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ABSTRACT

Driven by economic globalization and digitalization, the cross-border e-commerce industry has
developed rapidly. As an industry benchmark, Alibaba's international tax planning practices hold
significant research value. This paper takes Alibaba as the subject to analyze the implementation
paths, core elements, existing challenges, and legal basis of its tax planning. The research finds that
Alibaba achieves tax optimization and improved cash flow by establishing subsidiaries in low-tax
jurisdictions, building multi-tiered equity structures, employing transfer pricing and cost-sharing
strategies, and fully leveraging tax incentives. Its approach is centered on legal compliance,
business-tax synergy, and data informatization, while also facing challenges such as disagreements
over tax residency determination. Relevant experiences can serve as a reference for cross-border
e-commerce enterprises undertaking international tax planning.
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1. INTRODUCTION

Driven by economic globalization and digital technology, cross-border e-commerce has become a
core driver of global growth, with total transaction value maintaining an average annual growth rate
of over 20%. Companies represented by Alibaba have not only completed deep layouts in domestic
e-commerce, finance, and cloud computing but have also achieved global business expansion,
transforming traditional consumption models. However, the tax environment for multinational
operations is increasingly complex—significant differences exist among countries in corporate income
tax, value-added tax, etc. Simultaneously, the digital economy makes it difficult to apply traditional
permanent establishment rules, and the implementation of the BEPS Action Plan faces divergences
among countries. In this context, international tax planning has become an unavoidable key link in

the globalization strategy of cross-border e-commerce enterprises.

2. ALIBABA'S INTERNATIONAL BUSINESS LAYOUT AND TAX
ENVIRONMENT

Since its establishment in 1999, Alibaba has been listed on the New York Stock Exchange and the
Hong Kong Stock Exchange, gradually building a diversified global platform ecosystem. In European
and American markets, Alibaba Cloud is the core, facilitating two-way circulation through Tmall
Global and AliExpress. In Southeast Asia, India, and other regions, the focus is on localized
operations, launching financial and e-commerce services tailored to local demands, forming a global
business network.
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From the perspective of the international tax environment, both opportunities and challenges exist.
Opportunities lie in the planning space created by policy differences among countries — Ireland's 12.5%
corporate income tax rate, Singapore's 17% rate coupled with e-commerce industry incentives,
provide the main support for establishing operations in low-tax jurisdictions. Similarly, the US federal
corporate income tax rate of 21% combined with state-level taxes, the EU's approximately 20% VAT,
and tariffs fluctuating between 0-25% constitute costs. A deeper issue is that the digital economy does
not require physical presence, making taxing rights ambiguous. International rules are still constantly
being adjusted, and this uncertainty adds difficulty to long-term tax planning.

3. SPECIFIC MEASURES OF ALIBABA'S INTERNATIONAL TAX
PLANNING

3.1. Establishing Subsidiaries in Low-Tax Jurisdictions

Alibaba establishes core subsidiaries in low-tax jurisdictions like Singapore to reduce burdens using
local policies. Singapore offers tax reductions, exemptions, and R&D expense super-deductions for
the fintech and e-commerce industries. Alibaba bases its Southeast Asian e-commerce and digital
finance operations here, aligning income recognition and cost allocation with the low tax rate. Ireland,
with a corporate income tax rate of only 12.5% and an extensive tax treaty network, serves as the
European headquarters for European and American cloud computing and e-commerce operations,
benefiting from reduced withholding tax rates on cross-border payments and avoiding double taxation.

3.2. Building Multi-Tiered Equity Structures

Alibaba constructs a multi-tiered equity structure involving the Cayman Islands—BVI —operating
entities in various countries. The Cayman Islands, with no corporate income tax or capital gains tax,
serves as the global holding center. The BV, offering easy registration and numerous tax exemptions,
acts as an intermediate layer to buffer tax impacts [1]. Operating subsidiaries transfer profits
compliantly to the low-tax intermediate layers through payments for royalties and technical service
fees, ultimately consolidating them at the Cayman top level. This structure avoids high income taxes
and enables flexible global capital allocation.

3.3. Transfer Pricing and Cost Sharing Strategies

In Alibaba's tax planning, transfer pricing is a key mechanism: adjusting intra-group transaction
prices to shift profits from high-tax to low-tax jurisdictions. For tangible assets, import/export prices
are set based on regional tax burdens. For technical services like cloud computing, pricing references
third-party quotes. Service fees for subsidiaries in market development phases are appropriately
lowered, balancing tax optimization with business development.

Cost-sharing mechanisms focus on R&D and marketing. R&D costs are allocated based on the
revenue contribution of each business segment, with higher allocations in high-tax jurisdictions to
increase pre-tax deductions. Marketing expenses, such as those for "Singles' Day", are allocated based
on subsidiary sales and order conversion rates, with expense preferences given to expanding
enterprises to aid market development.

3.4. Leveraging Tax Incentive Policies

Regarding tax incentives, Alibaba benefits domestically as a High and New Technology Enterprise
(HNTE) with a 15% corporate income tax rate. R&D expenses not forming intangible assets benefit
from a 100% super-deduction, while those forming assets benefit from a 200% amortization
deduction. Inthe US, R&D expenditures qualify for a tax credit ranging from 6% to 20%. Concerning
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industrial parks, relying on the Hangzhou Cross-border E-commerce Comprehensive Pilot Zone, it
enjoys conveniences like "tax-free export" (exemption from export tax for qualifying goods) and
deemed taxation. Establishing R&D centers in Singapore's science parks provides income tax
exemptions and duty-free imports of equipment, reducing operating costs and strengthening
international competitiveness.

4. FINANCIAL IMPACTS AND CORE ELEMENTS OF TAX PLANNING
4.1. Positive Financial Impacts

Optimizing the overall tax burden and increasing net profit. Combining domestic tax incentives with
the low-tax jurisdiction layout significantly reduces the Group's global tax burden, directly boosting
net profit and reserving funds for innovation and business expansion.

Enhancing capital flow and improving allocation efficiency. Coordinating transfer pricing and equity
structures accelerates the return of funds to low-tax areas and capital demand nodes, preventing fund
idling and securing funding for strategic investments and major projects.

Reinforcing business development and enhancing competitiveness. Funds released through tax
planning are reinvested in R&D and market expansion, promoting technological upgrades for Alibaba
Cloud, etc. Establishing localized operations in emerging markets allows it to capture market share
through cost and service advantages, forming a virtuous cycle of "tax optimization - business
expansion".

4.2. Core Elements of Planning

Legal Compliance: Based on domestic tax laws, international tax treaties, and local laws of each
country, aspects like structure setup and transaction pricing must align with legal requirements.
Transfer pricing and cost allocation strictly adhere to the arm's length principle. Proactively cooperate
with tax authorities' reviews to prevent and control tax risks.

Business-Tax Synergy: Integrate tax planning into the entire business process. Flexibly adjust
strategies based on different development stages and the tax policies of various countries, ensuring

tax planning serves the global strategy.

Data and Information Support: Build a unified global data platform integrating transaction and cost
datato provide a basis for planning decisions. Introduce professional tax management software like
Taxware to automate global tax filings. Leverage big data and blockchain technology to enhance
planning efficiency and compliance transparency.

5. CONTROVERSIAL ISSUES AND LEGAL BASIS
5.1. Main Controversial Issues

Reasonableness of Transfer Pricing: International tax supervision is tightening. Tax authorities in
various countries are increasing scrutiny of related-party transactions. Pricing for services like
technical fees from Alibaba can easily be challenged on whether it complies with the arm's length
principle, requiring the company to invest significant resources to prove its compliance.

Determination of Tax Residency: Determination standards differ significantly among countries. The
US uses the "substantial presence" principle, while China employs dual criteria of place of
incorporation and place of effective management. Conflicting claims of taxing rights by different
countries can easily lead to double taxation risks [2].
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Digital Economy Taxation Challenges: Traditional tax rules are generally based on physical
permanent establishments. However, Alibaba's online transactions do not require local physical
entities, making it difficult to determine the place of profit generation and the corresponding taxing
rights. Rules like the OECD's "Two-Pillar" solution and the EU's digital services tax are still evolving.
Disagreements among countries on tax rates and tax base definitions increase the uncertainty of
planning [3].

5.2. Legal Basis

Alibaba's tax planning follows a legal framework combining domestic tax laws, international tax
treaties, and local laws of each country. At the domestic level, based on the "Enterprise Income Tax
Law" and the "Value-Added Tax Law," it enjoys the 15% preferential rate for High and New
Technology Enterprises, and benefits from facilitative policies like "tax-free export" and deemed
taxation for cross-border e-commerce exports. At the international level, relying on double taxation
avoidance agreements signed between China and over 100 countries clarifies tax obligations for
cross-border transactions, thereby mitigating double taxation risks. At the overseas level, it strictly
complies with the tax laws of the operating locations, adapting to various countries' tax regulations
to optimize the tax structure and ensure compliant tax payment.

6. CONCLUSION AND IMPLICATIONS FOR REFERENCE

Alibaba's international tax planning system, characterized by '"structure setup + transaction
arrangement + policy utilization," effectively optimizes tax burden, cash flow, and competitiveness,
fostering positive interaction between taxation and business. The key to its success lies in adhering
to the bottom line of compliance, promoting business-tax synergy, and strengthening data support.
However, challenges remain under the common pressures of the digital economy, such as ambiguous
application of tax rules and difficulties in coordinating policies among countries. Alibaba's practical
experience suggests that cross-border e-commerce enterprises should, based on their own
development stage, compliantly build tax structures and deeply explore policy benefits to support
globalization with robust planning.
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