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(UNDERSTANDING THE RULES GOVERNING CONTROLLED FOREIGN CORPORATIONS (CFCS) IS VITAL FOR MULTINATIONAL
COMPANIES, TAX PROFESSIONALS, AND INVESTORS SEEKING TO OPTIMIZE THEIR TAX PLANNING STRATEGIES. \W/HEN A FOREIGN
CORPORATION IS SITUATED IN |RELAND, A COUNTRY RENOWNED FOR ITS FAVORABLE CORPORATE TAX REGIME, THE QUESTION
OFTEN ARISES: UNDER WHAT CIRCUMSTANCES WILL THIS IRISH-BASED ENTITY BE CLASSIFIED AS A CFC? THIS ARTICLE PROVIDES
A COMPREHENSIVE OVERVIEW OF THE SITUATIONS THAT TRIGGER CFC STATUS IN |RELAND, THE RELEVANT LEGAL FRAMEWORKS,
AND THE IMPLICATIONS FOR CORPORATIONS AND SHAREHOLDERS.

WHAT Is A ConTrOLLED ForeigN CorporaTION (CFC)?

A ConTroLLED ForeiaN CorrPorATION (CFC) IS GENERALLY DEFINED AS A FOREIGN CORPORATION IN WHICH U.S. OR OTHER
DOMESTIC SHAREHOLDERS HOLD A SIGNIFICANT OWNERSHIP INTEREST, AND WHICH IS SUBJECT TO CERTAIN TAX RULES DESIGNED
TO PREVENT INCOME SHIFTING AND TAX DEFERRAL. WHILE CFC RULES ARE PRIMARILY A FEATURE OF U.S. TAX LAW, MANY
OTHER JURISDICTIONS, INCLUDING IRELAND, HAVE THEIR OWN REGULATIONS CONCERNING THE TAXATION OF FOREIGN ENTITIES
THAT ARE CONTROLLED BY DOMESTIC RESIDENTS OR COMPANIES.

IN THE IRISH CONTEXT, CFC RULES ARE AIMED AT PREVENTING TAX AVOIDANCE THROUGH THE USE OF OFFSHORE STRUCTURES,
ESPECIALLY WHERE PROFITS ARE SHIFTED TO LOW-TAX JURISDICTIONS LIKE |RELAND. UNDERSTANDING WHEN AN [RISH COMPANY
IS peeMeD A CFC IS, THEREFORE, CRUCIAL FOR COMPLIANCE AND EFFECTIVE TAX PLANNING.

LeGAL FRAMEWORK GOVERNING CFCs IN IRELAND

IRELAND'S APPROACH TO CFC RULES IS PRIMARILY OUTLINED IN THE IRISH TAXES CONSOLIDATION ACT 1997, SPECIFICALLY
UNDER SECTIONS RELATING TO TRANSFER PRICING AND ANTI-AVOIDANCE PROVISIONS. THE KEY LEGISLATION THAT IMPACTS THE
CLASSIFICATION OF AN IRISH COMPANY AS A CFC INCLUDES:

- IrisH CFC RULES: THESE ARE DESIGNED TO ATTRIBUTE A PORTION OF THE FOREIGN COMPANY'S INCOME TO ITS IRISH PARENT
OR CONTROLLING SHAREHOLDERS IF CERTAIN CRITERIA ARE MET.

- OECD MoDEL RULES: IRELAND’S LEGISLATION ALIGNS WITH THE OECD’s RECOMMENDATIONS ON CFC RULES, FOCUSING ON
TRANSPARENCY AND ANTI-AVOIDANCE.

- DousLE TAXATION AGREEMENTS (DTAS): THESE TREATIES MAY INFLUENCE THE TAXATION OF CFCS, ESPECIALLY WHEN
CROSS-BORDER INCOME IS INVOLVED.

IReLAND’S CFC RULES ARE GENERALLY AIMED AT COMPANIES THAT ARE CONTROLLED BY IRISH RESIDENTS, WITH SPECIFIC
THRESHOLDS AND CONDITIONS THAT DETERMINE WHEN A FOREIGN CORPORATION IS DEEMED A CFC.

CRrITERIA FOR DEEMING AN IRISH CoMPANY A CFC

THE IRISH AUTHORITIES CONSIDER SEVERAL FACTORS TO DETERMINE WHETHER A FOREIGN CORPORATION, INCLUDING ONE BASED IN
|RELAND, QUALIFIES AS A CFC. THESE CRITERIA INCLUDE OWNERSHIP, CONTROL, INCOME LEVEL, AND TAX RATES.



OWwNERSHIP AND CONTROL

- OWNERSHIP THRESHOLD: AN IRISH COMPANY WILL BE DEEMED A CFC IF A PERSON OR GROUP OF PERSONS, DIRECTLY OR
INDIRECTLY, OWNS MORE THAN 600/0 OF THE COMPANY’'S SHARE CAPITAL OR VOTING RIGHTS.

- ConTROL TEST: CONTROL CAN BE ESTABLISHED THROUGH OWNERSHIP, VOTING RIGHTS, OR OTHER ARRANGEMENTS THAT GIVE
THE CONTROLLING PARTY THE ABILITY TO INFLUENCE THE COMPANY'S DECISIONS.

INcoMeE AND TAX RATE CONDITIONS

- Low-TAXED INCOME: THE COMPANY IS CONSIDERED A CFC IF ITS PROFITS ARE TAXED AT A RATE SIGNIFICANTLY BELOW THE
IRISH CORPORATE TAX RATE (WHICH IS GENERALLY 12.5% FOR TRADING INCOME).

- THRESHOLDS FOR TAX RATES: TYPICALLY, IF THE FOREIGN COMPANY'S EFFECTIVE TAX RATE IS LESS THAN 509, OF THE IRISH
TAX RATE, IT MAY TRIGGER CFC RULES.

- PASSIVE INCOME: INCOME DERIVED FROM PASSIVE SOURCES SUCH AS INTEREST, ROYALTIES, DIVIDENDS, OR GAINS FROM
INVESTMENTS IS MORE LIKELY TO CAUSE A COMPANY TO BE CLASSIFIED AS A CFC.

ACTIVE VS. PASSIVE BUSINESS ACTIVITIES

- IRiIsH CFC RULES DISTINGUISH BETWEEN ACTIVE AND PASSIVE INCOME. COMPANIES ENGAGED PREDOMINANTLY IN ACTIVE
TRADING OR MANUFACTURING ACTIVITIES ARE LESS LIKELY TO BE DEEMED CFCs.

- |F THE COMPANY DERIVES PRIMARILY PASSIVE INCOME, IT IS MORE SUSCEPTIBLE TO CFC CLASSIFICATION AND SUBSEQUENT
TAX ATTRIBUTION.

SceNARIOS WHEN AN IRISH CoMPANY WILL Be DeeMep A CFC

BELOW ARE COMMON SITUATIONS WHERE AN [RISH-BASED COMPANY WILL BE CONSIDERED A CFC UNDER IRISH LAW.

SCENARIO 1: SIGNIFICANT OWNERSHIP BY |RISH RESIDENTS

\W/HEN IRISH RESIDENTS OR |RISH-CONTROLLED ENTITIES HOLD MORE THAN 500/0 OF A FOREIGN COMPANY'S SHARE CAPITAL OR
VOTING RIGHTS, AND THE COMPANY'S INCOME IS LOW-TAXED OR PASSIVE, THE IRISH coMPANY MAY BE DEEMED A CFC. For
EXAMPLE:

- AN [RISH HOLDING COMPANY OWNS 609% OF A FOREIGN SUBSIDIARY.

- THE SUBSIDIARY GENERATES MAINLY PASSIVE INCOME BUT IS TAXED AT A RATE LESS THAN HALF OF IRELAND’S STANDARD
RATE.

- THE IRISH CONTROLLING SHAREHOLDERS MAY BE REQUIRED TO INCLUDE A PROPORTIONATE SHARE OF THE FOREIGN COMPANY'S
INCOME IN THEIR IRISH TAX RETURNS.

SceNARIO 2: Low EFFecTIVE TAX RATES IN THE IRISH COMPANY

ALTHOUGH IRELAND’S CORPORATE TAX RATE IS RELATIVELY LOw (12.59%,), CERTAIN ENTITIES OR INCOME STREAMS MAY BE
TAXED EVEN LOWER OR BE EXEMPT, LEADING TO CFC CONSIDERATIONS:

- THE IRISH COMPANY OPERATES IN A SECTOR OR ENGAGES IN ACTIVITIES WHERE THE EFFECTIVE TAX RATE IS UNDER 60/0.
- SUCH A LOW-TAX ENVIRONMENT TRIGGERS THE CFC RULES, REQUIRING INCOME ATTRIBUTION.



SCENARIO 3: PREDOMINANTLY PASSIVE INCOME

W/HEN AN IRISH COMPANY EARNS MOST OF ITS INCOME FROM PASSIVE SOURCES, IT BECOMES A CANDIDATE FOR CFC
CLASSIFICATION:

- THE COMPANY PRIMARILY EARNS INTEREST, ROYALTIES, OR DIVIDENDS.
- THE PASSIVE INCOME IS DERIVED FROM INVESTMENTS IN LOW-TAX JURISDICTIONS OR THROUGH ARRANGEMENTS DESIGNED TO
SHIFT PROFITS.

SceNARIO 4: LAck oF AcTIVE BusiNess OPERATIONS

IF THE IRISH COMPANY HAS MINIMAL OR NO SUBSTANTIVE BUSINESS ACTIVITIES, ITS CLASSIFICATION AS A CFC Is MORE LIKELY:

- THE COMPANY EXISTS MAINLY TO HOLD INVESTMENTS, INTELLECTUAL PROPERTY, OR FACILITATE OFFSHORE FINANCING.
- ABSENCE OF SIGNIFICANT OPERATIONAL ACTIVITIES REDUCES THE LIKELIHOOD OF QUALIFYING AS AN ACTIVE TRADING
COMPANY.

IMPLICATIONS OF BEING DEeMeD A CFC IN IRELAND

RECOGNIZING A COMPANY AS A CFC HAS SIGNIFICANT TAX IMPLICATIONS THAT IMPACT BOTH THE COMPANY AND ITS
SHAREHOLDERS.

TAaxATION ofF CFC INCOME

- THE IrisH CFC RULES REQUIRE THE ATTRIBUTION OF A PROPORTION OF THE FOREIGN COMPANY'S INCOME TO ITS IRISH
CONTROLLING SHAREHOLDERS.

- THE INCOME IS TAXED AT THE |RISH PERSONAL OR CORPORATE INCOME TAX RATES, DEPENDING ON THE OWNERSHIP STRUCTURE.
- THE ATTRIBUTION IS TYPICALLY PROPORTIONAL TO OWNERSHIP, CONTROL, AND THE NATURE OF INCOME.

RePORTING AND COMPLIANCE REQUIREMENTS

- CompANIES DEEMED CFCS MUST FILE SPECIFIC DISCLOSURES WITH IRISH TAX AUTHORITIES, INCLUDING DETAILS ON OWNERSHIP,
INCOME, AND TAX RATES.
- FAILURE TO COMPLY MAY RESULT IN PENALTIES OR ADDITIONAL TAX LIABILITIES.

DousLE TAXATION AND RELIEF

- TO PREVENT DOUBLE TAXATION, IRELAND HAS ENTERED INTO DT AS WITH NUMEROUS JURISDICTIONS.
- RELIEF MECHANISMS, SUCH AS FOREIGN TAX CREDITS, MAY MITIGATE THE OVERALL TAX BURDEN.

STRATEGIC CONSIDERATIONS FOR MULTINATIONAL CORPORATIONS

UNDERSTANDING WHEN AN IRISH COMPANY WILL BE DEEMED A CFC GUIDES STRATEGIC PLANNING AND STRUCTURING DECISIONS.



TAX PLANNING STRATEGIES

- STRUCTURING OWNERSHIP TO AVOID TRIGGERING CFC RULES, SUCH AS MAINTAINING OWNERSHIP BELOW 500/0 OR ENSURING
ACTIVE BUSINESS OPERATIONS.

- INCREASING THE EFFECTIVE TAX RATE OF THE IRISH ENTITY BY ENGAGING IN ACTIVE TRADING OR MANUFACTURING ACTIVITIES.
- UTILIZING EXEMPTIONS OR RELIEFS PROVIDED UNDER IRISH LAW OR APPLICABLE DT As.

CoMPLIANCE AND RISk MANAGEMENT

- REGULARLY MONITORING OWNERSHIP STRUCTURES AND INCOME SOURCES.
- ENSURING ACCURATE REPORTING AND DOCUMENTATION TO SATISFY IRISH TAX AUTHORITIES.
- CONSULTING WITH TAX PROFESSIONALS TO NAVIGATE COMPLEX REGULATIONS AND STAY COMPLIANT.

CoNCLUSION

IN SUMMARY, A CONTROLLED FOREIGN CORPORATION LOCATED IN [RELAND WILL BE DEEMED SUCH UNDER SPECIFIC
CIRCUMSTANCES INVOLVING OWNERSHIP, CONTROL, INCOME LEVEL, AND TAX RATES. TYPICALLY, IF AN |RISH RESIDENT OR
CONTROLLED ENTITY OWNS MORE THAN 500/0 OF A FOREIGN COMPANY THAT EARNS PRIMARILY PASSIVE, LOW-TAXED INCOME
OR ENGAGES IN LIMITED ACTIVE BUSINESS, THE IRISH TAX AUTHORITIES MAY CLASSIFY IT AS A CFC. THIS CLASSIFICATION
TRIGGERS TAX ATTRIBUTION RULES, REQUIRING SHAREHOLDERS TO INCLUDE A PROPORTIONATE SHARE OF THE FOREIGN
COMPANY'S INCOME IN THEIR [RISH TAX FILINGS.

1

(UNDERSTANDING THESE SCENARIOS IS ESSENTIAL FOR EFFECTIVE TAX PLANNING AND COMPLIANCE. COMPANIES SHOULD ANALYZE
THEIR OWNERSHIP STRUCTURES, OPERATIONAL ACTIVITIES, AND INCOME SOURCES TO MITIGATE RISKS AND OPTIMIZE THEIR TAX
POSITIONS WITHIN THE LEGAL FRAMEWORK ESTABLISHED BY IRISH LAW AND INTERNATIONAL STANDARDS.

BY STAYING INFORMED ABOUT THE CONDITIONS UNDER WHICH AN [RISH COMPANY BECOMES A CFC, MULTINATIONAL ENTITIES
CAN BETTER NAVIGATE THE COMPLEX LANDSCAPE OF INTERNATIONAL TAXATION, ENSURING THEY MEET LEGAL OBLIGATIONS
WHILE PURSUING STRATEGIC GROWTH AND PROFITABILITY.

FREQUENTLY AskeD QUESTIONS

IN WHICH SITUATIONS WILL A CONTROLLED FOREIGN CORPORATION (CFC) LOCATED IN
IRELAND BE DEEMED TO HAVE A TAXABLE PRESENCE IN THE UNITED STATES?

A CFC IN [RELAND MAY BE DEEMED TO HAVE A U.S. TAXABLE PRESENCE IF IT HAS US SHAREHOLDERS WHO OWN MORE THAN
500/0 OF ITS STOCK AND THE CORPORATION IS ENGAGED IN A U.S. TRADE OR BUSINESS, OR IF IT MEETS CERTAIN INCOME
THRESHOLDS UNDER THE SUBPART F RULES.

\W/HEN WILL AN |RISH-CONTROLLED FOREIGN CORPORATION BE CONSIDERED A PASSIVE
FOREIGN INVESTMENT coMPANY (PFIC)?

AN IrisH CFC 1s consIDEReD A PFIC IF AT LEAST 759% OF ITS GROSS INCOME IS PASSIVE INCOME OR IF 509% OrR MORE OF ITS
ASSETS PRODUCE PASSIVE INCOME, WHICH AFFECTS HOW US SHAREHOLDERS ARE TAXED ON ITS EARNINGS.

UNDER WHICH CIRCUMSTANCES WILL AN [RISH CFC BE DEEMED TO HAVE A PERMANENT



ESTABLISHMENT IN ANOTHER COUNTRY?

AN IRIsH CFC IS DEEMED TO HAVE A PERMANENT ESTABLISHMENT IN ANOTHER COUNTRY IF IT HAS A FIXED PLACE OF BUSINESS
THERE THROUGH WHICH ITS BUSINESS IS WHOLLY OR PARTLY CARRIED OUT, SUCH AS AN OFFICE OR FACTORY.

IN WHICH SCENARIOS WILL THE IRISH CFC BE CONSIDERED TO BE ENGAGED IN A TRADE OR
BUSINESS IN IRELAND FOR TAX PURPOSES?

THe CFC IS CONSIDERED TO BE ENGAGED IN A TRADE OR BUSINESS IN IRELAND IF IT HAS A SUBSTANTIAL LEVEL OF OPERATIONAL
ACTIVITY, EMPLOYEES, OR PHYSICAL PRESENCE THAT EXCEEDS MERE INVESTMENT ACTIVITIES.

\W/HEN WILL A CONTROLLED FOREIGN CORPORATION IN IRELAND BE DEEMED TO BE
SUBJECT TO IRISH CORPORATE TAX?

AN IRISH CFC WILL BE SUBJECT TO IRISH CORPORATE TAX IF IT IS RESIDENT IN [RELAND AND CARRIES OUT ACTIVITIES THAT
GENERATE INCOME TAXABLE UNDER IRISH LAW, PARTICULARLY IF IT IS NOT CLASSIFIED AS A PASSIVE ENTITY UNDER SPECIFIC
EXEMPTIONS.

IN WHICH SITUATIONS DOES |RISH LAW DEEM A FOREIGN CORPORATION TO BE A CFC
FOR TAX PURPOSES?

[RISH LAW DEEMS A FOREIGN CORPORATION TO BE A CFC IF A CERTAIN LEVEL OF CONTROL (E.G., OWNERSHIP OR VOTING
RIGHTS) IS EXERCISED BY [RISH RESIDENTS, AND THE CORPORATION'S INCOME IS BELOW A CERTAIN THRESHOLD OR IT IS ENGAGED
IN CERTAIN TYPES OF ACTIVITIES.

\WHEN WILL A CONTROLLED FOREIGN CORPORATION LOCATED IN IRELAND BE DEEMED TO
HAVE TRANSFERRED ASSETS OR INCOME FOR TAX AVOIDANCE?
A CFC IN IRELAND MAY BE DEEMED TO HAVE TRANSFERRED ASSETS OR INCOME IF TRANSACTIONS ARE STRUCTURED SOLELY FOR

TAX AVOIDANCE PURPOSES, SUCH AS ARTIFICIAL PROFIT SHIFTING OR ARTIFICIAL ARRANGEMENTS THAT DISTORT FINANCIAL
RESULTS, ESPECIALLY IF THESE TRANSACTIONS LACK ECONOMIC SUBSTANCE.

ADDITIONAL RESOURCES

ConTroLLED ForeigN CorroraTION (CFC) — A COMPREHENSIVE ANALYSIS OF ITS TAX IMPLICATIONS IN IRELAND

IN THE COMPLEX WORLD OF INTERNATIONAL TAXATION, THE CONCEPT OF A CoNTROLLED ForeIGN CORPORATION (CFC)
STANDS AS A VITAL ELEMENT FOR MULTINATIONAL CORPORATIONS, TAX AUTHORITIES, AND FINANCIAL STRATEGISTS ALIKE.
W/HEN A FOREIGN SUBSIDIARY IS SITUATED IN A JURISDICTION LIKE |RELAND, UNDERSTANDING THE CIRCUMSTANCES UNDER WHICH
IT 1S DEEMED A CFC BECOMES ESSENTIAL. THIS ARTICLE AIMS TO PROVIDE AN IN-DEPTH EXPLORATION OF THE SITUATIONS THAT
TRIGGER A CFC CLASSIFICATION IN |RELANDI EXAMINING LEGAL FRAMEWORKS, TAX IMPLICATIONS, AND STRATEGIC
CONSIDERATIONS.

UNDERSTANDING THE CONCEPT OF A CONTROLLED FOREIGN CORPORATION
(CFQ)

BEFORE DIVING INTO SPECIFIC SCENARIOS, IT’s CRUCIAL TO GRASP WHAT A CFC 1s. A CoNTROLLED FOREIGN CORPORATION
GENERALLY REFERS TO A FOREIGN SUBSIDIARY THAT IS SUFFICIENTLY CONTROLLED BY A PARENT COMPANY, WHICH IS USUALLY A



RESIDENT COMPANY OR INDIVIDUAL IN THE HOME COUNTRY. THE PRIMARY PURPOSE OF CFC RULES IS TO PREVENT PROFIT
SHIFTING AND TAX AVOIDANCE BY COMPANIES THAT MIGHT OTHERWISE EXPLOIT LOW-TAX JURISDICTIONS.

Key ELeMenTs oF CFC RuULEs:

- ConTROL: USUALLY DEFINED BY OWNERSHIP THRESHOLDS, OFTEN 50% OR MORE OF THE FOREIGN ENTITY’S VOTING RIGHTS OR
SHARE CAPITAL.

- FOREIGN STATUS: THE ENTITY MUST BE OUTSIDE THE PARENT’S JURISDICTION.

- TAXATION OBJECTIVE: TO ENSURE THAT INCOME ATTRIBUTABLE TO THE CONTROL IS APPROPRIATELY TAXED IN THE PARENT’S
JURISDICTION.

|RELAND, WITH ITS ATTRACTIVE CORPORATE TAX REGIME AND STRATEGIC POSITION WITHIN THE EUROPEAN UNION, HAS SPECIFIC
PROVISIONS CONCERNING CFCS THAT ALIGN WITH INTERNATIONAL STANDARDS BUT ALSO REFLECT ITS NATIONAL TAX POLICIES.

LeGAL FRAMEWORK GOVERNING CFCs IN IRELAND

IRELAND’S APPROACH TO CFCS IS PRIMARILY GOVERNED BY THE IRISH T AXES ConsoLIDATION AcT 1997 (TCA 1997),
SPECIFICALLY SECTIONS RELATED TO CONTROLLED FOREIGN COMPANIES AND TRANSFER PRICING. T HE LEGISLATION INCORPORATES
PRINCIPLES FROM THE OECD MopeL TAx CONVENTION AND EU DIRECTIVES, ENSURING COMPLIANCE WITH INTERNATIONAL
STANDARDS.

Key ProviIsIONS INCLUDE:

- DEFINITION OF CONTROL AND OWNERSHIP THRESHOLDS.

- CRITERIA FOR DETERMINING WHETHER A FOREIGN COMPANY IS A CFC.
- RULES FOR ATTRIBUTING INCOME TO THE |RISH PARENT COMPANY.

- EXEMPTIONS AND ANTI-AVOIDANCE MEASURES.

IRELAND’S CFC RULES ARE DESIGNED TO STRIKE A BALANCE: ENCOURAGING FOREIGN INVESTMENT WHILE PREVENTING TAX BASE
EROSION. THE RULES ARE NUANCED, SO UNDERSTANDING THE SPECIFIC SCENARIOS UNDER WHICH A FOREIGN SUBSIDIARY IS DEEMED
A CFC IS CRITICAL FOR COMPLIANCE AND STRATEGIC PLANNING.

SITUATIONS LEADING TO CFC DEEMED STATUS IN IRELAND

THE DETERMINATION OF WHETHER AN IRISH-BASED FOREIGN SUBSIDIARY IS DEEMED A CFC DEPENDS ON MULTIPLE FACTORS,
INCLUDING OWNERSHIP STRUCTURE, THE NATURE OF INCOME, AND JURISDICTIONAL SPECIFICS. BELOW ARE THE PRIMARY
SITUATIONS AND CONDITIONS THAT TRIGGER CFC CLASSIFICATION.

1. OWNERSHIP AND CONTROL THRESHOLDS

THE FUNDAMENTAL CRITERION FOR CFC CLASSIFICATION IN IRELAND REVOLVES AROUND CONTROL. GENERALLY, IF A PARENT
COMPANY OWNS MORE THAN 500/0 OF THE VOTING RIGHTS, CAPITAL, OR PROFITS OF A FOREIGN SUBSIDIARY, CONTROL IS
ESTABLISHED.

SPECIFIC CONTROL SCENARIOS INCLUDE:

- DIRecT OWNERSHIP: THE PARENT HOLDS MORE THAN 500/0 OF THE SHARES OR VOTING RIGHTS DIRECTLY.

- INDIRECT OWNERSHIP: THE PARENT OWNS SHARES IN A COMPANY THAT, IN TURN, OWNS SHARES IN THE FOREIGN SUBSIDIARY,
CUMULATIVELY EXCEEDING THE CONTROL THRESHOLD.

- ConsTRUCTIVE OWNERSHIP: CONTROL CAN ALSO BE ATTRIBUTED BASED ON ARRANGEMENTS SUCH AS OPTIONS, AGREEMENTS,
OR HOLDINGS BY RELATED PARTIES.



IMPLICATION: \WWHEN CONTROL EXCEEDS THE SPECIFIED THRESHOLD, AND OTHER CONDITIONS ARE MET (SEE BELO\X/), THE [RISH
PARENT MAY BE DEEMED TO CONTROL THE FOREIGN SUBSIDIARY, ACTIVATING CFC ruLEs.

2. INcoMe TYPE AND TAXATION STATUS OF THE FOREIGN SUBSIDIARY

NOT ALL FOREIGN SUBSIDIARIES ARE AUTOMATICALLY CLASSIFIED AS CFCs. IRELAND’S CFC RULES CONSIDER THE NATURE OF
THE INCOME GENERATED. THE KEY FACTORS INCLUDE:

- PASSIVE INCOME: INCOME DERIVED FROM PASSIVE SOURCES SUCH AS DIVIDENDS, INTEREST, ROYALTIES, RENTS, OR CAPITAL
GAINS.

- ACTIVE BUSINESS INCOME: INCOME FROM GENUINE BUSINESS OPERATIONS, SUCH AS MANUFACTURING, TRADING, OR SERVICE
PROVISION, IS LESS LIKELY TO TRIGGER CFC CLASSIFICATION.

- Low-TAX JURISDICTION INCOME: IF THE FOREIGN SUBSIDIARY OPERATES IN A JURISDICTION WITH A LOW EFFECTIVE TAX RATE
(GENERALLY BELOW 25%), IT INCREASES THE LIKELIHOOD OF BEING DEEMED A CFC.

SpeciFic CONDITIONS:
- THE FOREIGN SUBSIDIARY'S EFFECTIVE TAX RATE IN IRELAND OR THE JURISDICTION IS BELOW A CERTAIN THRESHOLD.
- THE SUBSIDIARY’S INCOME QUALIFIES AS PASSIVE OR IS NOT SUFFICIENTLY TAXED DOMESTICALLY.

THe IrisH CFC RULES ARE DESIGNED TO TARGET PROFIT SHIFTING VIA PASSIVE INCOME IN LOW-TAX JURISDICTIONS, ALIGNING
wITH OECD AaND EU STANDARDS.

3. JurispicTIONAL CoNnsIDERATIONS: [RELAND AS A CFC LocATION

THOUGH |RELAND IS NOT TRADITIONALLY CONSIDERED A LOW-TAX JURISDICTION, CERTAIN SCENARIOS CAN MAKE IT A CFC
LOCATION:

- TAX INCENTIVES AND SPECIAL REGIMES: SOME IRISH SUBSIDIARIES BENEFITING FROM TAX INCENTIVES OR SPECIAL REGIMES MAY
BE SCRUTINIZED.

- DousLe TAXATION AGREEMENTS (DT As): THE PRESENCE OR ABSENCE OF DT AsS INFLUENCES CFC CLASSIFICATION,
ESPECIALLY REGARDING TRANSPARENCY AND INFORMATION EXCHANGE.

- SUBSTANCE AND ECONOMIC ACTIVITY: IF THE IRISH SUBSIDIARY HAS MINIMAL ECONOMIC SUBSTANCE, IT MAY BE MORE LIKELY
TO BE CLASSIFIED AS A CFC, ESPECIALLY IF IT PRIMARILY HOLDS PASSIVE INVESTMENTS.

IN PRACTICE, IRELAND’S CFC RULES ARE LESS AGGRESSIVE THAN SOME JURISDICTIONS, BUT COMPANIES SHOULD REMAIN
VIGILANT.

4. SpeciFic SITUATIONS TRIGGERING CFC CLASSIFICATION IN IRELAND

BASED ON THE ABOVE CONTROL AND INCOME CONSIDERATIONS, CERTAIN CONCRETE SITUATIONS CAN BE IDENTIFIED:

- SITUATION A: A PARENT CoMPANY OwNs OvVEer 50% oF AN [RISH SuBSIDIARY WITH PASSIVE INCOME AND Low EFFECTIVE
TAax RATE

IN THIS CASE, IRELAND’S CFC RULES ARE LIKELY TO BE TRIGGERED. THE PASSIVE INCOME COMBINED WITH CONTROL AND LOW -
TAX JURISDICTION STATUS MAKES THE SUBSIDIARY A CFC, AND ITS INCOME MAY BE ATTRIBUTABLE TO THE PARENT.

- SITUATION B: A PAReNT CoMpaNY OwNs 309% ofF AN IriSH SussiDiaRY, BUT THE CoMPANY IS CONTROLLED BY A GROUP
OF RELATED PARTIES, REACHING OVER 509%, CoNTROL

\W/HEN CONTROL IS EXERCISED THROUGH RELATED PARTIES OR ARRANGEMENTS, CFC RULES CAN STILL APPLY IF COLLECTIVE
CONTROL EXCEEDS 509 AND OTHER CONDITIONS ARE MET.



- SITUATION C: AN [RISH SUBSIDIARY OPERATING IN A HIGH-T AX ENVIRONMENT WITH ACTIVE BUSINESS OPERATIONS

IF THE SUBSIDIARY CONDUCTS GENUINE, ACTIVE BUSINESS OPERATIONS IN A JURISDICTION WITH A TAX RATE EXCEEDING 25%,,
ITS UNLIKELY TO BE DEEMED A CFC.

- SITUATION D: IrISH SUBSIDIARY IN A TAX HAVEN WITH MINIMAL SUBSTANCE

EVEN WITH OWNERSHIP BELOW 500/0, IF THE IRISH SUBSIDIARY IS EFFECTIVELY A SHELL WITH PASSIVE INCOME AND LACKS
ECONOMIC SUBSTANCE, IT MIGHT BE SCRUTINIZED UNDER ANTI-AVOIDANCE RULES.

IMPLICATIONS oF CFC CLASSIFICATION IN IRELAND

ONCE A FOREIGN SUBSIDIARY IS CLASSIFIED AS A CFCI SEVERAL TAX AND COMPLIANCE IMPLICATIONS ENSUE:

- INCOME ATTRIBUTION: THE IRISH PARENT MUST INCLUDE A PROPORTIONATE SHARE OF THE CFC’S UNDISTRIBUTED INCOME IN
ITS TAXABLE INCOME.

- TAXATION AT PARENT LEVEL: THE ATTRIBUTED INCOME IS TAXED IN |RELAND, POTENTIALLY LEADING TO ADDITIONAL TAX
LIABILITIES.

- REPORTING REQUIREMENTS: ComMpANIES MUST DiscLose CFC HOLDINGS, INCOME, AND RELATED INFORMATION TO [RISH TAX
AUTHORITIES.

- ANTI-AVOIDANCE MEASURES: THE IRISH TAX CODE INCLUDES PROVISIONS TO PREVENT COMPANIES FROM ARTIFICIALLY
AVOIDING CFC RULES THROUGH ARRANGEMENTS LIKE THIN CAPITALIZATION OR SUBSTANCE STRIPPING.

STRATEGIC CONSIDERATIONS INCLUDE ENSURING ECONOMIC SUBSTANCE, EVALUATING OWNERSHIP STRUCTURES, AND PLANNING
FOR COMPLIANCE TO PREVENT UNEXPECTED TAX LIABILITIES.

Concrusion: NAVIGATING CFC SITUATIONS IN IRELAND

IRELAND’S CFC RULES ARE DESIGNED TO ALIGN WITH INTERNATIONAL STANDARDS WHILE MAINTAINING A BUSINESS-FRIENDLY
ENVIRONMENT. THE KEY DETERMINANTS OF WHETHER A FOREIGN SUBSIDIARY IS DEEMED A CFC HINGE ON CONTROL THRESHOLDS,
THE NATURE OF INCOME, AND JURISDICTIONAL FACTORS.

IN SUMMARY, A FOREIGN SUBSIDIARY LOCATED IN IRELAND WILL BE DEEMED A CFC WHEN:

- THE PARENT COMPANY EXERCISES CONTROL EXCEEDING 50%, DIRECTLY OR INDIRECTLY.

- THE SUBSIDIARY GENERATES PASSIVE INCOME OR OPERATES IN A LOW-TAX JURISDICTION (BELOW 259% EFFECTIVE TAX
RATE).

- THE SUBSIDIARY LACKS SUFFICIENT ECONOMIC SUBSTANCE, ESPECIALLY IF IT PRIMARILY HOLDS PASSIVE ASSETS.

UNDERST ANDING THESE SCENARIOS IS CRITICAL FOR MULTINATIONAL CORPORATIONS, TAX ADVISORS, AND COMPLIANCE
OFFICERS. PROPER STRUCTURING, TRANSPARENT REPORTING, AND STRATEGIC PLANNING CAN MITIGATE RISKS AND OPTIMIZE TAX
OUTCOMES.

NAVIGATING IRELAND’S CFC RULES REQUIRES A NUANCED APPROACH, BALANCING COMPLIANCE WITH THE STRATEGIC
ADVANTAGES OF [RELAND’S CORPORATE ENVIRONMENT. AS INTERNATIONAL TAX LAWS EVOLVE, STAYING INFORMED AND
PROACTIVE REMAINS PARAMOUNT FOR ANY ENTITY OPERATING ACROSS BORDERS.

DISCLAIMER: THIS ARTICLE PROVIDES AN OVERVIEW BASED ON CURRENT IRISH TAX LEGISLATION AND INTERNATIONAL
STANDARDS AS OF OcTOBER 202 3. FOR SPECIFIC ADVICE TAILORED TO INDIVIDUAL CIRCUMSTANCES, CONSULTING A



QUALIFIED TAX PROFESSIONAL IS RECOMMENDED.
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