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The landscape of international taxation is governed by an intricate web of bilateral treaties, domestic statutes, and 

evolving judicial doctrines. At the heart of this complexity lies one of the most persistent and intellectually rigorous 

debates in fiscal law: the tension between form and substance. For over eight decades, the International Fiscal 

Association (IFA) has addressed these nuances through its flagship publication, the Cahiers de Droit Fiscal 

International. Specifically, Volume 87a and subsequent reports have meticulously documented how various

jurisdictions evaluate the legal form of a transaction against its underlying economic reality.

The Historical and Academic Significance of Cahiers de Droit Fiscal 
International

Since its inception in 1939, the Cahiers de Droit Fiscal Internationalhas served as the definitive record of the

IFA’s annual congresses. Each volume is dedicated to specific subjects of international tax law, providing a multi-

jurisdictional perspective that combines general reports with detailed branch reports from over 60 countries. The

importance of these documents cannot be overstated for practitioners and scholars alike; they represent a

collective effort to harmonize the understanding of fiscal concepts across differing legal traditions.

The study of "Form and Substance in Tax Law" (Subject I, 2002/2003) remains a cornerstone of the Cahiers series. 

It explores the fundamental question of whether tax authorities should respect the legal characterization of a 

contract (the form) or look through to the economic objective of the parties involved (the substance). This debate is 

critical because it dictates the boundaries of tax planning, tax avoidance, and tax evasion.

Theoretical Framework: The Form vs. Substance Dichotomy

In technical tax analysis, the distinction between form and substance is often categorized into two primary 

doctrines. Understanding these is essential for any professional navigating the OECD Model Tax Convention  or 

the UN Model Double Taxation Convention .

1. The Doctrine of Legal Formalism (Form)

Legal formalism posits that the tax consequences of a transaction should be determined by the legal rights and 

obligations created by the parties. If a taxpayer enters into a valid contract that is legally binding under private law, 

the tax administration should, in principle, respect that legal structure. This approach provides legal certaintyand

predictability, allowing businesses to forecast their tax liabilities accurately.

2. The Substance Over Form Doctrine (Economic Reality)

Conversely, the substance over form doctrine allows tax authorities to recharacterize a transaction for tax purposes 

if its legal form does not reflect its economic essence. This is often invoked in cases of aggressive tax planning 

where transactions are structured solely to achieve a tax advantage without any bona fide commercial purpose. 

Common iterations of this doctrine include the Business Purpose Test , the Step Transaction Doctrine , and the 

Sham Transaction Doctrine .

Technical Analysis of Subject I: Volume 87a Insights



Volume 87a of the IFA Cahiers provides a comprehensive evaluation of how jurisdictions handle these doctrines.

The report highlights that while most countries start with a respect for legal form, the degree to which they apply

substance-based corrections varies significantly based on their legal heritage (Common Law vs. Civil Law).

The "Look-Through" Approach

A key technical mechanism discussed is the "look-through" approach. This involves ignoring intermediate entities 

(such as shell companies or conduit companies) to tax the ultimate beneficial owner. The Cahiers detail how the 

Beneficial Ownershiprequirement in Articles 10, 11, and 12 of the OECD Model functions as a specific anti-

avoidance tool rooted in the substance over form principle.

Comparative Jurisdictional Matrix

The following table summarizes the general attitudes of various legal systems toward form and substance as

analyzed in the IFA reports:



Jurisdictional Category Primary Approach Key Legal Mechanism Threshold for Intervention

Common Law (e.g., UK, 
USA)

Substance-Oriented Judicial Doctrines (e.g., 
Ramsay Principle)

Lack of commercial 
substance or "artificiality."

Civil Law (e.g., France, 
Germany)

Statutory Form / GAAR Abus de Droit / Fraus 
Legis / § 42 AO

Evidence of "abuse of law" 
or intent to circumvent tax.

Developing Economies 
(BRICS)

Increasingly Substance-
Heavy

Specific Anti-Avoidance 
Rules (SAAR)

Direct conflict with 
domestic revenue interests.

International Double Taxation and Treaty Reconstructions

A significant portion of the Cahiers data focuses on the reconstruction of treaty networks. As seen in the Japan 

Branch Report (2020) and other recent updates, the focus has shifted toward the Multilateral Instrument (MLI). 

The MLI introduces the Principal Purpose Test (PPT) , which is a modern, treaty-based manifestation of the

substance over form doctrine.

Technical implementation of the PPT requires a two-step analysis:

1.  Subjective Element: Is it reasonable to conclude that obtaining a tax benefit was one of the principal 

purposes of the arrangement?

2.  Objective Element: Would granting the benefit be in accordance with the object and purpose of the relevant 

treaty provisions?

This shift represents a global move toward transparencyand substance, significantly impacting how multinational

enterprises (MNEs) structure their cross-border operations.

Core Mechanics of Substance Assessment

For a transaction to be considered "substantive" in the eyes of modern tax authorities, particularly within the EU

framework and OECD guidelines, it must satisfy several technical criteria. Professionals should utilize the following

checklist during the planning and audit phases:

•  Operational Substance: Does the entity have physical premises, employees, and equipment commensurate 

with its business activities?

•  Decision-Making Power: Do the directors of the company actually exercise control and make strategic 

decisions, or are they merely acting on instructions from a parent company (the "Mind and Management" test)?

•  Economic Risk: Does the entity bear the financial risks associated with its assets and activities?

•  Flow of Funds: Is there a clear, commercially justifiable reason for the flow of capital, or does the entity act as 

a mere conduit?

The Role of Good Faith in Domestic and International Law

As noted in the 2023 works by S. C. W. Douma and Craig Elliffe, Good Faith (Bona Fides) is an emerging pillar in 

the interpretation of tax treaties. The Cahiers suggest that substance over form is not just a tool for tax authorities, 

but also a principle that taxpayers can invoke to ensure that treaties are applied in a way that avoids double 

taxation. The principle of good faith requires states to implement treaties in a manner that fulfills their intended 

purpose—providing relief from double taxation rather than facilitating double non-taxation.



Case Study: Conduit Entities and Beneficial Ownership

To illustrate the practical application of these concepts, consider the scenario of a holding company established in a 

treaty-favorable jurisdiction. In various IFA reports, the "Conduit Case" is a recurring theme. If Company A (in 

Country X) sets up Subsidiary B (in Country Y) solely to route dividends to a parent in Country Z to minimize 

withholding tax, tax authorities may apply the substance over form doctrine.

Technical Failure Mode Analysis



Failure Mode Technical Description Solution/Mitigation

Lack of Personnel Entity has no staff capable of 
managing assets.

Ensure the entity employs qualified 
individuals with decision-making 
authority.

Back-to-Back Loans Interest received is immediately paid 
out to a third party.

Retain a portion of the risk and 
interest margin within the entity (the 
"spread").

Rubber-Stamping Boards Board minutes show no evidence of 
independent deliberation.

Document active board meetings and 
strategic rationale for all major 
transactions.

European Union (EU) Tax Law and Substance

The Cahiers also frequently reference EU Tax Law , particularly in the context of the Anti-Tax Avoidance Directive 

(ATAD). Under EU law, the Cadbury Schweppescase (C-196/04) established a landmark precedent: member

states can only restrict the freedom of establishment if the arrangement is a "wholly artificial arrangement" intended

to escape national tax. This has led to a very specific definition of substance within the EU, focusing on "genuine

economic activity."

The Impact of the Digital Economy

Modern IFA reports (2018-2024) have pivoted toward the challenges of the digital economy. In a world where value 

is created through data and algorithms, the traditional markers of substance (physical office, local employees) are 

becoming obsolete. The Cahiers explore the concept of Significant Economic Presence, which seeks to redefine

substance based on digital interactions and revenue generation within a jurisdiction, regardless of physical form.

Practical Implementation: A Field Guide for Tax Professionals

Implementing a robust substance-based strategy requires a multi-disciplinary approach. Below is a procedural

workflow for ensuring compliance with international standards:

Phase 1: Diagnostic Assessment

1.  Identify all cross-border transactions and the tax treaties involved.

2.  Review the legal form of each contract and the regulatory requirements of the host country.

3.  Perform a "Substance Audit" using the criteria of physical presence and local management.

Phase 2: Gap Analysis

1.  Compare the current operational reality against the Principal Purpose Test (PPT) requirements.

2.  Identify jurisdictions where the "Form" is not supported by "Substance."

3.  Evaluate the risk of Permanent Establishment (PE) being triggered by substance-heavy activities in a foreign 

state.

Phase 3: Remediation and Documentation

1.  Align the corporate governance structure with the economic reality of the business.

2.  Develop a Defense File containing evidence of commercial purpose, board minutes, and economic impact 

studies.

3.  Stay updated with the latest IFA Cahiers and OECD updates to anticipate shifts in judicial interpretation.



Conclusion and Broader Implications

The evolution of the Cahiers de Droit Fiscal Internationalreflects a broader global shift from a formalistic

approach to a more nuanced, substance-oriented methodology in taxation. While the legal form remains the

starting point for any tax analysis, it no longer provides an impenetrable shield against the inquiries of tax

administrations. The rise of GAARs, the MLI, and the ongoing work of the IFA highlight a future where transparency

and economic reality are the primary drivers of tax liability.

For the tax professional, the lesson is clear: legal documentation must be mirrored by operational reality. The

tension between form and substance is not merely a theoretical debate found in the pages of the Cahiers; it is a

practical challenge that defines the success or failure of international corporate strategy. By studying the historical

precedents and technical breakdowns provided by the IFA, organizations can navigate this complex environment

with greater confidence and ethical clarity.

As international tax law moves toward a more integrated and digital-first approach, the insights found in the Cahiers

since 1939 will continue to provide the bedrock upon which new policies are built. Understanding the delicate

balance of these principles is essential for anyone committed to the mastery of fiscal law in the 21st century.
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