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A Tax Risk Analysis of the Functional Orientation of Subsidiaries of the Multinationals
ZHANG Hong, ZHANG lJiachen, LIU Wei & LI Jian

Abstract: In the wake of the accelerated pace of economic globalization, multinationals have been taking the advantages
of global resources to facilitate their rapid business developments. In view of the diversities in resources, tax systems and
management among countries, the multinationals will consider their global strategies and a specific country’s location savings in
establishing foreign subsidiaries. From a transfer pricing perspective, the profits earned by a company should be consistent with
its functional orientation; otherwise the company would be exposed to tax risks. This paper analyzes the potential tax risks caused
by the change in the functional orientation of subsidiaries of multinationals through a case study, aiming to provide reference for
tax authorities in handling similar situations.

Keywords: Multinational enterprises; Functional orientation; Transfer pricing; Tax risk
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