutch tax law stipulates that royalties paid 
abroad are not subject to withholding tax, meaning that Company B no longer needs to tax 
withholding income tax when providing concessions to Dutch Company A. In addition, through 
booking pricing arrangement, the Dutch company A only needs to pay the Dutch tax authorities 
on the regular profit level retained, and the corporate income tax payable has been reduced a 
lot on the original basis. 
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3.4. Tax Burden in Switzerland 
 Switzerland's corporate income tax rate is only 8.5%. Dutch company A purchases raw coffee 
beans from Switzerland at inflated prices through transfer pricing, shifting the profits that only 
need to pay corporate income tax at a low tax rate, thus reducing the overall tax burden of 
Group A. 
The following basic model of transfer pricing under the reservation pricing arrangement shows 
how Company A has minimized the overall tax burden through the related procurement 
between Switzerland and the Netherlands. Assuming the Swiss corporate income tax rate is t0 
and the Dutch corporate income tax rate is t1. Company A, Switzerland, sells raw coffee beans 
at the transfer price of p, in the quantity of q, and shall pay the price of Dutch Company A, p1, 
based on the principle of independent transaction. To intuitively observe the effect of transfer 
pricing, assume that Dutch company A manufacturing is sold directly without any processing, 
and the final payment is p2. Swiss A costs c0 and Dutch A makes c1. 
 

Table 2. uses no transfer pricing under the reservation pricing arrangement 
 Swiss A Company Made by Holland Company A 

profit before tax p1q-c0 p2q-c1-p1q 
Enterprise income tax is payable (p1q-c0)t0 (p2q-c1-p1q)t1 

after-tax profits (p1q-c0)(1-t0) (p2q-c1-p1q)(1-t1) 
The overall tax burden of Company A (p1q-c0)t0+(p2q-c1-p1q)t1 

A. Company's overall profit (p1q-c0)(1-t0)+(p2q-c1-p1q)(1-t1) 

 
Table 3. uses the transfer pricing under the reservation pricing arrangement 

 Swiss A Company Made by Holland Company A 
profit before tax pq-c0 p2q-c1-p1q 

Enterprise income tax is payable (pq-c0)t0 (p2q-c1-p1q)t1 
after-tax profits (pq-c0)(1-t0) (p2q-c1-p1q)(1-t1) 

The overall tax burden of Company A (pq-c0)t0+(p2q-c1-pq)t1 
A. Company's overall profit (pq-c0)(1-t0)+(p2q-c1-pq)(1-t1) 

 
As can be seen from the above basic model, the overall tax burden of Company A is reduced (p1-
p) (t0-t1) q after the adoption of transfer pricing, which means that the more the transfer 
pricing price deviates from the price, the greater the overall tax burden of Company A; the 
greater the tax rate difference between the two countries, the greater the overall tax burden of 
Company A, and the more obvious the tax avoidance effect is. 
It can be seen that the reservation pricing arrangement agreement signed by Dutch company A 
and Dutch tax authorities really has a certain tax avoidance effect. 

4. Risk Prevention and Control Analysis 

4.1. Identification and Assessment of Tax-related Risks 
4.1.1. Related Party Transactions Do not Conform to the Principle of Independent 

Transaction 
The principle of independence refers to the transaction between the enterprise and the relevant 
enterprise, which should be charged or paid based on the transaction between the enterprise 
and the independent enterprise. Therefore, when multinational enterprises make loans to 
affiliated enterprises, they should do the following in principle: First, the transaction is 
independent and cannot be traded on the basis of malicious tax avoidance; second, the 
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proportion of assets and debts of the enterprise where the borrower lives should be 
determined, without capital weakening, and they should also pay attention to deducting the 
interest rate before tax to avoid malicious tax avoidance. 
As can be seen from the tax avoidance chain of Company A, Swiss Company A and Dutch 
Company A purchased and sold raw coffee beans at a much higher price than the same industry, 
with the intention of concentrating profits in the low tax rate of Switzerland. In addition, branch 
A in the UK borrows heavily from affiliates in other countries and transfers income from branch 
A by paying high interest fees to affiliates. Company A's tax avoidance behavior is obviously 
tested on the edge of "violating the principle of independent trading". 
For Company A, it should abide by the principle of independent trading, and adopt the law of 
market value without violating the reservation pricing mechanism. Swiss A and Dutch A should 
be an independent transaction between both parties to the market price, rather than only from 
the perspective of tax and economic interests, otherwise the enterprise may face tax adjustment 
from the tax authorities. 
4.1.2. The Company has a Positioning Deviation 
Dutch company A manufacturing positioning itself as a processing enterprise rather than a 
production enterprise, there is a certain positioning deviation. Usually, the production 
enterprises generally purchase raw materials by themselves, and the raw materials are 
generally supplied by the principal, the raw materials are purchased by the principal, the 
enterprise only charge the relevant processing fees. Because all the purchase and sale contracts 
of Dutch company A are signed by the headquarters of Dutch company A, that is, Dutch company 
A does not have the ownership of raw materials, so it positioning itself as the type of processing 
materials. But at the same time, the Dutch manufacturing company A has set aside the 
corresponding inventory price decline provision, indicating that it has the ownership of raw 
materials, and has assumed the corresponding risk. The above two contradictory behaviors 
expose the deviation in the functional positioning of its own company. 
Company A should clarify the manufacturing positioning of Company A in the Netherlands 
according to the actual situation. The company's positioning has a great impact on the future 
development of the company. If the enterprise function is positioned by the fuzzy boundary to 
achieve the effect of tax avoidance, it will face further inspection by the tax authorities. 

4.2. Suggestions on Adjustment Measures of Multinational Corporations for the 
Above Possible Points of Tax Risks 

4.2.1. Strengthen Internal Management to Avoid Tax Risks 
Although the BEPS action plan is not legally binding on all countries in the world, it will 
inevitably have an impact on the formulation and revision of national anti-tax avoidance related 
laws. Therefore, multinational enterprises should understand the BEPS action plan to a certain 
extent and strengthen their internal management to avoid tax risks. 
(1) Under the BEPS action plan, multinationals should review whether some of the "edge ball" 
matters they are doing are still legitimate. If it is no longer legal, the company needs to replan 
and adjust its relevant planning, investment structure and reasonable tax avoidance methods, 
otherwise it will bring huge tax risks to the enterprise. 
(2) For cross-border transactions that have not been formally conducted, the BEPS action plan 
should be carefully understood before proceeding. For some new restrictions in the law, the 
enterprise should not be involved in cross-border transactions, otherwise the enterprise will 
need to pay huge penalty costs. 
(3) Enterprises should actively provide global relevant information to China's tax authorities 
to jointly promote the development of China's export trade and tax-related development. 
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4.2.2. Measures for Enterprises to Avoid the Risks of Related Party Transactions 
When tax authorities investigate relevant business, enterprises and related parties related to 
the investigation business shall actively provide relevant information to tax authorities in 
accordance with relevant regulations to prove that they comply with the relevant principles of 
independent transactions and reduce tax-related risks. 
Appointment pricing arrangement is an effective international anti-tax avoidance measure, 
which can effectively reduce the uncertainty of tax payment results and avoid some post-
adjustment problems. The most obvious benefit of the reservation pricing mechanism is that 
the tax authorities transform the company transfer pricing arrangement into a subsequent 
investigation, which is the best way for enterprises to avoid tax risks, and it is also an effective 
arrangement for both parties to achieve a win-win situation. Therefore, before conducting a 
related party transaction, the tax authorities may provide it with the method and calculation 
method of evaluating the company and its affiliates. The pre-pricing arrangement approved by 
the tax authorities after consultation with the enterprise can effectively avoid the tax risks of 
the enterprise. 

4.3. China's Tax Authorities Should Make Suggestions for Such Cases 
4.3.1. Suggestions for Tax Legislation 
First of all, we should establish relevant anti-tax avoidance laws, which have formulated similar 
provisions in the past. As for the introduction of the BEPS Final Action Plan, China continues to 
improve the tax laws and regulations related to reservation pricing within the core idea of the 
rules and plans. China's vigorously revised and improved the Implementation Measures of 
Special Tax Adjustment emphasizes the great significance of tax data collection to strengthen 
the supervision and management of foreign enterprises. In response to the BEPS Final Action 
Plan, China has issued and improved the Announcement on Improving Related Declaration and 
Corresponding Data Management in recent years, setting out specific rules for the reports and 
data of related companies. As a result, Chinese policy makers attach great importance to 
international tax avoidance and continue to enact relevant laws and regulations. 
4.3.2. Strengthen Supervision and Punishment 
We have adopted the policy of opening up, but some local governments blindly encourage 
investment. Multinational corporations often enjoy huge tax incentives in attracting foreign 
direct investment and promoting rapid domestic economic growth. If a multinational company 
promises to pay a certain amount of tax to local governments every year, ignore the 
international tax evasion of multinational companies, and transfer the relevant benefits to our 
country in the areas with lower tax rates, it will undoubtedly greatly provoke China's current 
tax policy. Therefore, the tax authorities must raise people's awareness of preventing tax 
evasion, and formulate strict laws and regulations to prevent tax evasion. 
Multinational companies dare to avoid tax avoidance because the law does not punish 
companies for avoiding harmful taxes. When conducting international tax avoidance, 
multinational corporations can not only bring high economic benefits by reducing tax payment 
after successful tax evasion, but also need to receive minimal punishment measures, even if the 
escape from tax payment is discovered. Most international companies may choose to take risks 
when tax evasion benefits more than penalties. Therefore, it is necessary to severely punish 
such an illegal and unreasonable transfer pricing behavior, and make the illegal cost greater 
than the interests under the illegal situation, which will effectively reduce the unreasonable tax 
avoidance behavior of multinational enterprises. 
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