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(A) US Parent Incurs All R&D Costs (B) Cost Sharing Agreement

US Parent US Parent
Costs: 100% Domestic IP License
Foreign Cost Sharing
IP License\ ‘Royalty Agreement

Foreign Affiliate Foreign Affiliate

n Foreign

Costs: 0% IP License
Sales Sales
Abroad Abroad

Notes: This figure depicts two hypothetical intellectual property (IP) development structures between a US parent
and a low-tax foreign affiliate under a worldwide tax system. Panel A shows a structure in which the US parent
incurs 100% of R&D costs. This arrangement dreates a larger US tax shield, as the firm can maximize US R&D
credits and deductions. However, royalty payments from the foreign affiliate to the US parent are subject to
immediate US tax and cannot be deferred. Panel B depicts a cost sharing agreement between the US parent and
foreign affiliate. The R&D costs allocated to the affiliate are not tax-deductible in the US, but profits held in the
foreign affiliate can enjoy indefinite deferral from US taxes.

>kJ5: Tax Avoidance as an R&D Subsidy: The Use of Cost Sharing Agreements by US Multinati _:5 \ EE?' l,% x ,!‘}f.
" W -— 25

Loy JINAN UNIVERSITY



https://www.bilibili.com/video/BV1iP411y7Vs/?spm_id_from=333.337.search-card.all.click

H

PrEidEX] . X 4r#8 (Risk Sharing)

Case 1: Major Risk/Profit

is in the Netherlands

Case 2: Major Risk/Profit
isin China

Manufacturing
(Limited Risk)

Receive
Sell fixed return
products to A (cost-plus)

Y

Manufacturing
(Major Risk, Major Profit)

Sales, Marketing &
Distribution (SMD)
(Major Risk, Major Profit)

Receive

fixed return Sell SMD

e | services to P
(cost-plus

Sales, Marketing &
Distribution (SMD)
(Limited Risk)

KJ5: Risk Shifting and Profit Shifting of Chinese Multinational Enterprises. \ ' [ X ‘% ,ui
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