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Facing the Key Issues of International Tax Reform in Economic Digitalization: Reconstraction, Deconstruction and Construction
of New Profit Allocation Rules

Qichao Liu, Mingxing Cao & Jingjing Wang

Abstract: The determination of new profit allocation rules is the key, difficuit and hot issue in the current study of
international taxation reform against economic digitalization. From the perspective of thinking logic, the concept of market
jurisdiction formed by the theoretical consensus of all parties to claim new taxing right helps to put aside differences and explore
substantive solutions. From the perspective of policy design, the revised residual profit split method, fractional apportionment
method and distribution-based approaches have more or less broken through the arm’s length principle, emphasizing the
importance of taking into account the current transfer pricing rules and exploring simplified measures. From the perspective of
supporting rules, the scientific and rational use of business lines and regional segmentation methods, design scoping limitations,
and the proper treatment of losses are all institutional guarantees for effectively implementing the new profit allocation rules. It
is believed that through further efforts made by the whole world in the exploration of substantive simplification measures and the
consultation of detailed system design, this problem will be fundamentally solved.

Key words: Residual profit split method Fractional apportionment method Distribution-based approach Profit allocation
rules Digitalisation of the economy
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