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MODULE 2.09 – UNITED KINGDOM OPTION 
 

ADVANCED INTERNATIONAL TAXATION 
(JURISDICTION) 

 
TIME ALLOWED – 3¼ HOURS 

 
This exam paper has three parts: Part A, Part B and Part C. 

You need to answer five questions in total. You will not receive marks for any additional 
answers. 

You must answer: 

• Both questions in Part A (25 marks each) 

• One question only from Part B (20 marks) 

• Two questions only from Part C (15 marks each) 

Further instructions 
• All workings should be made to the nearest month and in Pound Sterling, unless 

otherwise stated. 

• As you are using the on-screen method to complete your exam, you must provide 
appropriate line breaks between each question, and clearly indicate the start of each new 
question using the formatting tools available. 

• Marks may be allocated for clarity of presentation of your answers. 

• The time you spend answering questions should correspond broadly to the number of 
marks available for that question. You should therefore aim to spend approximately half 
of your time answering Part A, and the other half answering questions in Parts B and C. 

• The first 15 minutes of the exam is reading time. You will be allowed to annotate the 
question paper during this time; however, you will not be permitted to start writing or 
typing your answer, or use a calculator. The Presiding Officer will inform you when you 
can start answering the questions. 

For your information this paper is accompanied by: 
ADIT Examinations 2019 Tax Tables 
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PART A 
 

You are required to answer BOTH questions from this Part. 
 
1.  

1) What is the Diverted Profits Tax, and how can it apply to a company?          (19) 

2) Green Ltd is a profitable UK tax resident company, and is a member of a large 
international group. It uses commodities and specialised manufactured materials 
in its trade, which are obtained on a complex international market.  

The ultimate parent (not a UK resident) and a fellow subsidiary, Red Ltd, enter into 
complex contractual arrangements for the purchase of these materials which will 
last for a period of three years. Red Ltd is resident in a jurisdiction with only nominal 
profits tax. Red Ltd’s staff consists of a part-time accountant and part-time office 
assistant. 

In the accounting period under review, Green Ltd pays Red Ltd £50 million for its 
supplies. Transfer pricing discussions with HMRC are deadlocked. 

How might DPT apply in the above circumstances?                                                    (6) 

Total (25) 
 
 
2. You have acted for your client Archie for a number of years. Archie is UK tax resident 

and has always lived and worked in the UK where he has developed and successfully 
commercialised a number of patented products. Archie has been discussing a joint 
venture with a third party to commercialise a patent he holds for an early stage product. 

Archie has been approached by a tax firm with a plan to transfer ownership of the patent 
to a company resident in a treaty territory. The firm has informed Archie that the plan 
would include the following features: 

• Archie would not incur UK income tax on royalty income received by the company, 
although he would have full access to and use of the income. 

• Archie would not incur UK tax on the contribution of the patent to the overseas 
company or on any later disposal of a patent by the overseas company. 

• UK parties paying a royalty to the company (including the joint venture party) would 
not have to pay UK withholding tax. 

The firm has also told Archie that the arrangements have been issued with a disclosure 
number from HMRC. You do not have any details of the plan, and Archie does not want 
you to speculate or comment on any specific details as these will be provided later. 

Archie has not been involved with multi-jurisdictional arrangements before. His view was 
that the tax result seems too good to be true; however the adviser has told him that the 
relevant tax treaty follows the OECD model and will prevent UK taxation on the income 
earned offshore, and that UK anti-avoidance legislation will not disapply the treaty. 

You are required to draft an email to Archie, explaining: 
1) Why the UK is party to double tax treaties, and how (subject to anti-

avoidance provisions) the treaty may prevent the UK imposing tax on 
royalties received by the joint venture company.                                                          (5) 

2) What the “principal purpose test” is, in the OECD model treaty. What facts 
and circumstances would be relevant in interpreting such a treaty provision 
in this case?                                                                                                                                       (10) 

3) The UK General Anti-Abuse Rule (GAAR), which factors indicate whether the 
GAAR may be considered, and how it interacts with the UK tax treaty.         (10) 

Total (25) 

You are not required to consider the potential applications of any other legislation, 
including other anti-avoidance legislation.  
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PART B 
 

You are required to answer ONE question from this Part. 
 
3. You are the UK tax manager of a multinational group headquartered outside the UK 

which prepares accounts under International Accounting Standards (IAS) and which will 
consolidate the company results below for the accounting period to 31 December 2018.   

 
The finance director has asked you for a description of the UK anti-hybrid mismatch and 
corporate interest restriction rules, and a note of what disallowance, if any, would apply 
to the group. 
 
You are to use the following provisional numbers and assumptions, pending finalisation 
of the audited financial statements: 
 
  Interest  Interest  Estimated 
  Payable  Receivable EBITDA 
Company  £ million  £ million  £ million 
 
Parent Company A, State S 1  1  1 
UK Company B 8  3  0 
UK Company C 12  1  10 
UK Company D 0  5  30 
Company E, State S 0  12  30 
      
The adjusted net group interest expense is estimated at £20 million. Brought forward 
figures are to be ignored. Draft group consolidated financial statements are not yet 
available. All subsidiaries are 100% owned by Parent Company A. Interest payments are 
all compatible with UK and State S transfer pricing rules. 
 
UK Company B, which is wholly owned by Company E, has paid Company E interest of 
£8 million. In State S it is possible to elect for subsidiaries to be treated as if they were 
branches of their parent companies and such an election is in place for Company B. 
 
You are required to write to the finance director with the requested information. 

(20) 
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4. Sharon has always been tax resident and domiciled in the UK. Sharon has recently 
married.  Phil, her new husband, has always lived in Jersey. Following the wedding, 
Sharon and Phil intend to retire. They are undecided as to whether to retire to Jersey or 
the UK.   

 
Although Phil thinks that moving to Jersey could save Sharon a significant amount of tax, 
Sharon has a concern that this would mean that she would no longer be able to provide 
holiday childcare for her grandchildren. Sharon currently takes care of her grandchildren 
at her London home during school holidays, including for six weeks over the summer and 
two weeks at Christmas. 
 
If she did move to Jersey, Sharon would keep her London house but would use an 
internet-based facilitator to occasionally let it out for very short term lets when not using 
it. 
 
Sharon’s main source of income is a 30% interest in Den’s LLP, a UK LLP that carries 
on a UK hospitality trade. On retirement Sharon will not actively be involved in the day to 
day running of Den’s, and the other partners (her two children) will manage the business. 
Sharon will maintain a 30% share which is estimated to generate an annual profit share 
of £500,000. The trade activities and assets are carried out solely within the UK and this 
will not be impacted by Sharon’s move. The main assets of the LLP consist of freehold 
business property and goodwill. 
 
Sharon does not intend to transfer material assets to Phil. 
 
Sharon’s children are resident and domiciled in the UK. 
 
Sharon has requested you to assume that if she moves to Jersey, she will do so at the 
end of the current tax year and will be considered resident there in the year following her 
move. 
 
You should assume that any relevant articles of the UK-Jersey treaty follow the OECD 
model treaty. 

 
You are required to draft an email to Sharon, answering the following questions: 
 
1) How much time can Sharon spend in London with her grandchildren in the 

tax year following her move to Jersey and not be UK resident under the 
current UK domestic legislation? You should explain your answer and any 
assumptions.                                                                                                                                       (8) 
 

2) Does Sharon’s UK residence status matter to her UK Income Tax position? 
You should explain your answer and any assumptions.                                           (7) 

 
3) You are aware that Sharon has been considering selling her interest in the 

LLP to her children.  What would the Capital Gains Tax consequences of 
such a sale be if Sharon is non-UK resident? Would her residence status 
make any difference to the UK tax treatment?                                                                 (5) 
 

Total (20) 
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PART C 
 

You are required to answer TWO questions from this Part. 
 
5. You are a UK tax adviser. You are going to meet the owner and director of a company 

based in Ruritania (RCo). He has incorporated a UK subsidiary (UKCo) to handle 
business with all of RCo’s UK customers, and would like to discuss UKCo’s UK tax 
obligations, the taxation of his personal income, and any anti-avoidance rules which 
might apply to UKCo. 
 
RCo has a turnover of around £2 million per year and has three employees, including the 
owner/director. It is anticipated that there will be one full- or part-time employee in the 
UK, and that UK turnover will initially be around £300,000 per year. The operations 
consist of selling specialised spare parts for machinery which are purchased from third 
parties in Ruritania, which UKCo will buy from RCo. The Ruritanian owner will be the only 
director of the UK entity. 
 
Ruritania has a double tax agreement with the UK, identical to the OECD model 
agreement. 
 
You are required to prepare notes for your meeting, to cover: 
 

• UKCo’s UK tax obligations generally;                                                                                   (4) 
 

• How the owner/director’s personal income will be taxed in the UK, if at all; 
and                                                                                                                                                             (5) 
 

• What anti-avoidance rules might apply to UKCo, particularly in relation to 
transactions with RCo.                                                                                                                   (6) 

 
Total (15) 

 
 

 
6. You are the newly appointed cross border tax adviser in a multinational group with a 

presence in the UK. The group’s policy is that expatriates are fully tax equalised: that is, 
if they are assigned to another country, their total remuneration is reduced by the amount 
of their home country tax, in return for the group meeting all of their home and host 
country tax and social security liabilities resulting from the assignment. 
 
The general manager of one of the divisions wants to bring people to work in the UK for 
periods of five months in the case of some personnel, and two years for others. They are 
currently legally employed by a Ruritania subsidiary of the group, and would remain so 
employed during their secondment to the UK.   
 
The general manager argues that double tax agreements mean that the assigned 
personnel would only be liable to tax in one country, and that since the tax rates in the 
UK and Ruritania are comparable, there will be no tax cost to the assignments. Moreover 
those assigned to the UK for only five months will be exempt from UK taxes because 
they will be in the UK for less than 183 days.  
 
The UK has a double tax agreement with Ruritania, identical to the OECD model treaty. 
There is no reciprocal agreement for social security. 
 
You are required to prepare a memo confirming the general manager’s 
assumptions, or alternatively setting out why he needs to budget for additional UK 
tax costs.                                                                                                                                                           (15) 
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7. An audit colleague has asked for your help in assessing the potential impact of the State 
aid investigation into the UK Controlled Foreign Companies (CFC) treatment of non-
trading financing profits for an audit client. The investigation is focused on whether 
Chapter 9, Part 9A TIOPA 2010 comprises illegal State aid. 

 
The client has one low tax financing CFC (Finco). Finco is resident in an EU member 
state and is 100% held by UK plc. Finco has made the following loans that were 
outstanding throughout the year ended 31 December 2018: 

 
 
 
Loan 

 
 
Borrower 

Loan 
value 
€ million 

Interest accrued 
for the year 
€ million 

 
 
Other information 

 
A 

 
US group 
company 

 
1,500 

 
200 

 
The loan was made in order to 
fund an acquisition by the 
borrower. 

 
B 

 
UK plc 

 
500 

 
75 

 
The funds were fully used by 
UK plc to make a loan to an 
Australian group company. 

 
C 

 
German 
group 
company 

 
200 

 
10 

 
The loan was made to fund 
the purchase of a plant and 
machinery in Germany. The 
loan was originally made by 
the UK and the receivable was 
acquired by Finco in 
December 2015. 

 
D 

 
Luxembourg 
group 
company 

 
50 

 
Loan is interest 
free 

 
The Luxembourg company 
has put the funds on deposit 
with a third-party bank. 
 
An arm’s length interest 
accrual for the year is 
estimated at $2 million. 
 
Finco’s local tax treatment 
does not transfer price 
financing income. 
 

 
Finco is fully funded by equity, has immaterial expenses and pays tax on interest income 
at an 8% rate. The average exchange rate for the year ended 31 December 2018 is €1.2 
to £1. 
 
The head of tax at the client has told the audit team that, although UK plc has made an 
election to apply Chapter 9 to the profits of Finco, UK plc only adopted its 2018 filing 
position for reasons of certainty and simplicity and if Chapter 9 had not been available 
UK plc would have filed tax returns on the basis that there was no CFC charge in respect 
of Finco. 
 
Your audit colleague seeks to understand the amounts that could be at stake, and the 
possible basis for the head of tax’s comments. 
 
 
 
 
 
 

Continued  
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7.  Continuation 
 
You are required to prepare notes for your conversation with the auditor, setting 
out: 

 
1) The maximum UK CFC charge that could have applied in respect of the year 

ended 31 December 2018 if the group had not made an election to apply 
Chapter 9, and on the assumption that all of the profits pass through the 
Chapter 5 gateway. Explain how the election to apply Chapter 9 could have 
impacted this.                                                                                                                                   (10) 
 

 
2) Any basis on which it may be argued that there would be no CFC charge 

under Chapter 5 if Chapter 9 were not claimed, in respect of Finco’s profits 
for the year ended 31 December 2018?                                                                                (5) 
 

You are not required to comment on the State aid investigation or the recovery of 
aid. 

Total (15) 
 
 
8. Your client is EPC Group, a multinational engineering architecture and design 

consultancy. EPC Group has a client, FoodCo, based in Westland, an EU country, which 
manufactures and processes food in plants worldwide.   
 
EPC Group has two distinct projects with FoodCo. The first project is to assist FoodCo 
with the redesign of a generic plant which might be built in any country in the world (the 
preliminary design project). The second project is to assist FoodCo with the design of 
such a plant to be built in the UK (the detailed design project).   
 
EPC Westland will handle the preliminary design project. EPC UK will supply assistance 
from its specialised units in the UK, for which it will invoice EPC Westland.    
 
EPC UK will handle the detailed design project, which will take place after the preliminary 
design project is completed. EPC Westland will provide generic design information to 
EPC UK for use in this project, and EPC Westland employees may visit the UK from time 
to time for liaison. 
 
It is not clear whether EPC UK may contract and supply services to FoodCo in Westland, 
or possibly to a FoodCo office in the UK. 
 
There is a tax treaty between Westland and the UK, conforming to the OECD model. 
 
1) You are required to comment on the UK VAT implications of the above 

supplies of services.                                                                          (10) 
 

EPC Group is later asked to assist in construction by designing and manufacturing 
significant components of the plant at a specialised facility which it owns in Westland. 
EPC Westland sources components for the unit to be made from various third parties, 
manufactures the unit, then installs it at FoodCo UK’s site. Procurement and assembly 
takes six months, and Westland personnel are on site for nine months installing and 
commissioning the unit. In total the FoodCo plant takes 18 months to build. 
 
2) You are required to comment on the UK VAT and Corporation Tax 

implications of this activity.                                                                         (5) 
 

Total (15) 
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9. Your US colleagues have contacted you with regard to a US entity, Zelda Inc. Zelda Inc. 
provides consultancy services to global customers and has been operating in the UK 
through a UK branch throughout the year ended 31 December 2018. The group has 
established that it will be subject to UK Corporation Tax on the profits of the branch and 
has asked for advice on how the UK tax liability should be calculated. 
 
The group has no other UK operations. 
 
Zelda Inc. has drawn up the following profit and loss account in respect of the branch, 
this was produced for management purposes in order to determine bonus remuneration 
for the branch staff. 
 
Description $ million 
 
Sales made by UK branch 

 
120 

 
Contribution for facilitation of sales by US head office (cost plus 5%) 

 
20 

 
Notional royalty to head office for use of IP 

 
(12) 

 
Staffing costs (UK employed staff) 

 
(50) 

 
Charge made for use of US staff (cost plus 5%) 

 
(20) 

 
Admin expenses 

 
(7) 

 
Interest charge (based on funds provided from the head office to the branch) 

 
(20) 

 
Depreciation of fixed assets 

 
(1) 

 
Profit / (loss) 

 
$30 

 
You are required to draft an email to Mary, your US colleague, outlining and 
explaining how the UK taxable profit of the branch should be arrived at. As well as 
setting out relevant general principles, your manager has requested that you 
explain the approach to paying for access to intellectual property and financing. 

(15) 
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