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Designing the tax liability rule: There are two common models in this regard:

Model 1 (taxation of a deemed direct sale by a resident): This model seeks to tax the
local entity that directly owns the asset in question, by treating that entity as disposing of,
and reacquiring, its assets for their market value where a change of control occurs (e.g.
because of an offshore sale of shares or comparable interests).

Model 2 (taxation of the non-resident seller): This model seeks to tax the non-resident
seller of the relevant shares or comparable interests via a non-resident assessing rule.
Model 2 must be supported directly or implicitly by a source of income rule. This source
of income rule provides that a gain is sourced in the location country when the value of
the interest disposed of is derived, directly or indirectly, principally from immovable
property located in that country. A source rule relating to gains from the disposal of other
assets may also be considered, as discussed above in Section Il—including substantial
shareholdings in resident companies. A source of income rule may be further supported
by a taxable asset rule dealing with such matters as whether taxation only applies to
disposals of substantial interests (such as a 10 percent shareholding rule) to exclude from
the scope of tax changes in ownership of portfolio investments. The rule can also prescribe
whether the entire gain will be subject to tax when the value of the indirect interest is less
than wholly derived from local immovable property or, alternatively, whether the gain will
be subject to tax on a pro rata basis. Each legal design option under this rule is discussed
and explained further below.
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Section 171. Change in Control

(€] Where there is a change of 50 percent or more in the underlying ownership of an
entity as compared with that ownership three years previously, the entity is treated as
realising any assets owned by it and any liabilities owed by it immediately before the change.
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