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Keeping up with the constant flow of
international tax developments worldwide
can be a real challenge for multinational
companies. International Tax News is a monthly
publication that offers updates and analysis
on developments taking place around the
world, authored by specialists in PwC’s global
international tax network.
We hope that you will find this publication
helpful, and look forward to your comments.
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Legislation
Australia
Australian government releases draft law on hybrid
mismatch rules
The Australian government has released exposure draft
legislation to address hybrid mismatch arrangements,
broadly consistent with OECD recommendations. The
draft law also includes a unilateral rule designed to
impose additional Australian tax where a foreign lender
to Australia is, directly or indirectly, subject to a tax rate
of 10% or less.

PwC observation:
The effective date of the proposed rules is not entirely clear.
However, based on Parliamentary timetables, the start date likely
will be January 1, 2019. Australian multinational entities (MNEs)
with cross-border transactions should consider the potential impact
of the hybrid mismatch rules. From experience in other countries,
identifying hybrid mismatches, particularly under the imported
hybrid mismatch and interposed zero or low-tax rate lender
rules, is not straightforward given the need to also consider legal,
accounting, treasury, and foreign tax issues. In many cases, MNEs
may want to restructure.

The exposure draft legislation operates to neutralize an entity,
instrument or branch mismatch by, for example, disallowing a
deduction or including an amount in assessable income. The rules
will apply automatically so an avoidance purpose is not required.
The draft law includes imported hybrid mismatch rules which, in
essence, seek to reduce or eliminate tax deductions for payments
made by an Australian company which directly or indirectly fund a
hybrid mismatch outcome in any country that has not adopted OECD
hybrid mismatch rules. These rules can operate to deny deductions
in Australia for a broad range of payments including rents, royalties,
interest, and services fees.
The draft law also includes a unilateral measure designed to override
the hybrid mismatch rules and impose additional Australian tax on
interest and derivative payments to, directly or indirectly, foreigninterposed zero or low (10% or less) tax rate lenders.
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Costa Rica
Costa Rican government proposes new tax measures
The Costa Rican government sent the 2018 Budget Bill
to the Assembly on February 28, 2018. Among other
measures, the Budget Bill proposes to replace the existing
sales tax with a value-added tax (VAT). It also amends the
income tax law by introducing a new capital gains tax, a
tax neutrality regime for certain corporate reorganizations,
and a new limitation on the deductibility of certain
payments. The Costa Rican Assembly is expected to pass
the Bill in June because tax laws enter into force six months
after they are published in the Official Gazette. Therefore,
if that timeline holds, the new tax measures would apply
effective January 1, 2019.
Please see our PwC Insight for more information.

PwC observation:
MNEs with operations in Costa Rica should analyze the implications
of a new VAT system.
Also, corporations may need to revisit any future share deals or
reorganization transactions in view of a new capital gains tax for
resident taxpayers and the new tax neutrality regime.

Carlos Barrantes
San Jose
T: +506 2224 1555
E: carlos.barrantes@cr.pwc.com

Jose Leiman
Miami
T: +305 381 7616
E: jose.leiman@pwc.com

John Salerno
New York
T: +203 539 5733
E: john.salerno@pwc.com

Subscription

Previous issues

In this issue

Glossary

www.pwc.com/its

Legislation

Administrative

EU/OECD

Treaties

Honduras
Honduran Congress is considering an alternative
minimum income tax amendment
The Honduran Congress is considering amendments to the
alternative minimum income tax after discussions with
the Honduran Committee of Private Companies (‘Cohep’
in Spanish).

PwC observation:
MNEs with investments in Honduras should determine whether
the proposed increased taxable income thresholds and reduced tax
rates will affect them. Furthermore, they should monitor Congress’s
legislative process.

Currently, Honduran companies are subject to an alternative
minimum income tax of 1.5% of their gross income equal to or greater
than 10 million Honduran Lempira (HNL) (approx. USD 420,000),
if the amount of standard income tax (at a 25% rate) is less than
the amount of alternative minimum income tax. This 1.5% rate is
reduced to 0.75% for Honduran companies in certain business - such
as the production and distribution of cement, the provision of public
services by government companies, the production or importation of
pharmaceutical products, and the production, sale or distribution of oil
and bakeries. There are some exceptions to this minimum tax, such as
companies incurring losses due to natural disasters.
The amendment would gradually increase the gross income amount to
HNL 300 million (approx. USD 12.7 million), HNL 600 million (approx.
USD 25.5 million) and up to HNL 1 billion (approx. USD 42.5 million).
It would also reduce the 1.5% rate to 1% and the (currently) reduced
0.75% rate to 0.5%.
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Netherlands
Dutch government provides further
guidance on ATAD implementation,
tax avoidance measures
The Dutch government has provided
additional guidance to Parliament on
its proposed measures addressing tax
avoidance and the Dutch interpretation of
the EU anti-tax avoidance directive (ATAD).
The guidance, sent February 23, 2018, is in
line with the Dutch government’s previously
proposed tax plans for the coming years
(See PwC Insight).
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PwC observation:
The Dutch government strives to keep the
Netherlands attractive for MNEs. The Dutch
government gives MNEs more certainty that
the Dutch CFC rules do not apply if certain
substance requirements are met at the level of
the foreign subsidiary. The government also
proposed measures to fight tax avoidance by
introducing increased substance requirements
and a withholding tax (WHT) on dividend,
interest, and royalty payments to low-tax
jurisdictions and non-cooperative jurisdictions.
The implementation of these rules should be
monitored closely by MNEs upon publication
of the bill.

The Dutch government aims to increase the
Netherlands’ attractiveness for MNEs doing business
in the Netherlands. The government still intends
to reduce the general Dutch corporate income tax
(CIT) rate to 21% and abolish the current Dividend
Withholding Tax Act (DWTA).

UK launches consultation on the
corporate intangible fixed assets regime
The UK government on February 19,
2018, launched a consultation on the
corporate intangible fixed assets (IFA)
regime. This regime is now more than
15 years old and fundamentally changed
the way the UK corporation tax system
treats intangible fixed assets (such as
copyrights, patents, and trademarks) and
goodwill. The government believes that,
in light of the growing importance of IP
and the restructuring of IP ownership
within multinational groups in response to
recent international tax changes, it is time
to examine whether to simplify the regime
and make it more effective to support
economic growth.

Please see our PwC Insight for more information.
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The government identified specific areas where it
seeks stakeholders’ views:
•

•
•

the impact of the exclusion of pre-April
1, 2002 assets, goodwill, and customer
related intangibles on the complexity and
competitiveness of the regime,
the use and competitiveness of the election
for a 4% per annum fixed rate of relief, and
the impact of the regime’s de-grouping rules
on mergers and acquisitions.

The government also is interested in understanding
whether targeted changes could be made to the IFA
regime to support its policy objectives and deliver
value-for-money in terms of the economic and fiscal
impacts on the UK.
This consultation closes on May 11.

PwC observation:
We welcome this consultation and expect it to
result in a welcome update of and improvements
to the regime.
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ATO Guidance on Diverted Profits Tax for significant
global entities
As first described in the ITS News April 2017 edition,
Australia’s Diverted Profits Tax (DPT) came into effect
on July 1, 2017 and applies to multinational groups with
more than 1 billion Australian Dollar (A$) global group
wide revenue, also known as significant global entities
(SGEs). The DPT imposes a penalty at a 40% tax rate, plus
interest, when the amount of Australian tax paid is reduced
by diverting profits offshore through contrived relatedparty arrangements. The Australian Tax Office (ATO) has
since released three guidelines on the DPT, including the
draft Law Companion Guideline (LCG) 2017/D7, the Law
Administration Practice Statement (PSLA) 2017/2 and the
draft Practical Compliance Guideline (PCG) 2018/D2.
LCG 2017/D7 seeks to assist taxpayers in understanding the new DPT
law and, when finalized, will constitute a binding public ruling to the
extent indicated. The DPT only will apply to arrangements that ‘would
be concluded’ for a principal purpose of obtaining an Australian tax
benefit, or both obtaining an Australian tax benefit and reducing
foreign tax liabilities. However, the LCG also states that significant
quantifiable non-tax benefits may provide a ‘strong indication’
that a scheme does not have a principal purpose, but these must be
considered along with the other relevant factors, which taken together,
may lead to a different conclusion.
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PSLA 2017/2 focuses on the ATO’s administrative processes related
to a DPT assessment. Specifically, the ATO has reassured taxpayers
that an internal oversight framework is in place to ensure appropriate
approvals are obtained before any DPT review is initiated due to the
‘seriousness of making a DPT assessment’. The PSLA also reinforces
that the DPT must be paid in full before the assessment can be
contested or a settlement reached. Since the DPT is a separate tax
liability, taxpayers could face an income tax assessment and DPT tax
assessment in the same period.
PCG 2018/D2 acts as a risk assessment tool for taxpayers considering
their potential DPT exposure. The PCG provides some guidance on
what the ATO considers to be high and low-risk scenarios in relation
to the sufficient economic substance test. The PCG evaluates the level
of risk for four particular arrangements and suggests general framing
questions that could be in a DPT evaluation. The PCG also suggests
some indicative records and information that the ATO could consider
in its engagement process and options the taxpayer has for engaging
with the ATO.

PwC observation:
The DPT is extremely broad, and there are still many uncertainties
regarding its application. All taxpayers with cross-border related
party dealings should first consider if they are an SGE, before
evaluating the remaining carve-out exemptions. Based on the
ATO’s guidance to date, the carve-out exemption of the ‘sufficient
economic substance test’ likely may prove difficult to satisfy to the
standard required by the Commissioner in many cases.
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United States
IRS provides ‘toll tax’ reporting guidance
The Internal Revenue Service (IRS) issued IR-2018-53
on March 13, 2018 addressing certain questions and
answers (Q&A) regarding reporting requirements
and election procedures relating to the newly enacted
mandatory deemed repatriation of deferred foreign
earnings (the ‘toll tax’). The Q&A addresses specific
questions about who must report amounts related to the
toll tax, the form of the reporting, and when certain related
elections must be filed, following the introduction of the
new territorial tax regime under the 2017 tax reform
reconciliation act, also known as the ‘Tax Cuts and Jobs Act’
(the Act). Of immediate concern, calendar-year taxpayers
electing to pay their toll tax liability in annual installments
under Section 965(h) must have made such payment by the
unextended due date of their inclusion year tax return, due
on April 17, 2018. The IRS will provide additional guidance
and other information on IRS.gov in the weeks ahead.

PwC observation:
The Q&A is the latest guidance issued by the IRS related to
reporting, paying, and filing elections related to the toll tax.
Taxpayers should immediately review the Q&A prior to submitting
the IRC 965 Transition Tax Statement to the IRS in order to make
timely toll tax liability payments and comply with the filing
requirements for making available elections under Section 965.
Importantly, taxpayers should take note of the general requirement
to file a Form 5471 with respect to each specified foreign
corporation with respect to which the taxpayer is a US shareholder.
Taxpayers that have already filed their 2017 tax returns should
consider filing an amended return consistent with the guidance
provided in IR 2018-53 to avoid potential processing difficulties
and erroneous notices being issued by the IRS.

For prior coverage on the Act, the first installment of administrative
guidance on the toll tax, Notice 2018-07, and the second installment of
administrative guidance, Notice 2018-13, see our prior PwC Insights,
Republican tax bill will significantly impact US international tax
rules, IRS Notice addresses the ‘Toll Tax’ under amended Section 965,
and Second IRS Notice issued regarding the ‘Toll Tax’ under amended
Section 965, respectively.
Please see our PwC Insight for more information.
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EU/OECD Updates
EU
European Commission proposes new rules on taxing
the digital economy
The European Commission (EC) published its EU digital tax
package on the taxation of the digital economy on March
21. The package consists of four main parts:
•
•
•

•

a communication to the European Parliament and the Council
of the EU
a proposal for a Council Directive that provides rules related to
the corporate taxation of a significant digital presence
an accompanying Recommendation to the proposed Directive
relating to the corporate taxation of a significant digital presence,
and
a proposal for Council Directive on the common system of a digital
services tax on revenues resulting from the provision of certain
digital services.

The package contains two new draft EU Directives. The EC views
the first draft Directive as a comprehensive long-term solution and
the second as the short-term or interim solution in order to quickly
address the issue.

PwC observation:
The EC’s proposals will be sent to the Council and the European
Parliament. The Directives need to be formally adopted by the
Council by unanimous vote, after consultation of the European
Parliament and the Economic and Social Committee. There
likely will be significant discussion on the proposed Directives
and it remains to be seen whether they can achieve the
required unanimity.
However, even if EC does not reach unanimity on the Directives,
countries are nevertheless likely to enact unilateral measures based
on the proposals. Italy, for example, recently introduced a new
business-to-business tax on digital transactions (See PwC Insight
dated January 18, 2018).
While we await the results of the legislative process, MNEs should
focus on the interim measures. They should assess whether they are
in scope for the interim measures. Furthermore, MNEs should follow
proposed measures on taxing the digital economy not only at the EC
level, but also at the separate country level.

Please see our PwC Insight for more information.
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Luxembourg
EU Commission finds that Luxembourg granted
unlawful State aid to Amazon
On February 26, 2018, the EC published the nonconfidential version of its final decision issued on October
4, 2017 in the Amazon State aid investigation opened in
October 2014.
According to the decision, in the EC’s opinion, Luxembourg’s tax treatment
of Amazon gave rise to State aid in the amount of up to € 250 million.
Please see our PwC Insight for more information.

PwC observation:
This decision is the latest in a number of related high-profile cases
that concern the EC’s approach on State aid, in particular in relation
to tax rulings and transfer pricing.
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Treaties
China
China updates its interpretation of certain tax
treaty articles
China’s current interpretation on the implementation of
tax treaties is mainly reflected in the ‘Notice Issued by the
State Administration of Taxation (SAT) Releasing the
<Interpretation of the Articles in the treaty between China
and Singapore and the Relevant Protocols>’ (Guoshuifa
[2010] No. 75 or Circular 75). The interpretation in Circular
75 also applies to other treaties concluded by China if the
provisions of the relevant articles in those treaties are the
same as those in the China-Singapore treaties.
The SAT issued SAT Public Notice [2018] No.11 (Public Notice 11) on
February 9, 2018 to update its interpretation of a few articles under
double tax agreements (DTAs) concluded by China and for the first
time clarify the DTA treatment of partnerships. Public Notice 11 will
take effect on April 1, 2018. The major updates are as follows:
•

•
•
•

clarifying that Sino-foreign cooperative education institutions/
programs would constitute a permanent establishment (PE) in
China; and the ‘6 months period’ threshold for a service PE is
interpreted as ‘183 days’ in the PE article,
amending the scope of international transportation income in
the shipping and air transport article,
more comprehensive interpretation of the artists and sportsmen
article, and
new interpretation for treaty treatment of partnerships
and partners.

Please see our PwC China Tax/Business News Flash for more detail.
Matthew Mui
China
T: + 86 (10) 6533 3028
E: matthew.mui@cn.pwc.com

PwC observation:
Public Notice 11 may impact non-residents who are engaged in
Sino-foreign cooperative education institutions or programs in
China or provide services in China, international transportation
companies, non-resident artists or sportsmen who carry out
relevant activities in China and domestic or foreign partnerships
and their partners who derive income from China.
They should review their cross-border business models and evaluate
the potential tax implications. They also should monitor the
interpretation in Public Notice 11 that deviates from international
practice and any unclear issues.
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Ecuador / Russia
Ecuador ratifies tax treaty with Russia
Ecuador recently ratified its first tax treaty with Russia,
which was signed in November 2016. The treaty’s main
highlights are:
•

•
•
•

PwC observation:
MNEs with operations in both jurisdictions should review how this
new treaty may affect those operations.

Dividend WHT rate is capped at 5% if the beneficial owner
is a company owning at least 25% of the voting rights in the
distributing company and 10% in other cases. This relief should
not affect the payment of dividends to non-resident non-tax haven
entities as they should not be subject to income tax withholding in
Ecuador under Ecuadorian domestic tax laws.
WHT rate on interest is capped at 10%, although a 0% rate applies
under certain circumstances.
WHT rate on royalties for the use of industrial, commercial, or
scientific equipment is capped at 10% and 15% in other cases.
The treaty does not include any relief for capital gains arising
from the sale of shares as it refers to the application of the
domestic rules.

The treaty will enter into force once the ratification instruments
are exchanged.
The application of the capped income tax withholding rates on interest
or royalties paid by an Ecuadorian company to a Russian entity
would be subject to the general limitations of the tax treaty benefits
in force in Ecuador since June 14, 2016. This includes the automatic
application of the treaty benefits up to a fixed amount. Once the total
amount of payments exceeds this limit, payments would be subject
to domestic income tax withholding. In this case, the taxpayer could
ask for a refund to the Ecuadorian tax authorities if it were entitled
to treaty benefits.
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France
No deduction of withholding taxes levied outside
France in compliance with tax treaties
The French tax treaties usually provide that a tax credit
equal to the WHT levied in the source country may offset
the French CIT. This tax credit is capped at the amount of
the CIT due in France on the considered income.
However, in practice, this tax credit cannot offset the CIT when the
income recipient is for the given year incurring losses in France, or
when the WHT amount is higher than the corresponding French CIT.
In such cases, based on case law, the foreign tax credit is lost since it
cannot be carried forward or reimbursed.
The amended finance law for 2017 now specifies that, for financial
years ending as of December 31, 2017, when the corresponding credit
cannot offset the CIT in whole or in part, then the WHT paid outside
France also cannot be deducted from the CIT taxable basis in France
where it has been levied in compliance with the applicable treaty.
Conversely, the WHT deduction remains possible when it has been
levied outside France in violation of the applicable tax treaty, or where
there is no applicable tax treaty.

PwC observation:
The tax treatment of WHT levied outside France should be
monitored, particularly in the light of EU law. The EU Commission
has requested that France amend its provisions for calculating
personal income tax, relating to the inability to benefit from a refund
or a deferral of tax credits when the individual is in deficit.

Renaud Jouffroy
Paris
T: +33 0 1 56 57 42 29
E: renaud.jouffroy@pwcavocats.com

Guilhem Calzas
Paris
T: +33 0 1 56 57 15 40
E: guilhem.calzas@pwcavocats.com

Julie Copin
Paris
T: +33 0 1 56 57 44 17
E: julie.copin@pwcavocats.com

Subscription

Previous issues

In this issue

Glossary

www.pwc.com/its

Legislation

Administrative

EU/OECD

Treaties

Estonia / Hungary
The tax treaty between Hungary and Estonia has
been modified
Due to the ‘most-favored nation clause’, Article 12
(Royalties) of the 2002 Hungarian-Estonian tax treaty
has been amended.
Previously, the 10% Estonian WHT rate could be applied to Hungarianresident royalty recipients and the 5% WHT could be applied to
royalties for the use of certain industrial, commercial, and scientific
equipment. As a result of the modification, only that state is entitled to
tax royalty payments where the beneficial owner recipient is resident.
The treaty narrowed the new definition of ‘royalty’ to exclude income
stemming from films or tapes for radio or television broadcasting and
items initially subject to the 5% WHT rate.

PwC observation:
The amendment of the treaty between Hungary and Estonia may
benefit Hungarian-resident beneficial owners receiving Estoniansourced royalty income, as they are no longer subjected to excess
foreign tax credit restrictions.
Furthermore, although the above change has been enacted into
the Hungarian legislation only in late 2017, there are arguments
supporting that the residence country exclusive taxing right should
be in effect from January 1, 2016. Hence, those who are potentially
affected by the change are recommended to consult on the issue.

The treaty was modified since the treaty Protocol contains a mostfavored nation clause. The clause stipulates that if Estonia agrees, in
any of its conventions concluded with OECD member states after this
treaty was signed (in 2002), to narrow the definition of royalties, or to
exempt Estonian-sourced royalties from taxation, then the redefinition
or exemption should apply automatically to the Hungarian-Estonian
treaty as well. As Estonia amended its convention with Switzerland
in such a way as of January 1, 2016, the amendment also became
applicable to this treaty.
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Italy / Panama
Italy – Panama tax treaty enters into force
The first tax treaty between Italy and Panama entered
into force on January 1, 2018. The main highlights of
the treaty are:
•

•

•

•

•

dividend WHT rate is capped at 5% if the beneficial owner is a
company owning at least 25% of the capital in the distributing
company and 10% in other cases
interest WHT is capped at 10%, although a 5% rate, if the
beneficial owner is a financial institution, or 0% rate in certain
circumstances is available
WHT rate on royalties is capped at 10%. The definition of
royalty includes technical assistance, technical services,
and advisory services
capital gains arising from the sale of shares deriving more than
50% of their value from immovable property situated in the other
state may be taxed in that other state. Moreover, per the Protocol,
capital gains derived from the sale of shares representing more
than 10% of the voting rights or capital, held for less than a
12-month period, would be subject to tax in the other state, and
10% WHT rate would apply in the State where professional,
consulting, industrial commercial advice, technical, management
or similar services are rendered when the beneficial owner of said
payments is a resident of the other state, provided that the supplier
does not have a PE in the first state.

PwC observation:
MNEs with operations in both jurisdictions should review how this
new treaty may affect them.
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Acronym

Definition

ATAD

anti-tax avoidance directive

MNCs

Multi-national Companies

ATO

Australian Tax Office

MNEs

multinational enterprises/entities

CFC

controlled foreign companies

MoF

Ministry of Finance

CIT

corporate income tax

OECD

Organization for Economic Co-operation and Development

CJEU

Court of Justice of the European Union

PCG

Practical compliance Guideline

DCITA

Dutch Corporate Income Tax Act 1969

PE

permanent establishment

DPT

Diverted Profits Tax

PIT

personal income tax

DTT

double tax treaty

PSLA

Law Administration Practice Statement

DWTA

Dutch Dividend Withholding Tax Act 1965

PTI

previously taxed income

EC

European Commission

Q&A

questions and answers

EU

European Union

SAT

State Administration of Taxation

HNL

Honduran Lempira

SGEs

significant global entities

IFA

intangible fixed assets

toll tax

deemed repatriation of deferred foreign earnings

IP

intellectual property

UK

United Kingdom

IRC

Internal Revenue Code

USD

United State Dollar

IRS

Internal Revenue Service

VAT

value-added tax

LCG

Law Companion Guideline

WHT

withholding tax

Legislation

Administrative

EU/OECD

Treaties
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T: +1 646 471 5315
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Worldwide Tax Summaries:
Corporate taxes 2017/2018
If you’re operating globally, are you aware of changes to
the myriad tax rates in all the jurisdictions where you
operate? If not, we can help – download the eBook of our
comprehensive tax guide, or explore rates in over 150
countries using our online tools, updated daily.

www.pwc.com/its

At PwC, our purpose is to build trust in society and solve important problems. We’re a network of firms in 157 countries with more than 223,000 people who are committed to delivering quality in
assurance, advisory and tax services. Find out more and tell us what matters to you by visiting us at www.pwc.com.
This content is for general information purposes only, and should not be used as a substitute for consultation with professional advisors.
© 2018 PwC. All rights reserved. “PwC” refers to the PwC network and/or one or more of its member firms, each of which is a separate legal entity. Please see www.pwc.com/structure for further details.
Design Services 31314 (04/18).

www.pwc.com/its

