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Introduction 

Andrew Wiggins 
Global and UK Tax Accounting  
Services Leader 
+44 (0) 121 232 2065 
andrew.wiggins@uk.pwc.com 

The Global tax accounting services newsletter is a 

quarterly publication from PwC’s Global Tax 

Accounting Services (TAS) group. In the 

newsletter, we highlight issues that may be of 

interest to tax executives, finance directors, and 

financial controllers. 

In this issue, we provide an update on the recent 

activity of the Financial Accounting Standards 

Board (FASB) and the International Financial 

Reporting Standards (IFRS) Interpretations 

Committee. 

We also draw your attention to some significant tax 

law changes that occurred around the globe during 

the quarter ended December 2016. 

Finally, we summarise some key tax accounting 

areas that could be relevant to the preparation of 

2016 year-end financial statements.  

This newsletter, tax accounting guides, and other 

tax accounting publications are also available 

online. You can also register and access 

quarterly TAS webcasts for periodic updates on the 

latest developments. 

If you would like to discuss any of the items in this 

newsletter, tax accounting issues affecting 

businesses today, or general tax accounting 

matters, please contact your local PwC team or the 

relevant Tax Accounting Services network member 

listed at the end of this document. 

You should not rely on the information contained 

within this newsletter without seeking professional 

advice. For a thorough summary of developments, 

please consult with your local PwC team. 

 

 

 

 

Senior tax buyers name PwC as their first choice 

provider for tax accounting services globally* 

*These results are based on an independent 
survey of 2,536 primary buyers of tax 
accounting services globally, conducted  
by research agency Jigsaw Research  
(Q1–Q4 2015). 
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Accounting and reporting updates 

This section offers insight into the most recent 
developments in accounting standards, 
financial reporting, and related matters, along 
with the tax accounting implications. 

The FASB activity update 

Overview 

On 24 October 2016, the FASB issued Accounting 

Standards Update 2016-16 (ASU), Accounting 

for Income Taxes: Intra-Entity Asset Transfers of 

Assets Other than Inventory. The ASU is part of the 

Board’s simplification initiative aimed at reducing 

complexity in accounting standards. 

Current GAAP 

Under current Generally Accepted Accounting 

Principles (GAAP), the tax effects of intra-entity 

asset transfers (intercompany sales) are deferred 

until the transferred asset is sold to a third party or 

otherwise recovered through use. This is an 

exception to the principle in ASC 740, Income 

Taxes, that generally requires comprehensive 

recognition of current and deferred income taxes. 

New GAAP 

The new guidance eliminates the exception for all 

intra-entity sales of assets other than inventory. As 

a result, a reporting entity would recognise the tax 

expense from the sale of the asset in the seller’s tax 

jurisdiction when the transfer occurs, even though 

the pre-tax effects of that transaction are 

eliminated in consolidation. Any deferred tax asset 

that arises in the buyer’s jurisdiction would also be 

recognised at the time of the transfer. 

The new guidance does not apply to intra-entity 

transfers of inventory. The income tax 

consequences from the sale of inventory from one 

member of a consolidated entity to another will 

continue to be deferred until the inventory is sold 

to a third party. 

Why is this important? 

Eliminating the exception results in more 

transparent reporting of the tax effects of intra-

entity asset transfers, which investors may find 

useful. This is because the economic consequences 

of transfers other than inventory will be recognised 

in the period in which the transaction occurs, 

which should more closely align with tax-related 

cash flows. In addition, the application of the 

existing exception was sometimes challenging and 

the new guidance should reduce diversity in 

practice. The ASU also more closely aligns US 

GAAP with IFRS. 

The new guidance will likely impact reporting 

entities’ effective tax rates. Under current GAAP, 

the seller’s tax was deferred and generally 

recognised in a similar period as the tax  

 

Election 2016 and beyond: PwC's tax 
policy outlook 
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Accounting and reporting updates 

effects in the buyer’s jurisdiction. Under the new 

guidance, the seller’s tax effects and the buyer’s 

deferred taxes will be immediately recognised. 

For additional information, including illustrative 

examples of the differences between current US 

GAAP and the new guidance under ASU 2016-16, 

see PwC’s Tax Insight. 

Effective date and transition 

The new guidance will be effective for public 

business entities in fiscal years beginning after 15 

December 2017, including interim periods within 

those years (i.e., in the first quarter of 2018 for 

calendar year-end companies). For entities other 

than public business entities, the amendments are 

effective for fiscal years beginning after 15 

December 2018, and interim reporting periods 

within annual reporting periods beginning after 

15 December 2019. 

Early adoption is permitted for all entities as of the 

beginning of an annual reporting period for which 

financial statements (interim or annual) have not 

been issued or made available for issuance. 

Therefore, early adoption is required to be in the 

first interim period if an entity issues interim 

financial statements. 

The amendments in ASU 2016-16 will be adopted 

on a modified retrospective basis through a 

cumulative-effect adjustment recorded in retained 

earnings as of the beginning of the period of 

adoption. The cumulative-effect adjustment would 

consist of the net impact from (1) the write-off of 

any unamortised tax expense previously deferred 

and (2) recognition of any previously unrecognised 

deferred tax assets, net of any necessary 

valuation allowance. 

The new guidance does not include new disclosure 

requirements, but in the first annual reporting 

period of adoption and the interim reporting 

periods within the first annual reporting period, if 

applicable, reporting entities should disclose the 

nature of and reason for the change in accounting 

principle, the cumulative effect of the change on 

retained earnings or other components of equity or 

net assets in the statement of financial position as 

of the beginning of the period of adoption, and the 

effect of the new guidance on continuing 

operations, net income (or other appropriate 

performance indicator), any other affected financial 

statement line items, and affected per-share 

amounts for the current period. 

 

Takeaway 

Once ASU 2016-16 is adopted, an organisation’s 

effective tax rate can be impacted in the period 

intra-entity asset transfers (other than 

inventory) occur. 

Companies will need to ensure all data (buyer and 

seller) attributable to prior transactions within the 

scope of ASU 2016-16 is identified and assessed in 

order to properly account for the total cumulative-

effect adjustment upon adoption. This may be 

challenging for calendar year organisations 

considering early adoption in Q1 2017. 

The adoption of the new guidance may also require 

companies to consider changes to processes, 

controls, and systems to account for intra-entity 

asset transfers on a go-forward basis.  
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The IFRS Interpretations 
Committee update 

Overview 

During the fourth quarter of 2016, the IFRS 

Interpretations Committee finalised its decision 

with respect to the interpretation on uncertain tax 

positions (UTPs) and the agenda decision on the 

expected manner of recovery of an indefinite-life 

intangible asset for the purposes of measuring 

deferred tax. 

We summarise below the Interpretations 

Committee’s discussions on these topics. For 

additional information, see the IFRS 

Interpretations Committee Update 

web page. 

Interpretation on uncertain tax positions 

In October 2015, the IFRS Interpretations 

Committee issued a draft interpretation on 

accounting for uncertain tax positions, which 

was a significant development in IFRS as currently 

IAS 12, Income Taxes, does not prescribe a specific 

accounting model for UTPs. As mentioned in the 

Q3 2016 Global TAS newsletter, the 

Interpretations Committee discussed the various 

comment letters received on the draft 

interpretation and tentatively decided to: 

 make no changes to the proposals in the 

exposure draft in connection with the scope of 

the interpretation, the assumption that the tax 

authority has full knowledge, the probable 

recognition threshold, the transition 

requirements, and the disclosure 

proposals; and 

 restructure the guidance around the outcome 

of a review by the tax authority to clarify what 

an entity considers in determining whether 

there has been a change in circumstances. It 

was determined that IAS 8, Accounting 

Policies, Changes in Accounting Estimates and 

Errors is applied to a change in circumstances 

and that IAS 10, Events After the Reporting 

Period is applied to events after the 

balance sheet date. 

During the fourth quarter of 2016, the 

Interpretations Committee decided to move 

forward with the interpretation on uncertain tax 

positions as drafted. The final interpretation is 

expected to be issued in Q2 2017, and will have 

effect for periods on or after 1 January 2019. Early 

adoption will be permitted. 

 

Practical considerations 

The interpretation will apply to all IFRS financial 

statements for public and private organisations. 

Adoption of the interpretation may require 

significant changes to an organisation’s accounting 

policies, financial statement disclosures, data 

gathering processes and internal controls, 

especially for multinational groups. It may also 

impact existing corporate tax planning and 

management processes. 

Recovery of an indefinite-life intangible 

asset for the purposes of measuring 

deferred tax 

As mentioned in the Q3 2016 Global TAS 

newsletter, the Interpretations Committee 

received a request to clarify the determination of 

the expected manner of recovery of an indefinite-

life intangible asset for the purposes of measuring 

deferred tax. After deliberation, the Interpretations 

Committee concluded that the principles and 

requirements in paragraphs 51 and 51A of IAS 12 

provide sufficient guidance with respect to 

measuring deferred tax on indefinite-life intangible 

assets and that neither an interpretation nor an 

amendment to a standard is necessary. 
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Practical considerations 

Now that the agenda decision is finalised, entities 

may need to review their accounting policies to 

ensure that they have properly considered the 

expected manner of recovery of any indefinite-life 

intangible assets and reflected the appropriate 

tax consequences.  

Indefinite-life intangible assets in the form of 

brands are common in the consumer products and 

services, life science and healthcare, and 

entertainment and media industries. Determining 

that the carrying amount of the indefinite-life 

intangible asset will be recovered through sale as 

opposed to use may mean that deferred tax is 

calculated using a tax rate applicable to capital 

transactions rather than to revenue transactions. 
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Recent and upcoming major tax law changes 

This section focuses on major changes in the 
tax law that may be of interest to multinational 
companies and can be helpful in accounting 
for income taxes. It is intended to increase 
readers’ awareness of the main global tax law 
changes during the quarter, but does not offer 
a comprehensive list of tax law changes that 
should be considered for financial statements. 
Major tax law changes, if any, that occur in 
December after the issuance of this newsletter 
will be published in a PwC Tax Insight in 
January 2017.  

 

Argentina 

During the fourth quarter of 2016, the new 

Argentina-Chile tax treaty, which replaced the 

treaty signed in 1976 that Argentina unilaterally 

terminated in 2012, entered into force. This new 

tax treaty follows the OECD model. The main 

highlights of the treaty are: 

 capital gains from the transfer of non-real 

estate shares in companies in which the 

transferring entity has an interest of less than 

20% are subject to a maximum 16% tax rate (as 

opposed to the general 35% applicable in Chile 

beginning 1 January 2017 for long-term capital 

gains arising from non-habitual transfers of 

shares or other equity interests to unrelated 

parties), 

 income tax withholding tax (WHT) rates on 

interest are capped up to 15% as opposed to the 

maximum rate of 35% in both Argentina and 

Chile, and 

 income tax WHT rates on royalties are capped 

up to 15% as opposed to the maximum 35% 

rate in Chile and 31.5% in Argentina. In 

addition, income from shrink-wrapped 

software should be deemed as business profit. 

Lastly, under the treaty, Argentine companies with 

subsidiaries in Chile should be able to elect to apply 

the Chilean semi-integrated (cash basis) regime 

beginning 1 January 2017, with an ability to credit 

the full amount of the corporate income tax against 

the shareholder tax. 

Multinational enterprises should consider how the 

provisions of this new treaty could affect their 

investments, structures, operations, and 

transactions between Chile and Argentina. 

Australia 

During the fourth quarter of 2016, the Australian 

government released exposure draft (ED) 

legislation and a draft explanatory memorandum 

(EM) for the Australian diverted profits tax (DPT) 

rules. The Australian DPT would be an extension of 

the general anti-avoidance rules (GAAR) and apply 

to multinational groups with global group-wide 

revenue of $1 billion Australian dollars 

(approximately US $750 million) or more.  

The rules would impose a penalty tax rate of 40% 

on Australian tax benefits obtained in tax years 

beginning on or after 1 July 2017, whether or not 

the scheme was entered into, or was commenced to 

be carried out, before that day. 

 

 
 

Worldwide tax summaries 
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Recent and upcoming major tax law changes 

The 40% DPT penalty tax rate would apply to 

arrangements with a principal purpose of obtaining 

(a) an Australian tax benefit or (b) an Australian 

tax benefit and foreign tax savings. The DPT 

liability would be generally calculated on the 

amount of the Australian tax benefit obtained. 

A taxpayer could be excluded from DPT if it meets 

any of the three specific requirements listed below: 

 Australian turnover is AU $25 million or less, 

 sufficient foreign tax is paid at an effective rate 

of at least 24%, or 

 sufficient economic substance exists. 

The final date to submit comments on the ED and 

EM is 23 December, 2016. For additional 

information, see PwC’s Tax Insight. 

Canada 

During the fourth quarter of 2016, the Canada-

European Union (EU) Comprehensive 

Economic and Trade Agreement (CETA) was 

signed in Brussels. The CETA covers a broad 

range of trade issues and has important 

implications for both EU and Canadian importers, 

exporters, and investors. 

The next step in the implementation process is 

ratification of the CETA by all parties. In the EU, 

this means ratification by the European 

Parliament, as well as by the Member States. In 

Canada, the CETA will be tabled in Parliament. On 

28 October 2016, the European Council took initial 

steps by approving the Commission’s proposal for 

provisional application. Further developments on 

the ratification are expected in 2017. 

Further, during the fourth quarter of 2016, Canada 

introduced bill C-29, Budget Implementation Act of 

2016 (the bill), which is expected to be enacted 

before year end. The bill would significantly 

expand back-to-back withholding rules for 

non-resident withholding tax. The bill clarifies how 

the rules apply to arrangements with multiple 

intermediaries, adds character substitution rules, 

extends the rules to address rents and royalties, 

and introduces back-to-back rules for 

shareholder loans. 

Taxpayers potentially impacted by the proposed 

rules should prepare accordingly as the bill 

currently contemplates certain 2016 activity. 

In particular: 

 withholding tax changes, including extension 

of the rules to back-to-back rents and royalties, 

apply to amounts paid or credited after 2016; 

these changes apply to interest, rents, and 

royalties accrued in 2016 or earlier but paid 

after 2016; and 

 the new shareholder loan rules generally apply 

to debts outstanding after 21 March 2016. 

Colombia 

The executive branch of the Colombian 

Government recently issued a significant tax 

reform bill (the bill) for congressional 

consideration. The bill introduces a new 

withholding tax on dividends, eliminates the 

income tax for equality (CREE tax) and the related 

CREE surcharge, and adds several measures to 

fight perceived abusive structures.  

Some of the bill’s most notable measures relating to 

corporate income tax, withholding taxes, the 

general anti-avoidance rule, and related disclosures 

are discussed in PwC’s Tax Insight.  

Further, the proposed tax bill includes Master 

File and country-by-country reporting for 

fiscal year 2016.  

The government expects the bill to be passed before 

year-end and to take effect on 1 January 2017.
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Recent and upcoming major tax law changes 

Nevertheless, amendments may be proposed s the 

legislative debate unfolds. 

Cyprus 

During the fourth quarter of 2016, the Cyprus 

Parliament made amendments to the 

Cyprus Income Tax Law which impacts 

permanent establishments and companies 

developing intellectual property. The following 

amendments were passed on 14 October 2016:  

 An election to be taxed on profits earned by 

foreign permanent establishments (PEs), with 

a tax credit available for foreign taxes incurred. 

The exemption method will remain the default 

method in the absence of such an election. 

 Introduction of a new Cyprus intellectual 

property (IP) box. The new IP box retains the 

80% deduction from the initial (old) Cyprus IP 

box. According to the Cyprus tax authorities, 

the new IP box will be fully aligned with the 

Organisation for Economic Co-operation and 

Development (OECD) on Base Erosion and 

Profit Shifting (BEPS) Action 5 report. 

 Closure of the old Cyprus IP box with transition 

rules applicable through 30 June 2021. 

 Introduction of tax amortisation for all types 

of business-use intangibles, excluding goodwill 

and IP that falls under the old IP box 

transition rules which continues that box’s 

tax amortisation. 

The amendments will be effective 1 July 2016, 

once they are published in the Cyprus Government 

Gazette. 

EU 

During the fourth quarter of 2016, the European 

Commission (EC) proposed a comprehensive tax 

package, which seeks to harmonise corporate 

tax bases, apply formulary apportionment, 

further address hybrid mismatches and 

improve tax dispute resolution. The EC 

published four new draft EU Directives with 

proposals to:  

 harmonise corporate tax bases across each of 

the EU Member States, including a super-

deduction for R&D costs and a notional 

interest deduction for equity financing 

(allowance for growth and investment), in the 

form of a Common Corporate Tax Base (CCTB) 

Directive; 

 consolidate the results of entities in a corporate 

group in the EU under a single filing and 

apportion the aggregate profits to individual 

Member States according to labour, assets, and 

sales by destination via a Common 

Consolidated Corporate Tax Base (CCCTB) 

Directive; 

 introduce measures to address certain hybrid 

mismatches partly in relation to non-EU 

countries but partly more broadly by updating 

the Anti-Tax Avoidance Directive; and 

 extend existing double taxation dispute 

resolution mechanisms in the EU so that a 

taxpayer may ask its national court to set up an 

Arbitration Committee to deliver a binding 

decision within a fixed time frame under a 

Dispute Resolution Directive. 

All four Directives require the unanimous backing 

of all EU Member States in the ECOFIN to be 

adopted. As such, it remains to be seen whether 

certain aspects of the directives will be amended or 

removed completely and ultimately whether 

unanimous agreement on the final Directives can 

be reached.  
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France 

During the fourth quarter of 2016, the French 

government presented its draft amended finance 

bill for 2016. Drawing on the consequences of the 

Constitutional Court’s decision (dated September 

30, 2016) which ruled that the 3% distribution 

tax exemption available to members of a 

French tax consolidated group is 

unconstitutional, the French government 

proposed, at this stage, to extend the previous 

exemption to distributions made to (i) parent 

companies which, do not form a tax consolidation 

group, but have direct or indirect ownership of 95% 

of the share capital or (ii) companies established in 

the European Union or in a State which has 

concluded an administrative assistance agreement 

with France and would fulfil the same conditions.  

Once approved by the French parliament (expected 

in late December 2016), the provision mentioned 

above would apply to dividends paid on or after 1 

January 2017. In other words, the 3% tax would no 

longer apply to dividend distributions made on or 

after 1 January 2017 by a French company to its 

French or foreign parent company that held, 

directly or indirectly, 95% of the French subsidiary. 

Further, for past dividend distributions for which 

the 3% tax has been paid, taxpayers should 

continue to challenge the 3% tax based on EU law 

for which a decision of the Court of Justice of 

the EU is expected in a future year (likely 2017 

or 2018). 

Hungary 

During the fourth quarter of 2016, Hungarian 

Prime Minister, Viktor Orbán, announced that the 

Hungarian government intends to introduce a new, 

single corporate tax rate of 9%. Under the current 

corporate tax regime, taxable income not exceeding 

HUF 500 million (approximately US $1.8 million) 

would be subject to a 10% rate while the excess 

would be taxed at 19%. Although the change has 

not yet been enacted into legislation, based on 

Orbán’s announcement it is expected that the 

corporate income tax rate reduction will enter into 

force for 2017. 

If the proposed change is enacted, the Hungarian 

corporate tax rate would be the lowest in the 

European Union and also the second lowest 

worldwide among countries with a corporate 

income tax. Accordingly, this development 

presumably will foster further investments into 

the country. 

India 

During the fourth quarter of 2016, the Indian 

Central Board of Direct Taxes (CBDT), the 

administrative body for income tax in India, issued 

highly anticipated final rules (Rule 40BB vide 

Notification No. 94//2016, 17 October 2016) 

prescribing methods for taxpayers to determine the 

amount received from previously issued unlisted 

shares which are repurchased and may be subject 

to tax under the Indian Income-tax Act of 1961.  

The final rules determine the amount received from 

issuance of shares under 12 different situations, 

which are discussed in detail in PwC’s Tax 

Insight. The rules are effective 1 June 2016. As 

such, taxpayers who have repurchased shares prior 

to that date should separately analyse the tax 

consequences of the transaction. 
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Ireland 

During the fourth quarter of 2016, the Irish 

government delivered the Irish 2017 Budget. As 

part of the Budget announcement, the Minister for 

Finance published an updated version of Ireland’s 

International Tax Strategy, which details Ireland’s 

commitment to implementing the OECD BEPS 

recommendations and confirms that Ireland will 

introduce the EU Anti-Tax Avoidance Directive. 

Further, it provides specific references to Ireland’s 

adoption of several international proposals which 

increase tax regime transparency. The Minister was 

adamant that Ireland will not change its 12.5% 

corporate tax rate, while also reinforcing Ireland’s 

commitment to meeting international tax 

standards and providing tax certainty to 

businesses. 

Italy 

During the fourth quarter of 2016, the Italian 

Government enacted Law Decree no. 193/2016, 

which introduced a new version of voluntary 

disclosure for undeclared foreign assets (securities, 

cash, shareholdings, artistic works, jewelry, etc.) 

held by Italian tax residents. In particular, Article 7 

of the mentioned Law Decree introduces 

modifications to the previous version of voluntary 

disclosure. The application for the new voluntary 

disclosure must be filed by 31 July 2017. 

Disclosures include violations committed up to 30 

September 2016, and applies to years from 2010 

(and 2009 in the case of omitted tax assessments) 

through 2016. For additional information, 

including a summary of the modifications from the 

previous version, see PwC’s Tax Insight.  

Liberia 

During the fourth quarter of 2016, the Liberian 

government enacted the Liberia Tax Amendment 

Act 2016 (the Act), amending the Liberia Revenue 

Code. The following amendments were enacted on 

5 October 2016: 

 The Act increases the goods and services tax 

(GST) rate from 7% to 10% for all services and 

maintains the 15% GST rate applicable to 

telecommunication services. Professional 

services, such as consulting, logistics, and 

security, not previously subject to GST, likely 

will now have a compliance obligation under 

the revised GST rules. 

 The Act imposes a 2% minimum tax on all 

taxpayers except those in the agriculture and 

renewable resources and natural resources 

sectors. 

 The Act codifies taxpayers’ and the tax 

authority’s right to apply tax overpayments to 

settle other tax obligations in current or future 

periods or alternatively elect to refund them. 

 The Act creates a certification requirement for 

investors to qualify for special investment 

incentives and replaces the currently differing 

capital investment requirements (depending 

upon foreign vs. domestic ownership) with one 

capital investment requirement ($500,000) for 

all investors. The capital investment 

requirement for hospitals and health clinics 

remains at $50,000. The special investment 

incentives provision expires 30 June 2021, with 

exceptions for investments qualifying prior to 

the sunset date. 
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These tax amendments will have a significant 

impact on companies operating and investing in 

Liberia. Taxpayers should analyse the impact of 

these tax amendments on their business and plan 

accordingly. 

Luxembourg 

During the fourth quarter of 2016, the Luxembourg 

Government presented a bill (no. 7050) to the 

Luxembourg Parliament outlining the 

Government’s 2017 budgetary measures. In the bill, 

the Luxembourg Government proposes to 

formalise transfer pricing legislation by 

augmenting the basic arm’s-length rule. Currently, 

Luxembourg’s transfer pricing regime is based on 

article 56 of the Luxembourg Income Tax Law 

(LITL), which has been in force since 1 January 

2015, and broadly replicates the wording of the 

arm’s-length principle as set out in Article 9 of the 

OECD Model Tax Convention. The bill, published 

on 12 October 2016, now proposes to introduce a 

new article, 56bis, into the LITL. As drafted, the bill 

explicitly brings into the law some of the key 

principles set out in the OECD Guidelines in their 

2016 form. If the bill is enacted, the new transfer 

pricing provisions would be effective beginning on 

1 January 2017. 

Further, during the second quarter of 2016, the 

United States announced an agreement with 

Luxembourg to amend the existing US-

Luxembourg income tax treaty which would change 

the so-called ‘triangular branch rule.’ On the same 

day, the Luxembourg government introduced 

before its Parliament Bill n° 7006 (the bill) 

providing for a retroactive application of the 

proposed new rule. The agreement would 

incorporate into the existing US-Luxembourg 

double tax treaty (DTT) a provision similar to 

Article 1(8) of the new US Model Treaty, which 

denies treaty benefits when certain income is 

attributable to a permanent establishment (PE) 

situated outside the Residence State. Thus, based 

on the proposed new rule, the United States could 

impose US federal income tax on US-source 

income (typically US-source interest) received by a 

PE of a Luxembourg company—e.g., a US branch—

where, by virtue of attribution to the PE, the 

income is taxed in neither the United States 

nor Luxembourg. 

On 27 October 2016, the Luxembourg State Council 

formally vetoed bill n° 7006 and recommended 

that the Luxembourg Parliament reject the 

retroactive effects of the proposed new rule. It 

should be noted that a bill’s veto by the State 

Council does not prevent the Luxembourg 

Parliament from voting on and approving the bill. 

If the Luxembourg Parliament follows the State 

Council’s recommendations and rejects the bill, the 

proposed new rule would not apply retroactively 

and would be effective only on the date that both 

the United States and Luxembourg ratify the 

contemplated protocol. For additional information, 

see PwC’s Tax Insight. 

Mexico 

During the fourth quarter of 2016, the Mexican 

Congress approved the 2017 bill, which includes 

amendments to Mexican tax legislation that affect 

the income tax act, the value added tax act, and the 

federal tax code, as summarised in PwC’s Tax 

Insight. Some amendments include a 30% tax 

credit for research and development, new 

provisions for value added tax (VAT) credits,
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and a mandatory information return stating the 

taxpayer’s tax status, which will be effective in tax 

year 2017. 

Multinationals with assets, share investments or 

other activities in Mexico should consider how 

these changes may affect their Mexican structures. 

The bill was published in the Mexican Official 

Gazette on 30 November 2016 and will take effect 1 

January 2017.  

Poland 

During the fourth quarter of 2016, a modified draft 

act on the exchange of tax information with other 

states was published on the websites of the Polish 

Government Legislation Centre. The act seeks to 

prevent tax fraud and tax evasion through the 

automatic exchange of tax information by and 

between state administrations. The draft would put 

Polish taxpayers that belong to large international 

groups under additional obligations to report 

certain information as part of the implementation 

of the OECDs BEPS initiative on transfer pricing 

documentation, as well as corresponding EU 

directives on country by country reporting. The 

new rules are expected to come into force as of 1 

January 2017. For additional information, see 

PwC’s Tax Insight. 

Russia 

During the fourth quarter of 2016, the Russian 

Ministry of Finance (MinFin) published a draft 

version of the Main Priorities for Russian 

Federation Tax Policy for 2017–2019. 

According to this policy document, the tax burden 

should not undergo any fundamental change in the 

near term (with the exception of taxation in the oil 

and gas industry). However, it does recommend 

limiting loss carry-forwards by 30% of the current 

year tax base, and abolishing the maximum period 

over which losses may be carried forward 

(currently ten years). The policy also suggests 

limiting recognition of losses incurred within a 

consolidated group of taxpayers (CGT). Further, 

beginning in 2018, the MinFin expects to launch 

the automatic exchange of tax information with the 

relevant authorities of other countries in line with 

the OECD initiative. 

Spain 

During the fourth quarter of 2016, the Spanish 

government passed Royal Decree Law 3/2016 (Law 

3/2016) which amends certain provisions of the 

corporate income and other tax laws.  

For entities treated as ‘large taxpayers’ (defined as 

revenues of at least EUR 20 million during the 12-

month period prior to the beginning of the relevant 

tax year), Law 3/2016 introduces more restrictive 

limitations on net operating loss carryforwards and 

foreign tax credits. For all taxpayers, Law 3/2016 

introduces measures that reinforce the non-

deductibility of tax losses incurred on the transfer 

of shares effective for tax years beginning on or 

after 1 January 2017. 

In addition, the government expressed its 

commitment to the current 25% corporate income 

tax rate. Contrary to previous speculation, the 

holding company regime has not been modified 

and the 100% participation exemption for 

dividends and capital gains still applies.  

For additional information, see PwC’s Tax 

Insight. 
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United Kingdom 

On 23 November 2016, UK Chancellor of the 

Exchequer, Philip Hammond, made his first 

Autumn Statement with respect to plans for the UK 

economy. This is the first Autumn Statement 

following the EU referendum and the appointment 

of Hammond and the new UK Prime Minister, 

Theresa May. The Autumn Statement reveals the 

new government’s direction and tax policy goals. 

The Autumn Statement reaffirmed the new 

government’s commitment to previously 

announced measures, such as cutting the UK 

corporate tax rate to 17% and changing the interest 

deductibility and loss relief rules. It also included 

commitments to simplify the UK participation 

exemption (Substantial Shareholdings Exemption) 

and make the UK an even more competitive 

location to perform research and development. 

For a summary of the key provisions from the 

Autumn Statement proposals, see PwC’s Tax 

Insight 

 

United States 

Credit for increasing research activities 

During the fourth quarter of 2016, the Treasury 

and the IRS issued final regulations (TD 9786) 

(the Regulations) addressing various issues 

regarding the treatment of research related to 

internal-use software (IUS) for purposes of the 

Section 41 research credit. The Regulations finalise, 

with certain changes, the proposed regulations 

released in January 2015. 

The Regulations generally are effective for tax years 

beginning on or after 4 October 2016. The IRS will 

not challenge return positions consistent with the 

Regulations for tax years that both end on or after 

20 January 2015, and begin before 4 October 2016. 

For tax years ending before 20 January, 2015, 

taxpayers may choose to follow all of the IUS 

provisions of Reg. sec. 1.41-4(c)(6) as detailed 

in the: 

 final regulations published on 3 January 2001, 

 final register (TD 8930; 66 FR 280), or  

 proposed regulations (REG-112991-01) 

published on 26 December 2001, in the federal 

register (66 FR 66362).  

See PwC’s Tax Insight for a summary of the key 

aspects of the final regulations, including the 

changes from the proposed regulations. Taxpayers 

should carefully review their software development 

activities in light of this guidance to analyse 

whether they are properly claiming research credit 

eligible expenditures.  

Final Section 385 Regulations 

During the fourth quarter of 2016, the Treasury 
and the Internal Revenue Service (IRS) released 
final and temporary regulations under 
Internal Revenue Code Section 385 (the 
Regulations). These regulations target certain 
related-party financing transactions, specifically 
addressing whether related-party borrowings 
should be treated as debt or equity for US federal 
income tax purposes. Additionally, these 
regulations establish documentation requirements 
for certain related-party financing arrangements. 
The Regulations have been dramatically 
narrowed in scope to apply only to certain  
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debt instruments issued by US corporations. They 
also reflect numerous additional changes from the 
proposed regulations. 

The Regulations may also have significant state 
tax consequences as uncertainty still exists with 
respect to whether and how states may conform. 

Scope and effective date 

The Regulations are effective as of their date of 
publication in the Federal Register, 21 October 
2016, and apply to taxable years ending on or after 
the date 90 days after the publication date, which is 
19 January 2017. 

As previously mentioned, the scope of the 
Regulations has been dramatically narrowed as 
compared to the proposed regulations that were 
issued on 4 April 2016, and in their current form 
apply only to expanded group instruments (EGIs) 
and debt instruments issued by US corporations. 
Accordingly, the Regulations generally do not apply 
to debt instruments issued by foreign corporations, 
including controlled foreign corporations (CFCs), 
thereby narrowing the application of the 
Regulations primarily to inbound lending of foreign 
multinationals for US federal tax purposes. A 
significant aspect of the Regulations is the 

contemporaneous documentation requirements 
for certain related-party debt issued by 
US corporations. 

The Regulations do retain the same provisions as 
the proposed regulations that require enforceable 
legal documentation, standard creditor rights, 
demonstration of ability to pay, and ongoing 
maintenance and controls. However, significant 
relief has been provided as the effective date of 
these documentation requirements has been 
deferred until 1 January 2018. Additionally, relief 
has been provided as to the time when 
documentation must be completed. 

Under the Regulations, the documentation must be 
available as of the date of the tax return filing 
(including extensions) instead of within 30 days of 
the issuance of the debt as set forth in the proposed 
regulations. The delayed effective date of the 
documentation requirements will provide relief 
from the need to consider the impact on current 
2016 calendar year financial reporting. 

For additional information, including financial 
statement and internal control considerations, see 
PwC’s Tax Insight and PwC’s In depth. 

 

Takeaway 

Companies should begin to take steps to ensure 
that the financial statement impacts are evaluated 
and the appropriate processes and internal controls 
are in place to meet financial accounting and 
disclosure requirements. Given the dramatic 
narrowing of scope and various other changes 
resulting in relief from the proposed regulations, 
the impacts on 2016 calendar year financial 
statements appear to be minimal and perhaps 
limited to required disclosures for tax law changes 
that are expected to have a material impact in 
future periods. 

Final Section 956 and 954 Regulations 

During the fourth quarter of 2016, the Treasury 
and the IRS issued final regulations under 
Section 956 and Section 954, as well as proposed 
regulations under Section 956. In the final 
regulations, the provisions set forth rules that: 

1) treat obligations of foreign partnerships as 

obligations of their partners for purposes of 

Section 956; 
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2) clarify the extent to which a controlled foreign 

corporation (CFC) partner of a partnership is 

treated as holding US property held by the 

partnership under Section 956, including the 

withdrawal of Rev. Rul. 90-112; 

3) expand the scope of the Section 956 anti-

avoidance rule to include funding’s ‘by any 

means,’ funded foreign partnerships; and 

4) certain foreign partnership distributions; and  

5) modify the scope of the subpart F active rents 

and royalties exception under Section 954. 

With respect to the newly proposed regulations 

under Section 956, the rules set forth therein would 

disregard partnership special allocations for 

purposes of applying the final regulations to foreign 

partnerships, but only with respect to certain 

controlled partnerships. 

For additional information, see PwC’s Tax 

Insight. 

Effective dates  

The final regulations under Section 956 with 

respect to foreign partnerships are generally 

effective for taxable years ending on or after 3 

November 2016, with respect to instruments 

issued and acquisitions made on or after 

1 September 2015.  

The final regulations under Section 956 with 

respect to the anti-avoidance rule are generally 

effective for transactions occurring on or after 1 

September 2015. 

The final regulations under Section 954 are 

generally effective for taxable years ending on or 

after 1 September 2015. 

Final Section 987 Regulations 

During the fourth quarter of 2016, the Treasury 
and the IRS issued final and temporary regulations 
under Internal Revenue Code Section 987 (“the 
Regulations”). These Regulations address the 
taxation of foreign currency translation gains or 
losses arising from qualified business units 
(“QBUs”) (e.g., branches and certain other flow-
through entities) that operate in a currency other 
than the currency of their owner. The Regulations 
will likely change the way companies are 
calculating foreign currency translation gains and 
losses for tax purposes and the transition to the 
new regime may result in the permanent 
disappearance of unrealized Section 987 gains and 
losses existing as of the transition date. As a result, 
companies may need to adjust deferred taxes that 
have (or have not) previously been provided.  

Multinational companies that conduct business 
activities through QBUs will need to assess the 
effect of the Regulations for the financial statement 
period that includes the date the Regulations were 
enacted (i.e., December 7, 2016). In addition, 
consideration should be given to ensure that 
financial reporting processes and controls are 
designed effectively to address the requirements of 
the new Regulations.  

For additional information, including financial 
statement implications, see PwC’s Tax Insight 
from Tax Accounting Services and PwC’s Tax 
Insight from International Tax Services.  

Presidential election 

The November 8th election results indicate that 

Republican candidate Donald J. Trump has been 

elected to serve as the 45th president of the United 

States.The results of the 2016 elections for control 

of the White House and Congress may provide 

opportunities for major tax law changes in 

2017 and over the next four years.  

President-elect Trump and the Republican-

controlled Congress are expected to push for action 

on comprehensive tax reform that would lower 

both individual and business tax rates. Still,  
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Recent and upcoming major tax law changes 

prospects for the enactment of such legislation 

remain in question, given differences between the 

two political parties on how much tax should be 

paid by upper-income individuals. 

IRS notice targets repatriation of offshore 

earnings 

During the fourth quarter of 2016, the IRS and 

Treasury issued Notice 2016-73 (the Notice), which 

describes future regulations that would modify the 

rules regarding cross-border triangular 

reorganizations and certain inbound 

nonrecognition transactions. The Notice targets 

triangular reorganizations involving foreign target 

corporations by making them more difficult to 

execute in a tax-free manner, for example, by 

requiring gain to be recognized on the target shares 

(by revising Treas. Reg. sec. 1.367(b)-4 and -4T by 

future regulation). The Notice also causes taxpayers 

to recognize a larger ‘all earnings and profits 

amount’ upon the domestication or inbound 

liquidation of certain foreign corporations, even 

where the domesticating or liquidating corporation 

has earnings and profits itself. Both changes are 

intended to prevent taxpayers from repatriating 

untaxed earnings.  

Companies considering these transactions should 

carefully contemplate the potential application of 

the Notice. The rules described in the Notice apply 

to transactions completed on or after 2 December 

2016, and to any inbound transaction treated as 

completed before 2 December 2016 as a result of an 

entity classification election made under Treas. 

Reg. sec. 301.7701-3 on or after 2 December 2016. 

For additional information, see PwC’s Tax 

Insight. 

Other developments 

General anti-avoidance rules 

Many countries have developed legislative general 

anti-avoidance rules (GAARs) and similar judicial 

doctrines intended to safeguard against what is 

viewed as impermissible taxpayer behavior. While 

many of these measures have been in existence for 

a considerable length of time, uncertainty persists 

in relation to the scope of their operation, their 

interaction with domestic specific anti-avoidance 

rules (SAARs), and their application in a tax treaty 

context. With the advent of the OECD’s BEPS 

project, coupled with recent pronouncements 

by the European Commission, GAARs are set to 

play an even greater role in future compliance 

enforcement. Multinational companies seeking to 

operate an effective global tax governance regime 

should appreciate and understand the current 

developments in this area and be prepared to 

address the future application of GAARs, 

particularly when transacting cross- border. 

PwC examined key legislative, judicial, and 

administrative developments with respect to 

GAARs that are operative, or soon to be operative, 

across a number of jurisdictions: Australia, 

Canada, China, the EU, India, the Netherlands, 

New Zealand, Poland, the UK, and the US. See 

PwC’s Tax Insight. 

OECD’s multilateral instrument  

During the fourth quarter of 2016, the OECD 

released its Multilateral Convention to 

Implement Tax Treaty Related Measures to 

Prevent BEPS (MLI). More than 100 

jurisdictions participated in the MLI’s formation. 

The MLI will swiftly implement a series of tax 

treaty measures to update international tax rules 

and lessen the opportunity for tax avoidance by 

multinational enterprises. The MLI will transpose  
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Recent and upcoming major tax law changes 

results from the G20/OECD BEPS Action Plans 

into more than 2,000 tax treaties worldwide.  

The MLI does not override, nor substitute, existing 

bilateral income tax conventions that signatories 

have in place. Instead, it supplements those 

bilateral agreements with a series of BEPS-related 

provisions, most of which each signatory can opt in 

or out of, in whole or in part (with the exception of 

certain mandatory inclusions—on treaty abuse and 

dispute resolution—but not arbitration, which is 

optional). Signatories can also choose which of 

their bilateral agreements will be included.  

The MLI will be open for signature starting 31 

December 2016, and will enter into force when 

ratified by five signatories. A signing ceremony is 

expected to be held in Paris in June 2017. 

For additional information, see PwC’s Tax 

Policy Bulletin.  
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Tax accounting refresher 

In this section we summarise key tax 
accounting areas that could be relevant to 
the preparation of 2016 year-end financial 
statements.  

Key tax accounting areas 

Calendar year 2016 has seen considerable activity 

in the accounting standard setting, regulatory, and 

legislative landscapers around the world. To assist 

organisations in navigating these developments in 

the preparation of 2016 year-end financial 

statements, we summarise key tax accounting 

areas below.  

Accounting standard developments 

The past two years have seen considerable activity 

at the FASB related to accounting for income taxes. 

This includes several income tax accounting 

projects aimed at reducing complexity in 

accounting standards and improving the 

effectiveness of disclosures in the notes to financial 

statements. Specifically, the FASB issued 

Accounting Standard Update (ASU) 2016-16 on 

intra-entity asset transfers (as mentioned above), 

ASU 2016-09 on stock compensation, ASU 2015-17 

on the balance sheet classification of deferred 

taxes, and ASU 2015-16 on the simplification of 

accounting measurement-period adjustments. 

Further, as mentioned in the Q3 2016 Global 

TAS newsletter, the FASB issued an exposure 

draft on changes to the disclosure requirements for 

income taxes. Comments were due on the exposure 

draft by 30 September 2016. The Board will 

consider feedback on the proposed ASU at a 

future meeting. 

A useful summary of the various FASB income tax 

projects, their status, timing, and links to more 

information can be found here. 

Organisations should be giving attention to these 

standard developments with their tax accounting 

and disclosure implications and consider whether 

early adoption (where allowed) could be warranted.  

Regulatory focus 

Securities and Exchange Commission 

In the US, the staff of the US Securities and 

Exchange Commission (SEC) continued to pose a 

significant number of income tax questions to 

preparers via staff comment letters. The majority of 

these comments were related to areas of 

management judgement—particularly in the areas 

of deferred tax asset valuation allowance and 

presentation of the effective tax rate, as well as 

indefinite reinvestment of foreign earnings. 

With respect to valuation allowances, the SEC looks 

to understand information about the facts, 
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circumstances, judgements, and decisions made by 

management, as well as the process that 

management went through in weighing specific 

positive and negative evidence. Emphasis is also 

placed on the importance of early warning 

disclosure of possible near-term valuation 

allowance changes. 

With respect to the effective tax rate presentation, 

the SEC looks for quantitative and qualitative 

details supporting the amounts included in the 

‘foreign rate reconciling items’ line item. Requests 

have included: (1) a discussion of how the line item 

was computed by identifying its significant 

components, and (2) a reconciliation detailed by 

country. The SEC also focuses on situations where 

significant items were discussed in the financial 

statements but had no significant impact on the 

effective tax rate (e.g., a valuation allowance release 

with minimal rate impact). 

The SEC staff has continued to emphasise that a 

registrant’s indefinite reinvestment assertion(s) 

related to foreign earnings should be consistent 

with its disclosures within: (1) Management’s 

Discussion and Analysis of Financial Condition and 

Results of Operations (MD&A), (2) financial 

statement footnotes, and (3) other publicly 

available information. The staff has frequently 

required additional disclosure in the liquidity 

section of the MD&A of potential tax effects from 

repatriating offshore cash and cash equivalents. 

ESMA 

The European Securities and Markets Authority 

(ESMA) is an independent European Union 

Authority, whose predominant role is to serve as 

the European Union’s securities market regulator 

(similar to the Securities and Exchange 

Commission in the US). One of ESMA’s areas of 

responsibility is to promote the effective and 

consistent application of the European Securities 

and Markets legislation with respect to financial 

reporting. ESMA’s enforcement priorities for 2014 

included recognition and measurement of deferred 

tax assets and uncertain tax positions. These areas 

will continue to be one of ESMA’s areas of focus in 

2016. Key findings in these areas are summarised 

in the Q2 2016 Global TAS newsletter. 

Further, at its June 2016 meeting, the IASB 

tentatively decided to propose amendments to IAS 

12 to clarify that the presentation requirements in 

paragraph 52B of IAS 12 apply to all payments on 

financial instruments classified as equity that are 

distributions of profits as part of the next Annual 

Improvements Cycle. ESMA encourages issuers 

potentially materially affected by this issue to 

disclose separately the amount of the income tax 

related to these financial instruments already 

recognised in their financial statements.  

UK Financial Reporting Council 

The Financial Reporting Council (FRC) published a 

report titled Corporate Reporting Thematic 

Review Tax Disclosures which provides a 

benchmark for the expected standard of reporting 

on tax with the aim of providing more transparent 

reporting of the relationship between tax charges 

and accounting profit, as well as factors that could 

impact this in the future. The FRC is expected to 

strictly enforce compliance with these 

new standards.  

The review’s findings focus on the discussion of tax 

in the strategic report, the quality of effective tax 

rate (ETR) reconciliations, and the transparency in 

relation to significant judgement and estimations 

of uncertain tax positions (UTPs). 

Where tax was identified as a principal risk and 

uncertainty, the FRC welcomed the disclosure of 

more information on material matters likely to be  
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important to investors. Some examples include 

emerging risks from the OECD BEPS project, EU 

state aid laws, exceptional/non-recurring items, 

identification of the major tax risks, significant 

changes in prior year estimates, large variances 

between cash tax paid and current tax charges, 

and the tax impact of acquisitions particularly in 

respect of the recognition of deferred tax assets for 

tax losses. 

Instances that the FRC viewed as demonstrating 

good disclosure included commentary on the ETR 

giving explanations of variances on prior year, key 

factors that influence the ETR (for example, 

geographic mix, tax incentives, specific issues in 

territories), and expected future changes to the 

ETR. Further, best practice examples of ETR 

reconciliations were those where reconciling items 

were clearly disaggregated, avoided significant 

netting, and included detailed narrative of the 

nature and amount of the item.  

The FRC expects that companies with UTPs should 

be disclosing their recognition criteria, 

measurement methodology, the factors considered, 

and tools used in determining provisions in detail 

as part of their policy. Where there is estimation 

uncertainty, companies should disclose the specific 

nature of the uncertainty, the assumptions made, 

and provide sensitivity analysis or ranges so that 

users can understand how the tax charge may vary 

in the future.  

The FRC will challenge uncertainties that are 

repeatedly rolled-forward as it does not help the 

user quantify the short-term risks and distinguish 

them from other valuable information about 

medium term tax risks and specific judgements. 

Takeaway 

In summary, tax transparency is an area of 

increasing regulator and investor scrutiny across 

the globe. Organisations should provide accurate, 

transparent, and plain language disclosures for 

significant assertions and estimates in their 2016 

financial statements. 

Lease accounting standards 

As discussed in the Q1 2016 Global TAS 

newsletter, the FASB issued an Accounting 

Standards Update on Topic 842, Leases, on 25 

February 2016. This new guidance will significantly 

impact the US GAAP financial statement 

accounting for leases by lessees eliminating the 

traditional concept of an operating lease. The new 

standards bring significant changes for lessees, 

with almost all leases going on the balance sheet. 

The changes in accounting guidance will not impact 

how leases are treated for US federal income tax 

purposes; however, as companies transition to the 

new leasing standard for financial reporting, 

changes to lease accounting policies, lease terms 

and conditions, and processes and systems used to 

track and account for leases may impact several 

areas within the tax function, including US tax 

accounting methods, deferred tax accounting, state 

taxes, transfer pricing, and tax processes 

and systems.  

The new lease accounting guidance will be effective 

for public companies for fiscal years, and interim 

periods within those fiscal years, beginning after 15 

December 2018, (one year later for annual periods 

for entities not meeting the FASB’s definition of a 

public business entity). Early adoption 

is permitted.  

For additional information, including an overview 

of the new guidance, tax considerations, and 

additional lease accounting resources, see PwC’s 

Tax Insight.  
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Country-by-country reporting  

Action 13: The OECD’s BEPS project 

The final guidance from the OECD’s BEPS Action 

13 concerning transfer pricing and country by 

country reporting (CbCR) was released on 5 

October 2015, and it represents a significant 

development for today’s multinational enterprises 

(MNEs). Action 13 details changes to be made to 

transfer pricing documentation requirements in 

order to address the challenges of BEPS and 

includes provisions for a CbCR template to be 

submitted by MNEs to their tax authorities. 

Implementation of Action 13 is required if MNEs 

have a group consolidated turnover in excess of 

€750 million per annum that operate in countries 

that have adopted the OECD guidance. 

The goal of CbCR data is to provide tax 

administrations with useful information to assess 

transfer pricing risks, make determinations about 

where audit resources can most effectively be 

deployed, and, in the event audits are called for, 

provide initial information to begin and target 

audit enquiries. The information is intended to 

make it easier for tax administrations to identify 

whether companies are operating and transacting 

in a way which could be viewed as artificially 

shifting income into tax-advantaged environments. 

At the date of this publication, 91 countries are 

moving forward with BEPS reporting legislation, 

including the US, the UK, Australia, Spain, Mexico, 

the Netherlands, Poland, Korea, and China—with 

many more expected to follow suit. Further, at the 

date of this publication, 50 countries have 

signed the OECD’s Multilateral Competent 

Authority Agreement (MCAA), which calls for the 

automatic exchange of CbCR information among 

the signatories. 

CbCR is effective for financial years beginning on 

or after 1 January 2016, with reporting 

requirements beginning in 2017. CbCR will require 

MNEs to provide information on their global 

allocation of profit, taxes paid, and certain 

indicators of economic activity among the countries 

in which they operate. 

Takeaway 

Given this effective date, multinationals affected by 

the CbCR regime that have not already started to 

prepare should do so immediately. Such 

multinationals should monitor CbCR 

implementation in countries where they have 

operations to consider the applicability of the rules 

and assess what internal systems and process 

changes will be required for CbCR. In addition, 

multinationals should evaluate the capacity of their 

corporate information systems and controls to 

generate the level of financial detail required. 

For further information, see PwC’s Tax Insight 

from Transfer Pricing, as well as PwC’s publication 

from September 2016 titled Tax transparency 

and country by country reporting - BEPS 

and beyond. 

United States CbCR Regulations (TD 9773) 

On 29 June 2016, the IRS issued the final CbCR 

Regulations. The final regulations adopt, with only 

a few significant changes, the proposed regulations 

published in December 2015. The final regulations 

will require annual CbCR by US persons that are 

the ultimate parent entity of a MNE—those with at 

least $850 million in annual revenue for the 

preceding annual accounting period. An ultimate 

parent entity of a US MNE group is a US business 

entity that owns, directly or directly, a sufficient 

interest in one or more other business entities 

(constituent entities) at least one of which is 

organised or tax resident outside the United States,  
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such that the US business entity (1) must 

consolidate the accounts of the other business 

entities with its own accounts for financial 

reporting purposes under US GAAP, or (2) would 

be required to consolidate accounts if equity 

interests in the US business entity were publicly 

traded on a US securities exchange. The final 

regulations apply to reporting periods of ‘ultimate 

parent entities’ of US MNE groups that begin on or 

after the first day of a taxable year of the ultimate 

parent entity that begins on or after 30 June 2016. 

The information collection requirements in these 

regulations are to be satisfied by submitting a new 

reporting form, Form 8975, Country-by Country 

Report, with the taxpayer’s income tax return. 

The effective date of the final regulations creates a 

so-called ‘gap year,’ during which US-parented 

MNEs could be required to file the CbC report 

directly in foreign jurisdictions. That result could 

occur because other countries have adopted CbCR 

rules for annual accounting periods beginning on 

or after 1 January 2016, requiring reporting of CbC 

information by constituent entities of MNE groups 

with an ultimate parent entity resident in a tax 

jurisdiction that does not have a CbCR requirement 

for the same annual accounting period. 

The final regulations address the gap year problem 

by allowing US ultimate parent entities to file, on a 

voluntary basis, Form 8975 for reporting periods 

that begin on or after 1 January 2016, and before 

30 June 2016, in accordance with a procedure to be 

provided in separate, forthcoming guidance.  

The CbCR rules in the United States are generally 

aligned with the recommendations in the OECD’s 

2015 Final Report for Action 13 (Transfer Pricing 

Documentation and Country-by-Country 

Reporting), issued in October 2015. On the same 

day that the final US regulations were released, the 

OECD issued Guidance on the 

Implementation of Country-by-Country 

Reporting, recommending that other countries 

accept reports filed voluntarily in the United States 

and in other countries for years beginning on or 

after 1 January 2016.  

 

For further information on the final regulations 

and US CbCR requirements, see PwC’s Tax 

Insight. 

Takeaway 

The CbCR regulations have imposed significant 

new compliance burdens, and US companies that 

have not already started to prepare should do so 

immediately. All US MNEs subject to CbCR 

should carefully review both the Final Action 13 

Report and the final regulations from the IRS 

and start to assess their ability to comply with 

these new requirements, the potential of the new 

documentation requirements to trigger 

increased transfer pricing disputes, and the 

potential for public disclosure of sensitive 

commercial information. 

State aid  

As discussed in the Q3 2016 Global TAS 

newsletter, the European Commission (EC) 

announced its final decision in the formal State 

aid investigation into the profit attribution 

arrangements and corporate taxation of Apple in 

Ireland. The EC concluded that, in its opinion, 

Apple benefitted from unlawful State aid granted 

by Ireland, and it ordered full recovery of the aid 

in an amount of up to €13 billion plus 

compound interest.  

Organisations should consider the above decision 

and monitor further State aid developments to 

assess if a tax ruling, tax settlement, or even tax 

regime may be considered unlawful State aid. 
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The accounting consequences of such 

investigations, based on available information, are 

in many cases likely to be in the scope of ASC 740 

and IAS 12. 

State aid should be an important consideration 

when establishing any new tax position with the tax 

authorities, whether in relation to a tax ruling, tax 

settlement, or the application of a specific tax 

regime. Organisations should also assess the 

potential effect of these continuing developments 

on existing uncertain tax positions, as well as 

amounts owed for periods previously 

considered closed. Organisations may need to seek 

expert support in assessing risks from appropriate 

legal counsel. Expert analysis should also address 

the company’s position in the context of the 

relevant accounting standard. 

Organisations will need to document 

management’s assessment, as well as related 

internal controls. Enhanced disclosure should also 

be considered to more directly address the impact 

of the EC’s actions on ongoing risk assessments. 
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Tax accounting refresher 

Over the years we covered a number of 
technical topics in the tax accounting 
refresher section of this newsletter. 
Here we present a summary of the 
most recent topics and links to the 
relevant newsletters. We would love 
your input on what topics you would 
like us to cover in future newsletters. If 
you have any feedback, please feel free 
to reach out to any of the primary 
authors listed below.  

Past tax accounting refresher topics 

Topic Newsletter 

Tax accounting for M&A transactions Q3 2013  

2013 hot topics: Indefinite reinvestment assertions, valuation allowance assessments, and 

uncertain tax positions 

Q4 2013 

IFRS and US GAAP: similarities and differences Q1 2014 

When to account for tax law changes Q1 2014 

Importance of technology for tax function effectiveness Q2 2014  

Tax accounting and reporting considerations in relation to transfer pricing Q3 2014 

Key tax accounting hot topics and year-end reminders Q4 2014 

Taxes based on income, taxes not based on income, and ‘hybrid’ taxes Q1 2015  

Accounting for income taxes associated with foreign branch operations Q2 2015  

Accounting for income taxes associated with partnerships and other ‘flow-through’ entities Q3 2015  

Key tax accounting areas for preparation of 2015 year-end financial statements Q4 2015 

Tax provisions for carve-out financial statements Q1 2016 

Foreign currency tax accounting Q2 2016 

Outside basis differences Q3 2016 
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For more information on the topics discussed 
in this newsletter or for other tax accounting 
questions, contact your local PwC engagement 
team or your Tax Accounting Services network 
member listed here. 

Global and regional tax accounting leaders 

Global and United Kingdom 

Andrew Wiggins 

Global and UK Tax Accounting 

Services Leader 

+44 (0) 121 232 2065 

andrew.wiggins@uk.pwc.com 

EMEA 

Kenneth Shives 

EMEA Tax Accounting 

Services Leader 

+32 (2) 710 4812 

kenneth.shives@be.pwc.com 

 

Asia Pacific 

Terry Tam 

Asia Pacific Tax Accounting 

Services Leader 

+86 (21) 2323 1555 

terry.sy.tam@cn.pwc.com 

Latin America 

Marjorie Dhunjishah 

Latin America Tax Accounting 

Services Leader 

+1 (703) 918 3608 

marjorie.l.dhunjishah@pwc.com 
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Tax accounting leaders in major countries 

Country Name Telephone Email 

Australia Ronen Vexler +61 (2) 8266 0320 ronen.vexler@au.pwc.com 

Belgium Koen De Grave +32 (3) 259 3184 koen.de.grave@be.pwc.com 

Brazil Manuel Marinho +55 (11) 3674 3404 manuel.marinho@br.pwc.com  

Canada Spence McDonnell +1 (416) 869 2328 spence.n.mcdonnell@ca.pwc.com 

China Dervis Pajo  +86 21 2323 1577 dervis.pajo@cn.pwc.com 

Finland Iain McCarthy +358 (0) 20 787 7975 iain.mccarthy@fi.pwc.com  

France Marine Gril-Gadonneix +33 (1) 56 57 43 16 marine.gril-gadonneix@fr.landwellglobal.com  

Germany Heiko Schäfer +49 (69) 9585 6227 heiko.schaefer@de.pwc.com  

Hungary David Williams +36 (1) 461 9354 david.williams@hu.pwc.com  

India Pallavi Singhal +91 (80) 4079 6032 pallavi.singhal@in.pwc.com  

Italy Marco Meulepas +39 (02) 9160 5501 marco.meulepas@it.pwc.com  

Japan Nobuko Yamashita +81 (0)3 5251 2340 nobuko.yamashita@jp.pwc.com 

Mexico Fausto Cantu 

Mario Alfredo Arteaga 

+52 (81) 8152 2052 

+52 (999) 948 2957 

fausto.cantu@mx.pwc.com  

mario.alfredo.arteaga@mx.pwc.com 

Netherlands Rolf Slager +31 (0) 88 792 36 59 rolf.slager@nl.pwc.com  

Poland Jan Waclawek +48 (22) 746 4898 jan.waclawek@pl.pwc.com  

Romania Mariana Barbu +40 (21) 225 3714 mariana.barbu@ro.pwc.com  

Singapore Paul Cornelius +65 6236 3718 paul.cornelius@sg.pwc.com  

Spain Alberto Vila +34 (915) 685 782 alberto.vila@es.pwc.com  

Switzerland Reto Inauen 

Gil Walser 

+41 (58) 792 4216 

+41 (58) 792 6781 

reto.inauen@ch.pwc.com 

gil.walser@ch.pwc.com 

United Kingdom Andrew Wiggins +44 (0) 121 232 2065 andrew.wiggins@uk.pwc.com  

United States Rick Levin +1 (312) 298 3539 richard.c.levin@pwc.com 
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andrew.wiggins@uk.pwc.com 

Sandra Vinelli 

US National Professional Services 

Group Manager 

+1 (203) 539 3178 

sandra.a.vinelli@pwc.com 

 

Steven Schaefer 

US National Professional Services 

Group Partner 

+1 (973) 236 7064 

steven.schaefer@pwc.com
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