
C h a p t e r 7

A n t i - a v o i d a n c e M e a s u r e s

7 . 1 I N T R O D U C T I O N

International transactions provide many opportunities for the avoidance of tax. In this
context, tax avoidance must be distinguished from tax evasion, which is illegal and
usually involves the intentional nondisclosure of income or fraud. Tax avoidance is
difficult to define precisely, but generally means transactions or arrangements entered
into by a taxpayer in order to minimize the amount of tax payable in a lawful manner.

The ways of avoiding tax through international transactions are far too numerous
to itemize. The following examples, however, illustrate the range of possibilities:

- A taxpayer can shift his or her residence from one country to another country
that levies lower or no taxes.

- A taxpayer can divert domestic source income to a controlled foreign entity,
such as a trust or a corporation, established in a tax haven.

- A taxpayer can establish a tax haven subsidiary to earn foreign source income
or to receive dividends from subsidiaries in other foreign countries.

- If advantageous treaties exist, a taxpayer can route dividends, interest,
royalties, and other amounts through subsidiaries established in foreign
countries in order to reduce the amount of withholding tax on such amounts.

Not surprisingly, most countries have anti-avoidance rules to deal with certain
types of international tax avoidance, and some countries still have exchange controls
to regulate foreign investments and transactions by residents. Although these controls
can be effective in preventing international tax avoidance, over the past several
decades countries have abandoned exchange controls in favor of the free movement of
capital.

Countries that do not use exchange controls employ a wide variety of tax
measures to combat international tax avoidance. Some important examples of such
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