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PKF Worldwide Tax Update

Welcome

Inthisfirst2018 quarterlyissue,the PKFWorldwide TaxUpdate
newsletter again brings together notable tax changes and
amendments from around the world, with each followed by a PKF
commentary which provides further insight and information on
the mattersdiscussed.PKFisaglobalnetworkwith 400 offices,
operating inover 150 countries across our 5 regions, and its tax
experts specialise in providing high quality tax advisory services to
internationaland domesticorganisationsinall ourmarkets.

In this issue featured articles include discussions on:
«  Keytax changes for 2018 in Romania and the Netherlands;

* Interesting (upcoming) European Court of Justice case law in
Belgium and Germany;

* VAT developments in Rwanda, Switzerland and the United Arab
Emirates;

«  Automatic Exchange of Information developmentsin Hong Kong
andSwitzerland;

«  Developmentsintheareaof (international) personalincometaxin
Bulgaria, Cyprus and South Africa;

e Transferpricing developments in Cyprus, Germany, Hungary and
Mexico;

e Anupdateonthe USTaxReform.

Wetrustyoufindthe PKFWorldwide TaxUpdate forthefirstquarter
of 2018 both informative and interesting and please do contact the
PKFtaxexpertdirectly(mentionedatthefootoftherespective PKF
Commentary) should you wish to discuss any tax matter further or,
alternatively, please contactany PKF firm (by country)at www.pkf.

com/pkf-firms.
2018/19 Worldwide Tax Guide

Lastyear’s PKFWorldwide TaxGuide featured 130 countriesandwas
aresounding success with almost 2,000 distributed globally. We are
extremely grateful toall those that provided country submissions, and
of course,toeach personwho ordered aguide and supported this
very marketable andimpressive publication.

The production of the 2018/19 Worldwide Tax Guide is underway
andwe look forwardtoyourcontinued support. AnOrder Form
isprovided attheendofthis PKF newsletter. Thankyouforyour
continuing support.

Contents
== Austria

» Supreme Administrative Court: Date of
assertion of actual and final loss of assets
intheeventofthelossofaninternational
intercorporate stockholding.

Ll Belgium

» Should interest derived from EU bank
deposit be free of Belgium personal income
tax?

» Are French-sourced dividends eligible for
Belgium personal tax credit?

== Bulgaria

» Further changes in reporting as per the
Bulgarian Personal Income Tax Act (PITA).

Cyprus
» Intra-group financing arrangements.
» Tax residency based on 60 days presence.

== Ecuador

» New disclosure thresholds for financial
institutions.

Em Germany
» Is Sec. 50d (3) EStG compatible with
EU law?

» Potential new transfer pricing rules for cross-
borderintercompanyloansin Germany.

Hong Kong
» Hong Kong participates in the Multilateral
Convention to accelerate the pace of

carryingoutthe AutomaticExchangeof
Information (“AEQI").

== Hungary

» New decree on transfer pricing
documentation obligations.

BN ltaly

» New rules for optional branch tax exemption.

» New tax benefits extended to vessels
registered in EU Member States.

-0 Mexico
» Electronic Invoicing - New version CFDI 3.3.

» New annual transfer pricing requirements:
MasterFile,LocalReportand Country-by-
CountryReport.
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Contents continued...

== Netherlands

» 4%reduction ofthe Dutch corporateincometax
rate announced.

» Fullexemption of withholding tax forintercompany
dividend announced in Tax Plans 2018.

» Full cancelation of dividend withholding tax
announced, with the exception of dividends to low tax
jurisdictions and introduction of awithholding tax on
interestandroyaltiestolowtax jurisdictions.

Peru
» Income tax legislation aligned with BEPS rules.

Romania
» 2018 key tax changes.

Rwanda
» Public ruling on filing of VAT input claim.

South Africa

» Gone are the days of tax free salaries abroad.
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Switzerland

» Swiss Federal Council adopts ordinance on automatic
exchange of Country-by-Country Reports(CbCR).

» Switzerland will exchange the information on advance
tax rulings having a cross-border impact as of 1
January 2018.

» Swiss VAT law placesnewobligationson
foreign companiesasof1January2018.

» Swiss reduction of VAT ratesto enterintoforceon
1 January 2018.

E= United Arab Emirates

» UAEVAT-Registrationsunderway,
Executive Regulations released.

» Excise law kicks off as planned.

== United Kingdom
» UK tightens grip on taxation of UK land and property.

= United States

» US House and Senate Pass the Tax Cuts and
Jobs Act Bill.

PKF

Chartered Accountants
& Business Advisers

= Austria

Supreme Administrative Court:
Date of determination of actual
and final asset losses in the event
of the loss of an international
intercorporate shareholding

Untilarecentruling ofthe
supreme administrative
court from March 2017
there was no legal
certainty as to whether
actual losses of an
international intercorporate
shareholding could be
utilised.

Termination because of insolvency and liquidation
Accordingto § 10 Abs. 3 KStG (Corporate Income
TaxAct),changesinvalue (e.g.dividend payments,
depreciation) regarding international intercorporate
shareholdings are tax-neutral in case the shareholder did
nottake an option fortaxexemption forthe particular
shareholdingintheyearofacquisition. Actualandfinal
assetlosses can be claimed whether the option for tax
exemption was exercised or not. However, this is only
possible if the shareholding ends because of insolvency or
liquidation, thereis no possibility to offset actual and final
losses when the shareholding is sold. Dividend payments
over the last five years reduce actual and final losses if
the tax exemption has not been opted forinthe year of
acquisition.Theremainingtax-deductibleloss hastobe
takenintoaccountforuptosevenyearsaccordingto§12
Abs. 3KStG.

VwGH 31 March 2017, Ro 2014/13/0042

The ruling is based on the following situation and
argumentation. An Austrian limited company had a tax-
neutral international intercorporate shareholding with a
German publiclimitedcompany.In2009aninsolvency
procedure for the German plcwas initiated. The Austrian
Ltd used the loss (taken into account for up to seven
years)in 2009, the year of initiation of the insolvency
procedure. The Austrian Ltd’s argumentation foran actual
and final loss was based on an economic point of view
becausenoassets hadbeenleftsothatthelosswasfinal
andtheformalclosing-perhapsinsubsequentyears-of
the insolvency procedure would not have had a major
effect on the tax assessment.
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The date of determination of actual and final asset losses
has been controversial. The Austrian Bundesfinanzgericht
and the Austrian Tax Office had similar views and refused
the determination of the lossinthe year 2009 already
(Judgment 16.06.2014 (GZ.RV/7101410/2012).

The Austrian Supreme Administrative Court confirmed the
ruling of the Bundesfinanzgericht and the Tax Office. The
legalwording of § 10 Abs. 3 KStGis notaimed atthe date
of the factual loss. The final asset loss will be realised after
the insolvency procedure or liquidation has been finished.
This interpretation also has been the intention of the
Austrianlegislation. Theaimof§ 10Abs.3KStGis thatall
assetcostsoftheinternationalintercorporate shareholding
have to be claimed in the year of termination of the
optional liquidation orin the year theinsolvency procedure
comestoanend.

PKF Comment

When a company acquires an international intercorporate
shareholding it has to exercise an option, i.e. whether
changes in value are tax-free or not. If the tax-free option

is taken, actual and final losses can only be claimed when
the shareholding comes to an end in case of insolvency or
liquidation. Until the recent ruling of the Austrian Supreme
Administration Court there was no legal certainty as to which
date the loss could be claimed. The ruling from March 2017
confirms that an actual and final loss can only be claimed
in the year of termination of the optional liquidation or in the
year the insolvency procedure comes to an end. For further
information or advice on Austrian taxation, please contact
StephanRoRIhuberatstephan.roesslhuber@roesslhuber.
at or call +43 662 84 22 90.

B H Belgium

Should interest derived from EU
bank deposit be free of Belgium
personal income tax?

According to Belgium tax law, interest income up to 1,880
EUR perannumderived from Belgium bank deposits is
freeof Belgiumpersonalincometax.On6June2013,the
European Court of Justice (ECJ) has already condemned
Belgium tax law since this personal tax exemption should
be applicable tointerest derived from bank deposits

held with banks basedinthe European Economic Area
(EEA).As aresult,Belgiumtaxlawwasamendedinorder
to include all “qualifying” EER bank deposit accounts.
However, in daily practice it appeared that the Belgium

tax authorities still refused to apply the Belgium personal
tax exemption based on the argument that non-Belgium
bankdeposits donothavetheappropriatefeatures(e.g.
interms of loyalty premiumandthe like) comparable to
“qualifying”Belgianbank deposits.Asaresult,on 8June
2017(C-580/15,VanderWeegen & Pot case) the ECJ has
againcondemned Belgiumsaying that the way Belgium
applies this rule in practice infringes EU freedoms.

PKF Comment

Individuals subject to Belgium personal income tax and who
derive interest from a bank deposit from a bank based in
the EEA should consider applying this exemption when filing
their Belgium personal income tax return. The Belgium tax
inspector may disagree, but both ECJ court cases are solid
arguments to support such a position. Feel free to reachout
to Kurt De Haen at kurt.dehaen@pkf-vmb.be or call +32 2
460 0960 for any further questions.

Are French-sourced dividends
eligible for Belgium personal tax
credit?

Belgium personal income tax law does not provide for

a foreign tax credit (FTC) to mitigate double taxation if
foreign-sourced dividends were subject towithholding
tax (WHT) in the source country. Such foreign WHT is
only deductible from the taxable basis in Belgium while -
currently-30%Belgium personalincome taxis dueon
the net-at-the-frontier dividend income. However, on 16
June 2017 the Belgium Supreme Court ruled a particular
case applicable to dividends distributed by a French

tax resident company to a Belgium tax resident private
individualandwhereby 15%FrenchdividendWHT was
applied at source. However, according to a specific rule
laiddownin article 19 of the Belgium-France double
tax treaty, the Belgium shareholder should be entitled to
a“minimum FTC” being 15% French WHT in the case
athand.Sinceataxtreatyrule prevails overaBelgium
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domestictaxlawrule,theBelgiumSupreme Court
concludedthattheBelgiumindividual should beableto
credit 15% French WHT against Belgium personal income
tax,eventhoughBelgiumtaxlawdoes not provide fora
FTC for Belgium personal income tax purposes.

PKF Comment

Individuals subject to Belgium personal income tax andwho
derive French-sourced dividend income should consider
applying this tax credit when filing their Belgium personal
income tax return. The Belgium tax inspector may disagree,
but this Supreme Court case is a solid argument to support
such a position. Feel free to reach out to Kurt De Haen at
kurt.dehaen@pkf-vmb.be or call +32 2 460 0960 for any

further questions.

== Bulgaria

Further changes in reporting as per
the Bulgarian Personal Income Tax
Act (PITA)

Individuals will be allowed tofile acorrective tax return
once until 30 September of the following year if they find a
mistakeintheirsubmitted annualtax return.

As of 2017, certain types of foreign-sourced income under
article 38 of the PITA (e.g. dividends, interest, etc.), which
were previously subjectto quarterly reporting and taxation
by Bulgarian tax residents, will now be reported and taxed
under the individual’s annual Bulgarian tax return for the
respective year.

Successorswillbeabletofileannualtaxreturns forthe
income of deceased individuals. If one of the successors
submits atax return, the others are exempted from this
obligation.

PKF Comment

The tax consultancy team of PKF Bulgaria has substantial
knowledge and expertise and is in the position to provide
assistance at each stage of Bulgarian tax planning

and compliance procedures to both foreign and local
individuals. We have successfully consulted our PKF
clients who operate in various fields of business on how to
be compliant with the rapid changes of the tax legislation
in the ever changing business environment. For further
information or advice concerning Bulgarian tax planning,

please contact Venzi Vassilev on venzi.vassilev@pkf.bg or
call +359 2439 4242.

Cyprus

Intra-group financing
arrangements

The Cyprus Commissioner of Taxation issued a Circular
guidingtaxpayersinrespectoftheimplementation of
newrulesrelating to the taxation of intra-group financing
arrangements.

The Circular applies to
related party financing
arrangements and more
specifically where loans
are granted by a Cyprus
tax resident financing
company to related
parties, financed by
loans, cash advances,
bank loans and any other
financial instruments. Two companies are considered as
related parties if they fall under the scope of Article 33 of
the Income Tax Legislation.

Substance requirements

The Circular specifies that Cyprus tax resident financing
companies must have sufficient substancein Cyprus
andhave qualified employees to controltherisks and
transactionstheyareenteringinto.

Transfer pricing requirements

A Cyprustaxresidentfinancingcompanyis,from 1July
2017, requiredtosubmitatransfer pricing studyas a
proof that each financing transaction has been executed
onanarm’slength basis. Thiswouldinvolve the Cyprus
tax resident financing company to identify each financial
relationship with related parties and commercially
substantiate thatthetransaction has beenenteredinto
based on market conditions. An analysis will also be
required of the functions performed, assets used and risks
assumed by the Cyprus tax resident financing company.

Simplification measures
WhenaCyprustaxresidentfinancingcompanygrants
loans or other financial assistance to related parties,
which are refinanced by loans obtained from other related
companies, itis considered that for sake of simplification,
the transactions will be deemed to comply with the arm’s
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length principle, if the company receives a minimum after
tax return of 2% on the assets.

Entry into force

TheCircularapplies from 1July2017,forallexisting
and future transactions. Any rulings issued prior to this
date will no longer be valid for periods from 1 July 2017
onwards. If the intra-group financing transactions had
been supported by a transfer pricing study and are still
ongoing afterthe above date, the study will need to
comply with the provisions of the Circular.

PKF Comment

Financing companies will either need to undertake the

required transfer pricing analysis or alternatively, ifeligible,

use the simplification regime. The Circular provides for the

minimum requirements for a transfer pricing analysis

which is expected to be submitted by a licensed auditor

providing an assurance on the quality of the transfer

pricing analysis. For further information or advice on any

Cyprus tax matter, please contact Nicholas Stavrinides at

nicholas.s@pkf.com.cy or call +357 258 68000. -
»BACK

Tax residency based on 60 days
presence

Asof1January2017,anindividualwillbe considereda

Cyprustaxresidentifhe/she:

« doesnotspend morethanatotal of 183 daysinany
country within atax year; and

» isnotataxresident of another countrywithin the
sametaxyearandsatisfies thefollowingthree
conditions:

a) remainsin Cyprus for at least 60 days during the
taxyear;

b) carriesonabusinessinCyprusorisemployedin
Cyprus or holds an office in a Cyprus tax resident
company at any time during the tax year; and

C) maintains a permanentresidence in Cyprus, which
can be either owned or rented.

Itisimportantto note that, if the employment/business or
holding ofan officeas per(b)aboveisterminated, then
theindividualshall ceasetobe consideredaCyprustax
resident for that tax year under the 60 days tax residency
scheme.

PKF Comment

We note that for employment purposes in Cyprus there
are additional incentives which a Cyprus tax resident
individual can enjoy. Furthermore, an individual is granted

exemption from tax on dividends and interest received
either in Cyprus or abroad, provided that such individual

is considered as non—domiciled of Cyprus. For further
information or advice on any Cyprus tax matter, please
contact Nicholas Stavrinides at nicholas.s@pkf.com.cy or

call +357 258 68000.

mim ECcuador

New disclosure thresholds for
financial institutions

Since 1 October 2017, local financial institutions are
required bythetaxauthoritiestodisclose onamonthly
basistransactions performed bytheinstitutionorbyits
customers, to or from tax havens, individually over 5,000
USD or its equivalent in other currencies, and transactions
performed by the institution or by its customers, to
orfromcountrieswhich have double tax treaties with
Ecuador, individually over 5,000 USD or its equivalent in
other currencies. Credit or debit card consumptions or
cash withdrawals are exempted from this requirement.
Transactions under 5,000 USD performed with the same
individual within one month should also be disclosed.

PKF Comment

For further information or advice concerning Ecuador tax,
please contact Manuel Garcia at mgarcia@pkfecuador.
com or call +593 4 236 7833.

== Germany

Is Sec. 50d (3) EStG compatible
with EU law?

Profit distributions
made by a German
corporation to its EU
parent company are
currently subject to
German withholding tax
at a rate of 26.375%.
The tax is imposed
irrespective of whether the foreign parent company is - as
aqualifying EU parentcompany-entitledtoareduction
of the withholding tax to 0%. A qualifying EU parent
companyis acompanythat meets the conditions of the
Parent-Subsidiary Directive (Directive 2011/96/EEC, as
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amended by Directive 2014/86/EEC), and that is able to
provethatithasaminimumholdingof10%inthe capital
of the subsidiary at the time the withholding tax arises.

In principle, the EU parent company must accept

the withholding of the tax and has to apply to the
Bundeszentralamt fir Steuern (BZSt) (Federal Central Tax
Office)forarefund.Ifthetaxpayerhasappliedtothe BZSt
for an exemption, the German subsidiary is not required to
withhold the tax as an exception to the general rule.

However,the reductioninwithholding tax by way ofa
refund orexemptionis available only where the taxpayer
has met very strict conditions imposed by Section 50d
(3) EStG (German income tax law), which is meant to
counteract treaty or directive shopping. Under this section
the parent company has to meet the following three
conditions: (i) it must have business operations of its own,
(ii) itmusthave economicorothersignificantreasons
for having beeninterposed and (iii) it must participatein
generaleconomiccommerce by means ofabusiness
establishmentthat is suitably equipped for the purpose
of its business. However, these conditions need not

be metunlessthereare persons holdingashareinthe
parent company who would not have been entitled to the
tax refund or exemption if they had earned the dividend
income directly. These persons also have to meet the
conditions of Sec. 50d (3) EStG.

Thetax courtin Cologne has nowreferred aquestionto
the European Court of Justice (EC)) for a preliminary ruling
about whether Sec. 50d (3) EStG is compatible with EU
law (C-440/17). The decision published on 17 May 2017
(2K773/16)relates tothe version of Sec. 50d (3) EStG
thathas beenvalidsince 1January2012.Inits decisions
to refer the matter to the EC) made on 8 July 2016 (2K
2995/12,EC] file no. C-504/16)and on 31 August 2016 (2
K721/13,EC)fileno.C-613/16)thetaxcourtinCologne
had already doubted whether Sec. 50d (3) EStG was
compatible with the European freedom of establishment
and the Parent-Subsidiary Directive. These decisions
related toSec. 50d (3) EStG in the version that was valid
prior t02012.

The plaintiff, a Dutch holding company that has both
office premises and staff of its own, demands a refund

of withholding taxes from the BZSt. A German GmbH
(limited liability company) owns 100% of the shares of the
plaintiff (so-called meander structure). In 2013 the plaintiff
applied with the BZSt for a refund of dividend withholding
taxes retained by a German GmbH subsidiary (93%
shareholding). The BZSt refused the refund with reference
to Sec. 50d (3) EStC.

Thetax courtstill has doubts aboutthe compatibility
with EU law although Sec.50d (3) EStG (2012) has been
amendedinthe meantime.Inparticular,ithas doubts
aboutwhethertheamendedlawsufficientlytakesinto
accountthe principle of proportionality. The fact remains
thatan EU corporation maystillbe denied atax refund
even if its business has the required substance.

PKF Comment

Doubts about the compatibility of Sec. 50d (3) EStG with
EU law are further increased by the ECJ’s decision in the
Eqgiom SAS case of 7 September 2017 (C-6/16). In this
decision the ECJ held that a rule under French law that —
in the same way as Sec. 50d (3) EStG — does not grant a
reduction of withholding tax unless the taxpayer is able to
provide evidence that the company was not interposed
for obtaining this reduction, violates the freedom of
establishment and the Parent-Subsidiary Directive. Overall,
doubts about the compatibility of Sec. 50d (3) EStG

with EU law makes a very strong case in our opinion to
recommend challenging any detrimental decisions of the
BZSt, where applicable.

For further information or advice concerning German
international tax law issues or any advice with respect

to German taxation, please contact Thomas Rauert at
thomas.rauert@pkf-fasselt.de or call +49 40 35552 137.

»BACK]

Potential new transfer pricing rules
for cross-border intercompany
loans in Germany

Cross-border intercompany lending transactions must be
consistentwith the arm’s length principle in order to avoid
detrimental tax effects.InGermanythree methods are
recognised for determining whether the amount or rate of
interest charged on aloanis consistent with this principle:
the comparable uncontrolled price method (CUP), the
resale price method and the cost plus method.
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In its judgement given on 7 December 2016 (13/K
4037/13 - cfr. https://www.justiz.nrw.de/) the tax court in
Minstergaveits viewonwhich ofthe three methods for
determining reasonable transfer prices it considered to be
appropriate where cross-border intercompany loans were
concerned:

(1) Comparable uncontrolled price method: A comparison
with bank loans taken out by the borrowing company
was considered inadequate because the conditions
underwhichtheloansweregranted(e.g.withregardto
guarantees)were notcomparable. Acomparisonwith
loan agreements between unrelated third parties was also
considered inadequate because the underlying business
relations were not comparable.

(2) Resale price method: The court held that this method
was inadequate because there were noindependent
recipients of services with whom the borrower could
reasonably be compared.

(3) Costplus method: Inthe court’s opinion,an estimate
basedonthe cost plus method was the only reasonable
method to be applied under the circumstances. Apart from
borrowing costs,alsothe cost of equity atarate of 150%
ofthe borrowing costs hadtobetakenintoaccountanda
mark-up of 5%had to be applied. (Note: Whether the rate
of 150%was considered adequate onlyin this particular
case or whether it is to be applied generally remains
unclear.)

Furthermore, the court considered the foreign financing
company'’s failure to produce relevant documentation on
the cost basis to be non-compliant with the company’s
duty to co-operate and provide documentation. This would
justify the tax authorities’ estimate of areasonable interest
ratefortransfer pricing purposes.

PKF Comment

An appeal was lodged against the judgement (I-R 4/17)

of the German federal tax court. Taxpayers involved in
cross-border intercompany lending transactions should
nevertheless be aware of these latest principles that the
court established for calculating transfer prices consistent
with the arm’s length principle, particularly in view of thefact
that in its judgement the court has confirmed the opinion
adopted by the German tax authorities.

For further information or advice concerning German TP
issues or any advice with respect to German taxation, please
contact Dietrich Jacobs at dietrich.jacobs@pkf-fasselt.de
or call +49 40 35552 131.

El Hong Kong

Hong Kong participates in

the Multilateral Convention to
accelerate the pace of carrying
out the Automatic Exchange of
Information (“AEQI")

The Hong Kong Inland
Revenue Ordinance (“IRO”)
was amended in June 2016
to provide a legal framework
for Hong Kong to implement
Common Reporting Standard
(“CRS”) together with the
AEOlandwas furtheramendedinjune 2017 to expand
thelistofreportablejurisdictionsto cover 75 jurisdictions,
which comprises 14 confirmed AEOI partners and 61
prospective AEOlpartners.

Underthelaws,areportingfinancialinstitution (“FI")in
HongKongisrequiredtoidentifythefinancialaccounts
held by the tax residents of reportable jurisdictions, i.e. tax
residentswhoareliable fortaxbyreasonofresidencein
thejurisdictionswithwhichHongKonghasenteredinto
anAEOlarrangement.Onanannual basis, thereporting
Fls will need to collect and submit to the Hong Kong
Inland Revenue Department (“IRD”) the information of
these reportable financial accounts. The IRD will then
transferthe information collected from the reporting Fis to
the tax authorities of the relevant AEOI partners. The first
exchange will be conducted by the end of 2018.

Until recently, Hong Kong had to negotiate with other
jurisdictionsforAEOlonabilateral basis,whichwas
foundtobeatimeconsumingprocess.On6October
2017,thelnlandRevenue (Amendment)(No. 5)Bill

2017 was gazettedto pavethewayforHongKong’s
participationinthe Multilateral Convention on Mutual
Administrative Assistancein Tax Matters (“Multilateral
Convention”)and toalign the IROwith CRS by removing
inconsistenciesidentified. The Multilateral Convention will
be an effective platform for Hong Kong to implement with
otherjurisdictionsthe AEOland otherinternational tax-
cooperation areas such as base erosion and profit shifting.

PKF Comment

Any non-Hong Kong entities or individuals holding
financial accounts in Hong Kong should be aware that
the reporting Fls in Hong Kong have already commenced
their due diligence review procedures for AEOI purposes
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since 1 January 2017. Reportable account holders should
understand whether they will be regarded as Hong

Kong tax residents under relevant local tax law and what
information will have to be reported and exchanged.

Also, the participation of Hong Kong in the Multilateral
Convention will accelerate the pace of AEOI between
Hong Kong and other CRS jurisdictions. For further
information or advice concerning the implementation of
AEOI in Hong Kong or any advice with respect to Hong
Kong taxation, please contact David Cho at davidcho@
pkf-hk.com, Henry Fung at henryfung@pkf-hk.com and
Candice Ng at candiceng@pkf-hk.com or call +852 2806

3822.
== Hungary

New decree on transfer pricing
documentation obligations

For tax year 2018 new
regulations will come
into force in Hungary
accordingtoanewdecree
of the Ministry of National
Economy from 18 October
2017 (for tax year 2017
theserulesareoptional.)

This new decreeimplements guidelines and requirements
of BEPS Action 13, significantly extending obligations
fortransfer pricing purposes. However, prepared transfer
pricingdocumentationshould notbe filed directlywith
the tax authorities. Only combined (masterand local)
documentation can be prepared from the beginning of tax
year 2018.

Amasterfileincludes a proper and detailed presentation
ofthe grouptowhichthe Hungarian entity belongs. It
shouldcontainamongothersanorganizationalchart,
legal and ownership structure, business strategy of the
group, considerable M&A transactions, supply chain of
products and services exceeding 5%of total revenue,
mainagreements concluded between members ofthe
group and adepiction of the principles of transfer pricing
and value creation.

Alocalfile also consists of several parts: demonstration of
local management and activity, list of main competitors,
characterization of controlled transactions, choosing

the mostreliable transfer pricing method, abenchmark
study, etc. The benchmark should be updated at least

everythreeyears. However,financial data of selected
comparable transactions or companies is to be refreshed
annuallyataminimum.

The arm’s length mark-up on costs of low value-added
servicesistightenedtoa3-7%range.

PKF Comment

Hungarian companies cannot prepare proper transfer
pricing documentation without co-operation from their
group. If a master file is not prepared within 12 months
after the last day of the relevant tax year, it is the Hungarian
entity that is liable for preparing a master file (if not, a
default penalty can be levied). For further information or
advice concerning Hungarian transfer pricing rules or any
advice with respect to Hungarian taxation, please contact
Krisztian Vadkerti at vadkerti.krisztian@pkf.hu or call +36

1391 4220,

Bl italy

New rules for optional branch tax
exemption

Through protocol no. 165138 issued on 28 August 2017,
theltalian TaxAuthorities have implemented therules
regarding the optional branch exemption provided for
under article 168ter of TUIR (Consolidated law on income
tax) entitled “Exemption of profits and losses of permanent
establishments of residentcompanies”.

Thedefinition of the optional branch exemption refers

to the option to exempt profitand losses arising from
permanentestablishments setupabroad by ltalian
resident companies. Introduced by Legislative Decree
no. 147/2015 (Decreto Internazionalizzazione), this option
has allowed for companies residingin Italyand having
permanent establishments abroad not to grant tax effect
to profits and losses generated by their establishments.

This tax regime is available for all resident taxpayers
carryingoutabusinessactivity. Therefore,permanent
establishments in Italy owned by non-resident companies
are excluded. To have access to this tax regime, the
following conditions mustbe met:

e presenceofapermanentestablishmentin the foreign
Stateaccordingtothedefinitionunderthe existing
double tax treaty signed between Italy and the foreign
State in question. In the absence of such a treaty,
reference is then made to the criteria contained
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inarticle 162 of the TUIR regulating permanent
establishments;

«  the foreign State of the permanent establishmentis a
“white-listed” country.

This is an optional tax regime and its choice must be
expressedin the tax return related to the tax year as from
whichtheregimeis deemedeffective.Adistinctionhas
tobe made as towhetherthe companyalready owns an
establishment on 7 October 2015, i.e. the date on which
Legislative Decree no. 147/2015 introducing the optional
regimeenteredintoforce.Inthatcase,the company may
also opt for the branch exemption in the tax return related
tothe secondtaxyearfollowing the ongoingtaxyear,as
clarified in the above protocol. Once it has been exercised,
the option is irrevocable and the company will not be able
toreturntoitsregulartaxregime.

Furthermore, thisis an all-or-nothing option: article 2 of
protocol no. 165138/2017 confirms the “all in, all out”
criterion, according to which the exercise of this option
is applicable to all foreign permanent establishments,
including those set up at a later pointin time without the
need foranewoption havingto be exercised foreach
individual establishment.

With reference to past tax losses, a “recapture
mechanism”was introduced. If in the five tax years
priortothe effective date ofthe optionthe permanent
establishment has generated tax losses accruing to the
company, the income derived through the permanent
establishment under the branch exemption will be
included in the taxable income of the parent company
uptotheamountofpreviousnettaxlossesgenerated

by the same permanent establishment. With respect to
its 2016 draft, protocolno. 165138/2017 providesthat
this mechanismapplies ona“state by state” basis. In
each foreignjurisdiction referenceis therefore made to
asingle permanent establishment divided into several
production sites. This way the “recapture mechanism”
regulating the losses in each individual State includes the
sum of the income or losses generated by the permanent
establishments presentintheterritory in the five tax years
prior to the tax year in which the option became effective.

PKF Comment

Among the benefits that can be derived from the optional
branch exemption there is the improvement of the
competitiveness of Italian companies operating in foreign
markets as well as a lower tax burden in comparison

to a permanent establishment subject to its regular
taxation regime. The option for this regime appears to be
advantageous for Italian companies owning a branch in a

“white listed” country with lower taxation than the Italian
one: by opting for branch exemption the income generated
by the foreign permanent establishment results in being
tax-neutral at the level of the Italian parent company.
However, if it did not opt for such a scheme, the company
would have to utilize the tax credit under article 165 of

the TUIR, recognized in Italy to recoup taxes paid abroad
and related to the income generated by the permanent
establishment. For further information on this matter or any
advice on ltalian taxation, please contact Stefano Quaglia
at stefano.quaglia@tclsquare.com or call +39 010 818

3250.

New tax benefits extended to

vessels registered in EU Member
States

On 27 November 2017, Law 167 of 20 November 2017
-alsocommonly known as “European Law 2017” -was
published in the Official Gazette no. 277 in order to comply
with the obligations arising from Italy’s membership to the
European Union.

Among the new rules introduced by this law, it is
worthwhile to elaborate on article 10 entitled “Tax reliefs
for ships registered in the registers of the European Union
Member States or the European Economic Area”. The
article provides for an extension of a series of tax benefits,
which are currently limited tovessels registeredinthe
Italian International Register (RIl),also “toresidentand
non-residenttaxpayerswithapermanentestablishment
intheterritoryoftheStateandusingshipsenteredin
theregisters ofthe States of the EuropeanUnion orof
the European Economic Area exclusively in relation to
international trade and transactions”, as referred toin

the first paragraph of article 10. This extended benefit,
however,is subjecttocompliancewiththe cabotage
restrictions provided forinarticle 1, paragraphs 5 and
30fDL457/1997, with the directives contained in the
Navigation Code and concerning the formation and
minimum number of the crew, as well as with the training
of the crewitself.
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The beneficial measures, thus also extended to vessels
listedintheregisters ofthe EU Member States and the
European Economic Area, are the following:

« the allocation of a tax credit amounting to the
personal income tax due on the income of employees
andself-employedworkers, paidtothe crewaboard
theshipsandtobeoffsetagainstthe paymentofthe
withholding tax at source on such income;

¢ 20%oftheincome generated by the use of vessels
registered ontheRIl for the formation of the total
incomeissubjecttolIRPEF (personalincometax)and
IRES (corporate income tax);

«  thevalue of production realized by using vessels
registeredintheRIlis deducted fromthe IRAP
(regional production tax) taxable base;

«  the application of the “tonnage tax” regime, whereby
the taxpayer’sincome is subject to a flat-rate provided
they exercise the related option, which is irrevocable
fortenyears.

PKF Comment

The extended rules may hopefully contribute to the
recovery of the Italian maritime sector by enhancing its
appeal for investors. This sector - more than others - has
been negatively affected by the global economic crisis
resulting in a drop in sales volume. We are happy to
support foreign and Italian companies to apply the new
rules. For further information on this matter or any advice
on ltalian taxation, please contact Fabrizio Moscatelli at
fabrizio.moscatelli@tclsquare.com or call +39 010 98
45100.

Mexico

Electronic Invoicing - New version
CFDI 3.3

Since afewyears,Mexico has putin placeaprocedure
for electronicinvoicing (CFDI), which has recently been
modified.Asfrom 1 December2017,useofthe CFDI's
new version 3.3 will be mandatory.

As partofthis newversion,newfields areaddedtothe
CFDI layout, the structure is modified and there are new
catalogues to improve the accuracy of the data.

These days the tax authorities already have information on
itemsandamountsinvoiced by thetaxpayerbuttheydo
not know when the corresponding revenues are collected.
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With this newversiona paymentreceipt complement
will therefore be added to the CFDI, with the objective of
having greater control, avoiding undue cancellations and
duplication of revenues, and the taxpayer having more
controloverthe collection.

This payment receipt complement must be included when
thepaymentis madeininstalmentsorincaseswherethe
amountisdueinasingle payment butnotcoveredatthe
time of issuance of the electronic invoice.

The penalties for not correctly issuing the CFDI range from
13,570 MXN to 77,580 MXN per invoice. The guidelines for
using the CFDI as indicated by the SAT can be found in
Annexure 20.

PKF Comment

For further information related to CFDI 3.3 Electronic
Invoicing, please contact Roberto Cruz at
rcruz@pkfmexico.net or call +52 55 4163 0900.

New annual transfer pricing

requirements: Master File, Local
Report and Country-by-Country
Report

In line with the BEPS Project— measures to prevent
tax baseerosionand profitshiftingimplemented by the
Organization for Economic Co-operation and Development
(“OECD”)—Mexicorecentlyintroducedthe obligationto
submitthree newinformationreports, which should be met
by taxpayers carrying out transactions with related parties.
Taxpayerswhoareobligedtosubmitthese mustdosoby
31 December 2017 atthe latest regarding fiscal year 2016.
For subsequent years the information must be submitted
nolaterthan 31 Decemberofthe followingyeartowhich
the information corresponds.

The Mexican TaxAdministration Service (“SAT”) has
informed that the platform and the digital formats for

the new informative reports (Master File, Local File and
Country by Country Report), which must be presented in
accordance with the regulations issued by the OECD, can
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beaccessedonthe SAT pageasfrom 1 November2017in
orderfortaxpayers to complete the returns.

PKF Comment

PKF recommends reviewing in detail article 76-A of

the Mexican Income Tax Law (“MITL") to verify whether
your company meets any of the requirements to submit
these reports We invite you to contact us for a thorough
discussion on your transfer pricing policies and concerns.
For further information related to the Master File, Local
Report and Country-by-Country Report, please contact
Jimy Cruz at jimy.cruz@pkf-mexico.com or call +52 33 31

22 20 81.

== Netherlands

4% reduction of the Dutch
corporate income tax rate
announced

The Dutch government
has announced a
further reduction of
the corporateincome
tax rate with 4%. This
means that the rate
which applies to the
first EUR 200,000 of
taxable profit will be
subject to a rate of
16%, whereas the
profitinexcess of EUR
200,000will be subject
toarate of 21%.

The reduction will be
implemented over a three yeartime period startingin2019
withareduction of 1%, followed byafurtherreduction of
1.5%ineachofthefollowingtwoyears.

PKF Comment

With the further reduction of the Dutch corporate income
tax rate the Dutch government aims at further improving
the Dutch investment climate for international companies,
particularly for (regional) headquarters, research &
development activities and high value adding services.

For further information or advice regarding the benefits of
establishing a company in The Netherlands, please contact
Ruud van der Linde at ruud.van.der.linde@pkfwallast.nl

or call +31 15 261 31 21.

Full exemption of withholding
tax for intercompany dividend
announced in Tax Plans 2018

In the Tax Plans that were announced for 2018, the Dutch
government proposestointroduceafullexemption
fromDutch dividendwithholding taxes withregardto
dividends paid by a Dutch company to a shareholder with
ashareholdingofatleast 5%, whichisataxresidentin

a country with which the Netherlands has concluded a
double tax treaty thatincludes a dividend article. Part

of the proposalis also the introduction of a notification
requirementforall dividends towhichthe exemptionis
applied. This notification requirementwill also apply to EU
resident shareholders.

The proposalalsoincludes anewanti-abuse rule which
deniestheexemption ofdividendwithholdingtaxifthe
shareholding is considered “abusive”. In addition, the
proposal introduces a general dividend withholding tax
obligationforcooperativesinordertocreate full alignment
between a Dutch “Coop” and a Dutch “BV”.

PKF Comment

The proposed legislation should apply as of 1 January
2018 and has a positive effect on shareholders located
outside the EU which are not able to benefit from a 0%
withholding tax rate under a double tax treaty concluded
with the Netherlands. The introduction of a withholding
obligation for Coops on the other hand has a negative
impact on PE-structures that are structured through
jurisdictions that do not have a qualifying double tax treaty
with the Netherlands. For further information or advice
regarding the upcoming changes in the DWTA in the
Netherlands, please contact Ruud van der Linde at ruud.
van.der.linde@pkfwallast.nl or call +31 15 261 31 21.

Full cancelation of dividend
withholding tax announced, with
the exception of dividends to low
tax jurisdictions and introduction
of a withholding tax on interest and
royalties to low tax jurisdictions

On 9 October 2017, the new government announced in its
coalitionagreementthatitwill cancel dividend withholding
taxfrom1January2019,withtheexceptionofdividends
paid to low tax jurisdictions or in case the shareholding

is considered “abusive”. However, at the same time, a
withholdingtax obligationwillbeintroduced with regard to
interestand royalties paid to low taxjurisdictions.
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PKF Comment

The cancelation of dividend withholding tax is one of the
measures taken by the new government aiming to further
improve the Dutch investment climate for international
companies. However, in order to counter tax avoidance
structures, it proposes to introduce a withholding tax on
interest and royalties paid to low tax jurisdictions, which
will likely affect many flow-through entities, including
certain entities owned by Google, Apple and Starbucks.
For further information or advice regarding the cancelation
of dividend withholding tax in the Netherlands, please
contact Ruud van der Linde at ruud.van.der.linde@
pkfwallast.nl or call +31 15 261 31 21.

Peru

Income tax legislation aligned with
BEPS rules

In October 2016, the Peruvian Congress passed Law
No. 30506 in order to adapt Peruvian legislation to

OECD standards and recommendations for exchanging
information for taxation purposes, international taxation,
transfer pricing, base erosion and fighting against tax

avoidance.

The Government subsequently passed Legislative Decree
No. 1312 introducing some amendments to Peruvian
Income TaxLaw,which basicallyintroduces BEPS Action
13 (Guidance on the Implementation of Transfer Pricing
Documentationand Country-by-Country Reporting).

The new documentation standards are enforceable since 1
January2017onathree-tier basis: (i) MasterFile (ii) Local
File and (iii) Country-by-Country Reporting. Therefore,
formaltransfer pricing obligations suchas the Annual
Transfer Pricing Affidavit and Transfer Pricing Study

have beenreplaced with the Local File,which applies to
taxpayers performing transactions with related parties or
low tax jurisdictions, and whose annual revenue exceeds
2300 Peruvian Annual Tax Units (foryear20179,315,000
PEN or approximately 2.8 million USD).

Likewise, effective as of 1 January 2018, new
documentation requirements will apply to Peruvian
taxpayers or MNEs belonging toaneconomicgroup
whowillhavetofilethe MasterFileandthe Country-by-
CountryReportiftheirannual revenue exceeds 81,000,000
PEN or approximately 24.8 million USD.
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PKF Comment

The new documentation requirements can lead to a
significant administrative burden for Peruvian taxpayers
and MNEs. Although some Peruvian taxpayers and MNEs
are affected by the new TP-documentation requirements,
the BEPS-project will likely affect all taxpayers, since the
objective of the Peruvian Tax Administration (SUNAT)
seems to shift to transfer pricing assessments. Based upon
our practice, a large number of taxpayers do not meet the
minimum TP requirements. It is therefore recommended
for all taxpayers to take a critical look at their TP
documentation. For any further information on transfer
pricing legislation or assistance with respect to any other
Peruvian taxation issues, please contact Renato Vila at
rvila@pkfperu.com or call +51 142 16 250.

Romania

2018 key tax changes

As from 1 January 2018,
new tax provisions will
become applicable in
Romania. The major
amendments can be
summarised as follows:

VAT split

AVATsplit payment mechanismhas enteredintoforce
sincethe begining of October2017,whichis optional.
However, as from 1 January 2018, it will become
mandatoryforallentities registeredfor VATpurposes.
Taxable persons will also have to use a distinct bank
account for cashing and payments representing VAT. VAT
accounts will be opened, by default, with the various
treasury units within the tax offices where taxpayers are
registered. However, any taxpayer can opttoopenan
accountwithacommercialbank.The new VAT method
does not modify any existing VAT rules.

Corporate tax

Limitations onthe deductibility of borrowing costs for
associated companies will be introduced. The limitation
appliestothedeductibility of debtrelated costs,which
are defined as having a very wide meaning so as to
coverawide range of costs related tofinancing. Excess
debt related costs, calculated as the difference between
debtrelated costs andincome frominterestandother
equivalentincome incurred inatax period exceeding the
equivalentin RON of 200,000 EUR, can be considered
deductible for corporate income tax purposes only within
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the limit of 10%of the following calculation base: gross
accounting profitincluding corporate income tax payable
minus non-taxable revenue plus excess debt related costs
andtax depreciation. Ifthe tax base described above is
zero or negative, the excess debt related costs are treated
as non-deductible for corporate tax purposes during the
currenttax period, but can be carried forward indefinitely.

Personal income tax

The social security contributions will be transferred from
employertoemployee (pension-25%, health-10%).Also,
the personalincome tax will decrease from 16%to 10%
andwilapplytothe majorityofincome sources obtained
byindividuals.Employers are required to pay the work
insurance contribution of 2,25%.

Income tax for micro-enterprises
Thethresholdforapplyingthetaxonmicro-enterprises
willbeincreasedfrom500,000EURto 1,000,000 EUR. Al
companieswithincome notexceeding 1,000,000 EURat
31 December ofthe previous yearwill apply the micro-
enterprise regime without the possibility of an option,
irrespective of the industry they are active in. This category
also includes companies that have opted to apply
corporate income tax based on the size of their share
capital. Micro-enterprises with at least one employee

are subjectto atax rate of 1% while a 3% tax rate is
applicabletomicro-enterpriseswithoutemployees.

PKF Comment

The VAT split payment mechanism will make the economic
activity of taxpayers acting in good faith more difficult

and will generate additional costs related to changing

IT systems. Moreover, these changes need to be
implemented within an extremely short time period.

We believe that by raising the threshold for micro-
enterprises to 1 million EUR, 80% of the total number
of companies registered in Romania will pay micro-
enterprises tax as from 2018 onwards.

The transfer of social security contributions from the
employer to the employee will trigger various implications
for employees and employers. Employment contracts will
most probably have to be modified, based on negotiations
by the parties in order to accommodate for these tax
changes. However, there will likely be cases where the net
salaries of employees will decrease.

For further information or advice concerning Romanian
taxation, please contact Maria Popa at maria.popa@
pkffinconta.ro or call +40 21 317 31 96.

= Rwanda

Public ruling on filing of VAT input
claim

There have been divergent
interpretations in Rwanda
on the application of
Article 15 of the Law on
Value Added Tax (VAT).

In summary, this article
provides that an input tax
is allowed when taxable
goods are acquired locally
orimported.However,ifatthetime of VAT declaration

for the tax period to which the VAT input tax relates, the
taxpayer does not have in his possession the relevant
documents foran input tax claim, this input tax is allowed
inthefirst VAT periodinwhichthetaxpayerobtainssuch
documents provided that a period of two years has not
elapsed from the time the taxable goods that the input tax
relates towere acquired orimported.

In a public ruling delivered in June 2017, the
Commissioner General of the Rwanda Revenue Authority
ruledthatataxpayershould claim VAT inputinthefirst
tax periodinwhich he hasinhis possessiontherelevant
documents for VAT input claim. This means that if a
taxpayer whois in possession of the relevant documents
foraninputVATclaimbutchosestofilethe VATinputina
subsequent tax period will not be allowed such VAT input
inthat subsequenttax period.

PKF Comment

This public ruling has offered clarity on an issue that was
previously contentious among Rwanda taxpayers. For
further information or advice concerning Rwanda tax ruling
decisions or any advice with respect to Rwanda taxation,
please contact Gurmit Santokh at gsantokh@rw.pkfea.
com or call +250 788 454 746 or +250 788 386 565.

South Africa

Gone are the days of tax free
salaries abroad

ManySouthAfricantaxpayersearningasalaryabroad
have for many years been able to benefit from so-called
“double non-taxation”. Thiswould be the case where
salaries are earned in countries where the employer

PKF Worldwide Tax Update | January 2018 |

13


mailto:gsantokh@rw.pkfea

countrywould not tax salaries
earned in that country, and
where a domestic South
Africanincometax exemption
would also be available

to such South African
employees. The UAE for
exampleisrenownedthereforethatitleviesverylittle,if
any,taxesonnon-residentemployees employedinthat
jurisdiction. This regimeinteracts quite well with the South
Africanexemption fromincome tax provided toSouth
African employees working abroad and in terms of which
South Africawould in many cases also not levy income
taxonsalariessoearnedabroad.Inotherwords,asalary
earnedabroad maypotentiallynotbetaxedineitherthe
country of source or residence (i.e. South Africa).

AND W e
i _5‘1’ -

Interms of section 10(1)(0)(ii) of the Income TaxAct
(58 0f 1962), salaries earned abroad would be exempt
fromSouth Africanincometaxifthe salaryisearned
for services rendered outside of South Africa, and the
employeewould be absent from South Africaforat
least 183 daysinataxyear,of which atleast 60 are
consecutive.

Intheannual national budgetspeechearlierthis year,
Governmentwarned of its intention to withdraw relief for
South Africanindividuals working abroad and effectively
achieving double “non-taxation” on salaries so earned.
This threat has now been borne out by the proposed
withdrawal of the exemptionin section 10(1)(0)(ii) of the
Income Tax Act, proposed in terms of the draft Taxation
Laws Amendment Bill published on 19 July 2017. As
isexplained bythe draft Explanatory Memorandumto
theBill: “Ithas come to Government’s attention that the
current exemption creates opportunities for double non-
taxation in cases where the foreign host country does not
imposeincometaxontheemploymentincomeortaxes
onemploymentincome areimposed atasignificantly
reduced rate.”

The draft Bill proposes that section 10(1)(0)(ii) be deleted
effectivelyfortaxyears commencingonorafter 1 March
2019. This would effectively mean that South African
residents will be taxable in South Africa on salaries earned
abroad to the extent that the source country does not levy
taxontheincome soearned.Tothe extenthoweverthat
income is taxed abroad too, South Africa should grant

a credit against taxes payable here in terms of either an
applicabledoubletaxagreementorthe provisions of
section 6quat of the Income Tax Act.

It is noted that National Treasury has since, during
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the recent hearings in front of Parliament’s Standing
Committee on Finance, hinted at the current repeal only
to be effected for foreign remuneration earned in excess
of 1 million ZAR per year of assessment and that the
numberofdays requirement be maintained.Ithasalso
been suggested for the (partial) repeal to be delayed for a
further tax year, in other words to only take effect for years
of assessment commencing on or after 1 March 2020.
WeawaitthefinalversionoftheBillinanticipationtosee
whether these proposals are to be enacted.

PKF Comment

The harsh repeal and proposed amendment of this section
has resulted in many South Africans working across the
globe to reconsider their residency status but one must

be mindful of the CGT exit charge that would arise on a
person ceasing to be resident in SA. It is recommended
that proper advice be sought in this regard prior to

making such a major decision. For further information or
advice concerning South African taxation please contact
Kubashni Moodley at kubashni.moodley@pkf.co.za or
call +27 31 573 5000.

EJl Switzerland

Swiss Federal Council adopts
ordinance on automatic exchange
of Country-by-Country Reports
(CbCR)

InJune 2017,theSwiss Parliamentadoptedanewfederal
law regarding the automatic exchange of CbCR for
multinational corporations. Thedeadline forareferendum
regarding this law expired on 5 October 2017. On 29
September 2017, prior to the 5 October deadline, the
Swiss Federal Council enacted an ordinance in relation to
the Law, providing more clarityand detailregarding the
implementationof CbCRinSwitzerland.Thisordinance
will come into force on 1 December 2017.

The quintessence of the Swiss CbCR regulations is:

i. A consolidated revenue minimum threshold of
CHF900 million must be met or exceeded before
Swiss tax-resident entities are required to prepare and
submitaCbCR;

ii. Theaboveobligationisforfiscalyears(FYs)starting
onorafter1January2018; however,voluntaryfiling
is possible for Swiss Ultimate Parent Entities for FY16
and FY17;
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iii. TheFY18 CbC reports will be exchanged with partner
countries beginning in 2020;

iv. Potential requests forasuspension of the automatic
exchange of country-specific reports are to be
addressed to the State Secretariat for International
Financial Matters (SIF).

PKF Comment

The draft list of the partner countries with which
Switzerland agrees to exchange CbCRs is expected to be
published on the SIF website in the coming weeks. Swiss
multinational groups that are subject to CbCR should
consider voluntary filling of the CbCRs in Switzerland for
FY16 and FY17 in order to address potential secondary
filing obligations for the constituent entities. Furthermore,
Swiss multinational groups should review the list of
countries that Switzerland will exchange CbCRs with

as soon as this is available, in order to identify if there

are any countries for which a secondary filing would be
required. For further information or advice concerning the
aforementioned changes in the Swiss tax legislation or
assistance with respect to any other Swiss taxation issues,
please contact Rilana Wolf-Bayard at rilana.wolf@pkf.ch
or Margarita Baeriswyl at margarita.baeriswyl@pkf.ch or

call +41 44 285 75 00.

Switzerland will exchange the
information on advance tax rulings
having a cross-border impact as of
1 January 2018

The Federal Council
adoptedthe total revision
of the Tax Administrative
Assistance Ordinance
andbroughtitintoforce
on 1 January 2017. The
new ordinance defines
the framework and the
procedures required

for the spontaneous
exchange of information
including those that apply to the exchange of information
onadvance tax rulings. The first spontaneous exchanges
of information with Switzerland will take place as from

1 January 2018 onwards and will apply to tax periods
starting from then.

For the specific case of the advance tax rulings, the
ordinance defines which categories are subject to
spontaneous exchanges and which countries have to be
informed. Regarding the relevant timeframe:

i.  Allnewrulings (fallingin one of the defined categories)
will be subject to the spontaneous exchange of
information as of 1 January 2018;

ii. Taxrulings (fallinginoneofthe defined categories)
issued after 1 January 2010 and still effectiveon 1
January 2018 (or 2017 in case of specific agreements)
would be subjectto the spontaneous exchange of
information.

The countries receiving the information in the templates
(notyetavailable)willbe entitledtorequestfurtherand
more detailed information (e.g. a copy of the ruling) based
onthe applicable double tax treaty provision.

PKF Comment

Swiss taxpayers should be aware that Switzerland will
share its tax ruling decisions (having a cross-borderimpact)
with other jurisdictions. We recommend that taxpayers
analyse all their Swiss tax rulings in place and assess which
would be covered by the spontaneous exchange.

The taxpayer can decide to request the tax authority to
cancel certain tax rulings before the end of 2017 or can

file amended rulings. Furthermore, the taxpayer has the
possibility to appeal against the exchange of the ruling
information. For further information or advice concerning
the aforementioned changes in the Swiss tax legislation or
assistance with respect to any other Swiss taxation issues,
please contact Rilana Wolf-Bayard at rilana.wolf@pkf.ch
or Margarita Baeriswyl at margarita.baeriswyl@pkf.chor

call +41 44 285 75 00.

Swiss VAT law places new
obligations on foreign companies
as of 1 January 2018

AccordingtocurrentSwiss VATlawandthe relevant
regulations, foreign companies are exempt from the
registration obligation in the following circumstances:

i.  Aforeign company which generates less than TCHF
100 of turnover peryearfromtaxable suppliesin
Switzerland is exempt from VAT;

ii. Allsupplies of services (not of goods, whereas the
term ‘supply of goods’ is more broadly defined
inSwitzerlandthaninother(European)countries)
carriedoutbyacompanywherethe place of supply
is deemedto be in Switzerland for VAT purposes
are subject to acquisition tax. VAT liability is thus
transferred to the recipient of the supply. The foreign
company has no obligation to register in Switzerland,
irrespective of turnover;
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iii. Low-value goods imported into Switzerland are
exempt fromimport tax if the costincurred does not
exceed CHF 5.

The partial amendment
to the Swiss VAT law
coming into force on
1 January 2018 will
impact companies
not established in,
but providing supplies
toward (i.e. generating
turnover in) Switzerland. Such foreign companies may
be liable to pay Swiss VAT.In particular, the new VAT
legislationwillresultinthe following changesin VAT
liability for foreign companies:

i. Tax liability for foreign companies, which supply
goods to Switzerland or provide end users with
telecommunicationandelectronicservices,willno
longer be calculated based on the turnover generated
in Switzerland, but rather on the turnover generated
worldwide. Accordingly, if a company generates less
than TCHF 100 from such services in Switzerland, but
atleastTCHF 100inglobalturnover,itwillas from 1
January 2018 still be liable for VAT in Switzerland from
thefirstfrancofturnover;

ii. Foreign companies that exclusively provide
services (whereastheterm ‘supplyofservices’is
more narrowly defined in Switzerland thanin other
(European) countries), which are subject to acquisition
taxin Switzerland,donothavetoregisterforVATin
Switzerland. This appliesirrespective of the amount of
turnover generated.

Low-value deliveries will still be exempt from tax upon
import. However, under the new VAT legislation, (online)
retailers that generate over TCHF 100 perannumin
turnoverin Switzerland through the supply of goods will
beliableto VAT, i.e.obligedtocharge Swiss VATonthe
goodssupplied.

PKF Comment

To protect your business reputation as well as to simplify
your dealings with Swiss VAT, it is important to clarify your
VAT situation and plans in Switzerland well in advance
and, if necessary, to timely register your business with

the Swiss VAT authorities. We will be happy to explain

the advantages, risks, costs and responsibilities that lie
ahead as well as to assist with the VAT registration, if
required. For further information or advice concerning the
aforementioned changes in the Swiss tax legislation or
assistance with respect to any other Swiss taxation issues,
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please contact Rilana Wolf-Bayard at rilana.wolf@pkf.ch
or Margarita Baeriswyl at margarita.baeriswyl@pkf.ch or

call +41 44 285 75 00. -
»BACK

Swiss reduction of VAT rates to
enter into force on 1 January 2018

On 24 September 2017, Swiss voters rejected the Federal
Act on the 2020 pension reform. The public vote has
resultedinachange of Swissvalue addedtax (VAT)rates
as of 1 January 2018. The rate reductions are:

i. ThestandardVATratewillbereducedfrom8%to
7.7%;

ii. The special VAT rate for accommodation services will
be reduced from 3.8%to 3.7%;

iii. The reduced VAT rate of 2.5% will remain unchanged.

Accordingly, taxable persons will have to adapt their
systems (including VAT codes and invoice templates),
pricing and various agreements that are influenced by the
VAT rates, including online and paper marketing material
or offerings.

PKF Comment

It is important to carefully analyse well in advance whether
to charge the current 2017 VAT rate or the new VAT rate
applicable as of 1 January 2018. This concerns supplies of
goods or services rendered during the phase-in between
the end of 2017 and the beginning of 2018. We will be
happy to assist you and your business with any technical
analysis in this regard as well as with proper Swiss VAT
compliance obligations, if required. For further information
or advice concerning the aforementioned changes in the
Swiss tax legislation or assistance with respect to any other
Swiss taxation issues, please contact Rilana Wolf-Bayard
at rilana.wolf@pkf.ch or Margarita Baeriswyl atmargarita.
baeriswyl@pkf.ch or call +41 44 285 7500.

= United Arab
Emirates

UAE VAT - Registrations underway,
Executive Regulations released

The UAE Federal Tax Authority (FTA) commenced VAT
registrations from 1 October 2017 through its newwebsite
www.tax.gov.ae. As per the FTA’s website, awareness
seminars and - now confirmed through the Executive
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Regulations [Cabinet Decision No. (52) of 2017] - certain
threshold limits have been set for VAT registration in the
UAE:

Mandatory registration:

Ataxable personisrequiredtoregisterifitisabusiness
thatisresidentinthe UAEandis makingtaxable supplies
ofgoodsorservicesinthe UAEexceedingAED 375,000in
the last 12 months.

Voluntary registration:

If apersonis not required to register under the mandatory
criteria,theymay beeligible to apply forregistration if
eithertheirtaxable supplies ortaxable expenditure (which
were subject to VAT) exceeded AED 187,500 in the last 12
months.

For the purposes of understanding whether a registration
obligation exists,ataxable supplyreferstoasupply of
goods or services made by a business in the UAE that
may be taxed at a rate of either 5% or 0%. Imports are
also taken into consideration for this purpose, if a supply
of such goods or services would be taxable if made within
the UAE.

The VAT Executive Regulations were released on 28
November2017.Theyseekto clarify most ofthe open-
endedissues that the VAT Law had presented. The FTA
has also beenissuing clarificatory awareness materials on
various lines of business/key areas throughits website.
Afewimportant clarifications for some key areas and
industriesarelisted below:

Free zones

«  Designated zones have been defined as those free
zonesthathaveaspecificfenced geographicarea
and have security measures and Customs controls
in place to monitor entry and exit of individuals and
movement of goods to and from the area. [Free zones
likeJebel AiFree Zone, Dubai Airport Free Zone and
Sharjah Airport International Free Zone that have
Customs gates may possibly get covered by the
definition of designated zones];

* Importing goods into designated zones from
outside the UAE is not considered an import for VAT
purposes;

«  Services rendered out of or received into designated
zones will not have any benefits and will be subject to
VAT at the standard rate;

«  Transfer of goods from one designated zone to
another may not be subject to VAT.

Real estate sector

»  Rental income from
residential buildings is
exemptfrom VAT,

«  Rental income from
commercial buildings
issubjecttoVATatthe
standard rate;

»  Barelandis exempt from VAT;

e Foreigncompanies owningreal estate in the UAE
will be required to register for VAT in the UAE if their
taxable supplies (income from rent of commercial
premises) exceeds the minimum threshold limit.

Financial services
e Financial serviceswillbe subjectto 5% VATwhere
theyare supplied for:

- anexplicitfee;

- discount;

- commission;

- rebate; ora

- similartype of charge;

«  Financial services if remunerated by way of an implicit
margin (like alifeinsurance/reinsurance contract) will
be exempt from VAT;

e Generally,VATwill be appliedinthe samewaytoan
Islamic financial arrangement as to a non-Islamic
financial product that is intended to achieve the same
resultas an Islamic financial product.

Other important clarifications

Rules regarding reverse charge mechanism, place of
supply for goods and services, supplies considered out of
scopeforVAT purposes, capitalasset schemeand profit
margin scheme have also been clarified along with other
key areas.

Zero rated supplies

VAT will be charged at zero percent in respect of certain

supplies suchas:

+  Exportofgoodsandservicesoutside ofthe GCC
States that implement VAT,

e Exported telecommunication services;

¢ International transportation services for passengers
and goods [and related supplies];

»  Supply of certain means of sea, air and land transport
[such as aircrafts, ships, buses, trains];
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*  Certaininvestmentgrade
precious metals [gold,
silver and platinum of
99% purity and in aform
tradeableinglobal bullion
markets];

«  Thefirstsaleoraleaseof
a building specifically meant for charity purposes;

*  Newlyconstructedresidential properties, thatare
suppliedforthefirsttimewithin 3 years of their
construction;

*  Supply of certain education services, and supply of
relevant goods and services;

«  Supply of certain healthcare services, and supply of
relevant goods and services.

Exempt supplies
The following supplies will be exempt from VAT:
«  The supply of some financial services;

«  Residential properties;
»  Bare land;

»  Local passengertransport.

Excise law kicks off as planned

The FTA released the Executive Regulations [“Cabinet
Decision no (37) of 2017 on Executive Regulation on
Excise Tax”] pertainingtotheexciselawon 27 September
2017 and went ahead with the promised implementation of
theexciselawasfrom1October2017.Theimplemented
excisetax (on selectitems) has been nicknameda “sin
tax” by industry observers due to the nature of the
products it covers:

e Carbonateddrinks-50%;
e Tobaccoproducts-100%;
e Energydrinks-100%.

Theexcise tax affects the above mentioned specific
“excise” goods that are produced in the UAE, imported
intoitorstockpiledinthe UAE, as well as subject-to-
excise goods released from a designated zone.

PKF Comment

The UAE was due for a policy regime change for some
time and the advent of excise and VAT is a harbinger for
such times. It is clear that the UAE wishes to be perceived
as more than just a tax haven or tourist destination. With
whispers of corporate tax on the anvil and the recently
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introduced indirect taxes and UAE signing and becoming
party to International transparency forums for exchange of
information, the government has given a strong signal that
it is taking BEPS (base erosion and profit shifting) seriously
and is gearing up itself and businesses for an era where
the UAE will be recognised as one of the regional leaders
when it comes to adoption and implementation of best tax
practices from around the world.

For further information or advice concerning VAT in the
UAE or any advice with respect to UAE taxation, please
contact Ms. Sarika Dhameja at sdhameja@pkfuae.com
or call +971 4 38 88 900 or Mr. Chaitanya Kirtikar at cgk@
pkfuae.com or call +971 4 38 88 900.

United Kingdom

UK tightens grip on taxation of UK
land and property

Nottoofarinthedistant past,thedisposalof UKlandand
propertybynon-UKresidentpersonswasonlysubjectto
UK tax in limited circumstances. Changes since 2012 have
seen a gradual change to this position and have seemingly
culminated with significant changes being announced as
part of the Autumn Budget.

Back in 2012, the UK introduced ATED-related capital
gains tax on high value UK residential property. From

6 April 2015, the disposal of all residential property by
non-UKresidentpersonswas broughtwithinthescope
of UK CGT albeit with various exceptions. Then in 2016,
changes to the transaction in land rules looked to ensure
that development profit arising on the disposal from UK
property development could not escape the UK tax net.

HMRC recently released a consultation document which
announcedplanstobringthedisposalofallUKlandand
propertywithin the scope of UK tax, regardless of the
residence of the person selling the land.

These changesareduetohave effectfromApril2019(1
April for companies and 6 April for non-corporate entities
such as individuals and trusts). As a result, the disposal of
all residential and commercial property will be subject to
UK tax, either corporation tax or capital gains tax.

The main changes are:

« AllUKlandand propertywill be subjectto UK tax,
thus reducing the current limitation of residential
disposalsonly;
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»  Removal of some of the exemptions currently
available onresidential disposals e.g. disposals by
widely-owned non-resident companies will be taxable;

« Indirectdisposals: the disposal of aninterestinan
entity that substantially derives its value from UK
immovable property will be subject to UK tax.

Existing UKlandand propertyowned by non-residents

which will be broughtwithinthe scope of UK tax forthe

firsttime in April 2019, will be rebased to marketvalue in
April 2019. This means that only growth in value after this
datewillbe subjecttoUKtax.

An anti-forestalling rule is in place which has effect from 22
November 2017. This rule will counter-act arrangements
undertakentoavoidtheimpactofthe newrules bytaking
advantage of provisions withinthe UK’s treaty network,
essentially preventing treaty shopping.

Itis likely that further changes are on the way with

the strong prospect of UK commercial property being
broughtinto the scope of UK IHT regardless of ownership
structure.

PKF Comment

Detailed draft legislation has not yet been released and
the outcome of the consultation document is likely to
have some influence on the final legislation. However,
HMRC have stated that the core provisions outlined in the
document and summarised above will be implemented
in April 2019. We will continue to monitor developments
over the next few months and will share our thoughts and
comment as we continue to consider the implications of
the impending changes. For further information or advice
on UK land tax or any advice with respect to UK taxation,
please contact Adam Kefford at adam.kefford@pkf-
francisclark.co.uk or call +44 1392 667000.

BE= United States

US House and Senate pass the Tax
Cuts and Jobs Act Bill

The Unites

States House of
Representatives and
Senate signed the “Tax
Cuts and Jobs Act”
(H.R. 1), during the
week of 21 December

2017.TheBillwas forwardedto President Trump for his
signature,whosigneditintolawon 22 December2017.
As advertised, it is the most significant tax law change in a
generation or more and will affect all US taxpayers.

Below are some of the key provisions for individuals and
businesses as well as some international provisions.

Individuals

Please note that all of the individual tax changes will expire
after 2025.

Tax rates: There will be seven tax brackets ranging from
10%to the top bracket of 37%. The top rate of tax has
been lowered from 39.6%.

Standard deduction: Temporarilytobesetat24,000USD
forjointfilers, 18,000 USDforhead of householdfilers,
and 12,000 USD for single filers.

Personal exemptions: Would be repealed.

Child tax credit: Temporarily increased from 1,000 USD to
2,000 USD, and up to 1,400 USD would be refundable.

Itemized deductions: Have been slashed beginning 2018

as follows:

»  State and Local Taxes: Under the final bill, only 10,000
USD in property, state and local taxes, and sales
taxes may be deducted. Individuals would not be able
todeductin2017 prepaid 2018 state income taxes;

¢ Mortgage Interest: Limited to interest paid on
acquisition indebtedness up to 750,000 USD. Second
home indebtedness would be eligible within this dollar
limitation. Interest on home equity indebtedness will
no longer be deductible. For acquisition indebtedness
incurredbefore 15December2017,the conference
billallows currenthomeownersto keepthe current
limitation of 1 million USD (500,000 USD in the case of
married taxpayers filing separately);

*  Miscellaneous Itemized Deductions: Suspends the
deductionsthatwere previouslysubjecttothe 2%of
AGlfloor.

Individual alternative minimum tax: Would remain;
however,the exemptionamountwill beincreasedand
the AGlphase-outwillbeginatamuch higherlevel. The
conference billwouldtemporarilyincrease theexemption
amountto 109,400 USD formarriedfiling jointlyand
70,300 USD for others. The phase-out of the exemption
startsat1 millionUSDof AMTincomeforjointfilersandat
500,000 USD for others.
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Estatetax: The billwould double the currentestate

and gift tax exemption from 5 million USD to 10 million
USD, indexed for post-2011 inflation adjustments. The
scheduled exemption for 2018 is 5.6 million USD per
person. Thus,the 2018 exemption could exceed 11 million
usD.

Alimony: Eliminates the deduction for alimony payments
under divorce or separation agreements entered into or
modified after 31 December 2018. Payments will not be
treated as income for the recipient spouse either.

Business

Taxrate: A new corporate tax rate of a flat 21%would be
effective 1 January 2018.

Corporate AMT: Would be repealed.

Corporate net operating loss carry-forwards: Would

be limited to 80% of taxable income. Carry-forwards will
be allowed for an indefinite period subject to the 80%
limitation. The two-year carry-back and special NOL carry-
back provisions would be repealed.

Bonus depreciation: The bill would increase the
expensing allowance from 50 to 100% for property placed
in service after 27 September 2017 through 2022 and
removes the “originaluse”requirement. The amount of
allowable bonus depreciation would then be phased down
overfouryears:80%wouldbeallowedforpropertyplaced
inservicein2023;60%in 2024;40%in 2025;and 20%in
2026.

Interest deductions: The conference bill generally caps
the deduction for netinterest expenses at 30% of adjusted
taxableincome,amongothercriteria.Exceptionswould
existforsmallbusinesses,includingan exemption for
businesseswithaveragegrossreceiptsof 25 millionUSD
or less. Any disallowed interest deductions could be
carried forward indefinitely.

Pass-through businesses: The bill provides for a 20%
deduction on domestic “qualified business income”
(“QBI”") generated by a partnership, S Corporation or sole
proprietorship, subject to certain limitations and income
thresholds. QBl includes any trade or business other than
specified service businesses (defined below)anddoes
notinclude reasonable compensation of an S corporation
shareholdernorguaranteed payments to partners.

Limit based on wages and capital: For taxpayers

whose taxable income does notexceed 157,500 USD
for individuals (315,000 USD if married filing jointly) there
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are no limitations. Above those thresholds, the amount of
the deductionis limited to the greater of 50% of the W-2
wages, or the sum of 25% of the W-2 wages plus 2.5% of
the unadjusted basis of all qualified property. Only those
wagesthatare properlyallocable to qualified business
income are taken into account. Qualified property includes
depreciable tangible property.

Special further limitation for specified service
businesses: The deduction does not apply to “specified
service businesses,” except for taxpayers whose taxable
incomedoesnotexceed207,500USD (forindividuals)
or415,000 USD (if married filing jointly). The benefit of
the deduction is phased out for these taxpayers over a
50,000 USDrange (100,000 USD if joint return) for taxable
income exceeding the 157,500 USD for individuals,

and 315,000USD if marriedfiling jointly. A“specified
service business”means anytrade orbusinessactivity
involving the performance of services in the fields of
health, law, accounting, actuarial sciences, performing
arts, consulting, athletics, financial services, brokerage
services, investment management, trading, dealing in
securities,oranytrade orbusinesswherethe principal
assetofsuchtradeorbusinessisthereputationorskill
of one or more of its owners oremployees. It does not
include engineering orarchitecturetrades orbusinesses.

International Provisions

The Conference Agreement moves the United States into a
territorial system.

Dividendreceived deduction:Ingeneral,the bill provides
fora100%exemptionforForeignSource Dividendsfrom
foreign corporations in which the U.S. corporation owns at
least 10 percent.

Mandatory tax on tax-deferred foreign earnings: The
Conference Agreement provides foraone-time transitional
taxon 10%ormoreU.S.shareholder’s proratashare of
aforeign corporation’s post-1986 tax-deferred earnings.
Thetaxrateis 15.5%onearningsattributabletocashand
cashequivalents and other short-termassets and 8%on
remaining assets.

Foreign tax credit (FTC): No FTC or deduction would be
availableforanytaxes paidforearningsattributable to

exempt foreign dividends.

PKF Comment

If you have any questions about your particular tax
situation, please contact Leo Parmegiani at Iparmegiani@
pkfod.com or call +1 646 699 2848.
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