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CHALLENGES IN DETERMINING THE TAX BASE 
AND IDENTIFYING CONTROLLING PERSONS 

 
This article examines the current challenges related to the operation of the profit taxation mechanism for controlled 

foreign companies (CFCs) in Ukraine, within the context of the implementation of the BEPS Action Plan and global 
trends towards de-offshorization. The author substantiates that the incorporation of CFC rules into national tax 
legislation is a necessary step to counteract the erosion of the tax base and profit shifting to low-tax jurisdictions. It is 



212, 2026

 

 
86
 

demonstrated that the execution of these rules is accompanied by systemic difficulties related to determining the taxable 
item, identifying controlling persons, and imposing an excessive administrative burden on businesses.

The purpose of the study is to conduct a comprehensive analysis of issues related to determining the tax base for 
CFC income and to develop research-based recommendations for improving the relevant tax mechanism. The article 
highlights the main areas for adjusting the financial performance of foreign entities. Specifically, the research explores 
the specifics of applying the “ring-fencing” mechanism to transactions involving financial instruments, the concept of 
tax neutrality for accounting estimates, the limitation of interest expenses, and the application of the arm's length 
principle. It has been established that current adjustment algorithms create a significant gap between financial and tax 
accounting, often resulting in the taxation of "paper" profits.

The analysis of conditions for exempting CFC adjusted profits from taxation demonstrates that the current system 
requires institutional modernization to minimize the risks of artificial business fragmentation. The study proposes 
strategic areas for improvement, namely: the systematic harmonization of tax accounting with IFRS, the differentiation 
of penalties based on the economic substance of violations, and the enhanced digitalization of administration processes. 
It is substantiated that these measures will enable a fair balance between the state's fiscal interests and the principles of 
economic neutrality, encouraging transparent international operations by domestic investors.

Keywords: controlled foreign companies, controlled foreign company, BEPS, tax base, controlling person, tax 
transparency, multinational corporations.
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