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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
China
China relaxes some access restrictions to
foreign capital
The National Development and Reform Commission
(NDRC) and the Ministry of Commerce (MOC) jointly
released the Special Administrative Measures for Foreign
Investment (the 2018 Nationwide Negative List) on June 28,
2018. At the national level, the 2018 Nationwide Negative
List sets forth 48 special administrative measures in 14
categories and 34 sub-categories. It extensively shortened
the previous Negative List by removing 15 measures. It
relaxes or removes the access restriction on foreign capital
for several sectors such as manufacturing, financing,
transportation, infrastructure, agriculture, and energy.
It became effective on July 28, 2018. On the same date,
the 2017 Negative List was abolished.
Subsequently, the NDRC and MOC jointly issued the Special
Administrative Measures on Foreign Investment in the Pilot Free Trade
Zones (PFTZs) (the 2018 PFTZs Negative List) on June 30, 2018. This
applies within China’s pilot free trade zones. The 2018 PFTZs Negative
List simplifies the 2017 PFTZs Negative List by setting forth 45 special
administrative measures in 14 categories and 32 sub-categories.
Furthermore, compared with the 2018 Nationwide Negative List,
it eases the access restriction on foreign capital to a greater extent,
particularly in agriculture, mining, culture, and value-added
telecommunications sectors. The 2018 PFTZs Negative List became
effective on July 30, 2018. On the same date, the 2017 PFTZs Negative
List was abolished.

Matthew Mui
China
T: +86 10 6533 3028
E: matthew.mui@cn.pwc.com

PwC observation:
Foreign investors, including those from Hong Kong, Macao and
Taiwan, need prior approval to invest in a restricted industry
under either of the Negative Lists. However, investors could enjoy
national treatment for industries not included in the Negative Lists.
Moreover, Hong Kong, Macao and Taiwan investors could also refer
to CEPA or ECFA, because if there are more favorable opening-up
measures, they could apply according to the relevant agreements.
The shortened Negative Lists indicate that China is further relaxing
access restrictions on foreign capital. This reflects China’s adopting
a more open, flexible and efficient administrative regime for
foreign investments. It may also reflect China’s aim to create a
more transparent and convenient business environment to further
promote the steady growth of quality foreign investment with a
high level of market openness.
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Cyprus
Cyprus adopts new rules for investment funds, updates
treaties with UK, Luxembourg, and Andorra
Cyprus has enacted tax legislation that includes new
rules related to investment fund taxation. Key provisions
cover the taxation of carried interest/performance fees
for managers of Alternative Investment Funds (AIFs) and
Undertakings for Collective Investment in Transferable
Securities (UCITS), non-creation of permanent
establishments (PEs) when certain activities take place,
and treatment of each AIF/UCITS compartment as a
separate taxpayer. These provisions are intended to
enhance Cyprus’s attractiveness to the international
funds business sector.

PwC observation:
The new tax and regulatory provisions aim to enhance Cyprus’s
attractiveness to the international funds business sector. Cyprus is
rapidly updating and expanding its tax treaty network. The treaties
with the United Kingdom, Luxembourg, and Andorra should
lead to new investment and trade between Cyprus and the three
countries. MNEs should consider how the changes in WHT rates and
requirements might affect their operations and legal organizations
in these countries.

Cyprus also continues to expand its tax treaty network. The new
double tax treaty and accompanying protocol between Cyprus and the
United Kingdom, signed on March 22, 2018, entered into force on July
18, 2018 based on a recent update by the Cyprus Ministry of Finance.
Further, Cyprus and Luxembourg signed their first tax treaty on May
8, 2017. The treaty is effective January 1, 2019, according to a recent
update from the Cyprus Ministry of Finance. In addition, on June
1, 2018, Cyprus ratified its first tax treaty with Andorra, which was
signed on May 18, 2018.
Please see our PwC Insight for more information.

Theo Parperis
Nicosia
T: +357 22 555 477
E: theo.parperis@cy.pwc.com
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Hong Kong
Hong Kong proposes changes for environmental
protection installations and qualifying debt
instruments

To further develop the Hong Kong bond market, the Bill proposes to
expand the scope of profits tax exemption for QDIs by:

Inland Revenue (Amendment) (No. 5) Bill 2018 (the Bill)
was gazetted on June 8, 2018. The Bill proposes, among
other tax measures, the following:

•

(1) A 100% immediate deduction for specified capital expenditure
on an environmental protection installation (EPI)
Currently, specified capital expenditure incurred for an EPI is
deductible over five consecutive years from the year of purchase
at a rate of 20% per annum. The Bill proposes to accelerate the tax
deduction of a specified capital expenditure on an EPI to a 100%
immediate deduction to be granted in the year of purchase. Once
the Bill is enacted into law, this proposed tax measure will take
effect from year of assessment 2018/19.
(2) E
 xpanding the scope of profits tax exemption for qualifying
debt instruments (QDIs)
At present, interest income and trading profits derived from a
qualifying ’short term debt instrument‘ (with original maturity
of less than three years) and qualifying ’medium term debt
instrument’ (with original maturity of less than seven years but
not less than three years) are taxed at a concessionary tax rate
of 50% of the normal profits tax rate. On the other hand, interest
income and trading profits derived from qualifying ’long term debt
instrument’ ( with an original maturity of not less than seven years)
are exempt from profits tax. To qualify for the reduced tax rate or
tax exemption, the instruments must be lodged with and cleared
through the Hong Kong Monetary Authority, carry a suitable credit
rating, and be of a minimum denomination of HK$ 50,000.
Fergus WT Wong
Hong Kong
T: +852 2289 5518
E: fergus.wt.wong@hk.pwc.com

•

granting profits tax exemption to QDIs of any duration for
instruments that are issued on or after April 1, 2018 and
amending the definition of ’debt instrument’ in the Inland Revenue
Ordinance such that it also includes debt instruments listed on a
stock exchange in Hong Kong. The new definition will apply for
instruments issued on or after April 1, 2018.

The Bill also proposes new and amended sections to deal with the
treatment of loss sustained from a transaction related to a QDI.

PwC observation:
This Bill demonstrates the Hong Kong government’s move
to provide more tax concessions to encourage wider use of
environmental friendly devices by business groups as well as to
promote further development of the bond market in Hong Kong.
The Bill was introduced into the Legislative Council and will be
subject to the scrutiny and approval of the Legislative Council
before coming into force.
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Hong Kong
Ordinance enacted on tax deduction for capital
expenditure on specified IP rights
The Inland Revenue (Amendment) (No. 5) Ordinance
2018 (the Ordinance) was gazetted on June 29, 2018. The
Ordinance widens the current scope of profits tax deduction
for capital expenditure incurred on the purchase of specified
intellectual property rights (IPRs). The three additional
types of IPRs are protected layout-design (topography)
rights, protected plant variety rights and a performer’s
economic right.
The conditions for qualifying the deduction, the claw-back provision
on sale proceeds derived from the IPRs, as well as the anti-avoidance
measures applicable under the current IPR tax deduction regime will
apply also to the three new types of IPRs. The IPRs under the existing
deduction regime are patent, rights to know-how copyrights, registered
designs and registered trademarks.
The Ordinance further expands the existing deeming provisions on
income derived from IPRs such that sums received by or accrued
to a person for the use or right to use the three new types of IPRs
in Hong Kong or outside Hong Kong (if the sums are deductible for
Hong Kong profits tax purposes) are deemed as taxable, even if they
are not otherwise caught under the normal charging section in the
Inland Revenue Ordinance. Additionally, the Ordinance includes a
new deeming provisions that deem sums received by or accrued to a
performer or an organizer for the assignment of, or an agreement to
assign, a performer’s right in relation to a performance given in Hong
Kong as taxable if they are not otherwise charged under the normal
charging section.
Fergus WT Wong
Hong Kong
T: +852 2289 5818
E: fergus.wt.wong@hk.pwc.com

The content of the Ordinance is the same as the Bill. The effective dates
for the Ordinance’s key provisions are as follows:
•
•

•

The tax deduction provisions will take retroactive effect from year
of assessment 2018/19.
The deeming provisions on the use of, or the right to use the
additional IPRs and the assignment of a performer’s right will
apply to sums received or accrued on or after June 29, 2018.
The anti-avoidance measures for the tax deduction with respect to
the additional IPRs will be effective on June 29, 2018.

PwC observation:
Business groups of relevant interest should assess how the new tax
measure may affect their business strategy and IP investment plan.
They should also consider how they can benefit from the expanded
tax deduction regime.
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Luxembourg
Luxembourg introduces a Bill
approving MLI
Luxembourg was one of the original 68
jurisdictions to sign the OECD-sponsored
Multilateral Convention to Implement
Tax Treaty Related Measures to Prevent
BEPS (MLI).
The Bill, introduced on July 3, 2018, contains
two articles. The first article formally approves
the MLI text as signed. The second article refers
to the various reservations and notifications that
Luxembourg confirmed to the OECD on June 7, 2017
when signing the MLI, and those have not been
modified since.
The date on which the MLI measures come into
force is based not on the date that an MLI signatory
ratifies the MLI, but on the date that the relevant
’instrument of ratification’ is deposited with the
OECD. For Luxembourg, the MLI will enter into
force on the first day of the fourth month after
Luxembourg deposits its instrument of ratification.
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PwC observation:
The publication of this Bill is an important step
towards BEPS-driven changes beginning to
affect Luxembourg’s tax treaty network. The
timeline for these changes will become clearer
once the Bill becomes law and the MLI is ratified,
and Luxembourg then deposits its instrument of
ratification with the OECD.
At this stage, the timeline for ratification remains
uncertain. If this occurs before October 1, 2018,
then the BEPS-driven modifications to treaties
brought into effect by the MLI (such as the
requirement to satisfy the Principal Purposes
Test in order for treaty benefits such as reduced
rates of withholding tax to remain available)
will begin to take effect for a small number of
Luxembourg’s tax treaties as of January 1, 2019.
These changes likely are to take effect for more
treaties as of January 1, 2020.

UK announces intentions for next
Finance Bill
The UK government made a number of
policy announcements on July 6, some
accompanied by draft legislation, in
anticipation of the next Finance Bill.
The most significant international tax
proposals include:
•

•

•

MLI provisions, such as the ’minimum standard’ to
prevent treaty abuse, which for the majority of MLI
signatories will implement the ‘Principal Purposes
Test’ that potentially denies treaty benefits, can only
come into effect once both the jurisdictions whose
treaties are being modified by the MLI have not only
signed the MLI, but also ratified it.
Sami Douenias
PwC Luxembourg
T: +352 49 48 48 3060
E: sami.douenias@lu.pwc.com
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a change to the partial exemption in the CFC
rules which is available to finance companies
(and is currently the subject of a State aid
investigation), broadly denying the relief in
relation to profits which are attributable to
significant people functions that take place in
the UK
measures to implement other aspects of the EU’s
Anti-Tax Avoidance Directive (ATAD) in the UK
in relation to CFCs, hybrids and exit charges
extending the scope of the UK’s taxation of gains
accruing to non-UK residents, so that it will
include gains on:
• disposals of interests in non-residential
UK property
• disposals of interests in residential property
to diversely-held companies, those widelyheld funds not previously included, and to
life assurance companies, and
• disposals of interests in UK property-rich
entities (for example, selling shares in
a company that derives 75% or more of

Robin G Palmer
London
T: +44 7713 070104
E: robin.g.palmer@pwc.com

its value from UK land); and bringing
non-UK resident companies that carry
on a UK property business, or have other
UK property income, into corporation tax
(rather than income tax as at present).

PwC observation:
This draft legislation is now subject to a
consultation period closing on August 31. It
will then form part of the Finance Bill, which is
expected to be formally presented to Parliament
following the Budget Statement in November.

Sara-Jane Tovey
London
T: +44 7590 354061
E: sara-jane.tovey@pwc.com
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Mauritius
Mauritius introduces tax reforms in response to
OECD’s BEPS initiative
The Honorable Prime Minister and Minister of Finance
and Economic Development of Mauritius on June 14, 2018,
delivered the country’s 2018-2019 Budget to Parliament.
The Budget contains several tax reforms aimed at
addressing requirements of the OECD’s BEPS Action 5 final
report (Countering Harmful Tax Practices More Effectively,
Taking into Account Transparency and Substance).
Please see our PwC Insight for more information.

PwC observation:
Finance Act 2018 will be issued in due course. It will cover the
above amendments and provide more clarity on the Budget
measures. MNEs or investment vehicles should consider the
possible impact of the proposed changes on existing or future
investment structures in or through Mauritius.

Anthony Shing
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United States
IRS issues lengthy proposed rules on ‘toll tax’ under
amended Section 965
On August 1, Treasury and the IRS released 249-page
proposed regulations under Section 965 (the Proposed
965 Regulations). The Proposed 965 Regulations provide
guidance relating to the ‘toll tax’ due upon the mandatory
deemed repatriation of certain deferred foreign earnings.
Treasury and the IRS previously released administrative
guidance announcing their intent to issue regulations under
Section 965 as amended by the 2017 tax reform legislation
(the Act). (For prior coverage on the Act and installments
of administrative guidance on the toll tax, see the ‘See
also’ section at the end of this document.) The Proposed
965 Regulations incorporate the rules described in prior
guidance and set forth additional guidance on a range of
issues relating to the implementation of Section 965.

PwC observation:
The Proposed 965 Regulations closely follow previous
administrative guidance provided by Treasury and the IRS
and provide additional guidance directed to assist taxpayers in
calculating and reporting the ‘toll tax.’
Taxpayers’ ‘toll tax’ liability calculations may be affected by the
Proposed 965 Regulations. Taxpayers should review the guidance
and recalibrate their calculations accordingly.
Taxpayers should also review and assess the impact of the specific
proposals in the Proposed 965 Regulations on their business and
industry, and consider commenting on the proposals, or on other
issues arising under the Proposed 965 Regulations that the IRS and
Treasury should address.

Taxpayers subject to Section 965 should immediately review the
Proposed 965 Regulations and determine the impact, if any, on their
toll tax liability.
Please see our PwC Insight for more information.

Mike DiFronzo
Washington
T: +202 312 7613
E: michael.a.difronzo@pwc.com
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United States
Final inversion regulations generally follow
earlier rules
Treasury and the IRS released final regulations on July 11,
that address inversion transactions under Section 7874 and
several other Code provisions, finalizing temporary and
proposed regulations issued in 2016. The final regulations
generally implement all the 2016 temporary and proposed
regulations without fundamental changes, but make
clarifications and certain other technical changes in
response to comments.

PwC observation:
Taxpayers that have undertaken, or are currently contemplating,
an inversion transaction should consider the potential impact of
the new rules in the final regulations, especially with respect to
post-inversion transactions with related parties. Other taxpayers,
particularly those in structures with foreign parents, should also
be mindful of the new (and retroactively effective) rules for Section
304 transactions, especially as they might impact transactions
undertaken in the past 18 months.

The new regulations finalize the rules relating to subsequent
dispositions of stock of a foreign acquiring corporation of Temp. Reg.
sec. 1.7874-6T; the passive assets rule of Temp. Reg. sec. 1.7874-7T; the
serial acquisitions rule of Temp. Reg. sec. 1.7874-8T; the third-country
transactions rule of Temp. Reg. sec. 1.7874-9T; the non-ordinary
course distributions rule of Temp. Reg. sec. 1.7874-10T; and the
inversion gain rules of Temp. Reg. sec. 1.7874-11T. They also finalize
temporary regulations under Sections 304, 367(b), 956, and 7701(l)
that were designed to prevent inverted companies from undertaking
certain types of transactions.
Please see our PwC Insight for more information.

Mike DiFronzo
Washington
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EU/OECD Updates
EU
EU insight on harmful tax measures includes new
substance guidance
The EU’s inter-governmental Code of Conduct Group
(Business Taxation) (CoCG) has provided guidance
for determining substance when considering whether a
tax measure is harmful or ‘fair’. The guidance includes
elements of behavior that Member States must meet
and requirements that non-Member States must adopt
in order to not be included on the so-called blacklist of
non-cooperative non-EU, third countries. The guidance
was endorsed formally without further discussion at the
ECOFIN meeting on June 22, 2018. The CoCG also has
published the following items relating to its mandate on
harmful tax matters:
•

•
•

PwC observation:
The CoCG is increasingly important in EU activity. As work on
patent box regimes may almost be done, attention is turning to
notional interest deduction regimes. In addition, the CoCG may
consider whether there is an effective way to review low tax rates
despite the sovereignty of Member States. The work on non-EU
countries likely will continue to expand and defensive measures
may intensify against countries not meeting the non-cooperative
criteria. Monitoring will be enforced, and there currently is
discussion of the criteria being further strengthened. The CoCG’s
mandate may well be broadened, although greater transparency
about its work is expected. Furthermore, the publication of more
materials, like those now available, is likely.

a summary of the status as of May 31, 2018 of the 92 jurisdictions
screened in 2017 which resulted in some being listed, others
monitored and a few receiving comfort letters
an overview of the preferential tax regimes it has examined since
its creation in March 1998, and
a work program indicating areas where it will focus its attention
for the foreseeable future.
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Germany
CJEU annuls EC decision holding German
‘restructuring clause’ to be State aid
The Court of Justice of the European Union (CJEU) on
June 28, 2018, issued its judgment in Andres (on behalf
of Heitkamp BauHolding) v Commission (C-203/16 P).
The CJEU decision annulled a European Commission
(EC) decision that had held a provision of German tax
law enacted after the 2009 financial crisis to be unlawful
State aid.
Please see our PwC Insight for more information.

PwC observation:
The CJEU decision affects German corporate income taxpayers that
were obliged to repay tax benefits resulting from the restructuring
clause under the recovery order in EC decision 2011/527/EU. The
decision also affects taxpayers that suffered a loss forfeiture after a
change of ownership performed for restructuring purposes.
Because the CJEU annulled the State aid decision, the recovery
payment requests should be seen as unlawful. Taxpayers therefore
should apply for a correction of their tax assessments and a refund
of the taxes paid, including interest. Furthermore, losses forfeited
after issuance of the EC decision can be restored under Section 34
para. 6 of the German Corporate Income Tax Act.
While this judgment is important in terms of how to determine
the correct reference framework in fiscal State aid cases, it does
not provide much guidance on how to approach that question in a
particular case. Therefore, this area likely will remain the subject of
much debate going forward.

Arne Schnitger
Berlin
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Uruguay
OECD Multilateral Instrument to implement BEPS
A bill has been remitted for Congressional consideration
and approval of the MLI, subscribed to by Uruguay in Paris
on June 7, 2017.
The States that have adhered to this instrument will be able to choose
which of their tax treaties will be included in the framework of the
MLI. In this regard, the following countries that have a tax treaty in
force with Uruguay expressed their intention to include it in the MLI:
Hungary, Mexico, Spain, Liechtenstein, Portugal, Malta, Finland,
India, Romania, United Kingdom, Luxembourg, Singapore, Belgium,
South Korea and Chile (the Chilean treaty is not in force yet).
The MLI does not override, nor substitute for, existing bilateral or
multilateral tax conventions that signatories have in place and now
wish to have covered by the MLI. The MLI supplements and ‘modifies’
those agreements with a series of BEPS-related provisions, most of
which each signatory can opt in or out of, in whole or in part(certain
provisions are mandatory minimum standards).

PwC observation:
Corporate and individual taxpayers, as well as non-residents,
should review the expected amendments to the tax treaties in
the context of the MLI, and analyze the potential impact on their
respective structures.

Daniel Garcia
Uruguay
T: + 59 8291 60463
E: garcia.daniel@uy.pwc.com
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Acronym

Definition

Acronym

Definition

Act

2017 tax reform reconciliation act

IPR

intellectual property rights

AIF

Alternative Investment Funds

MLI

ATAD

Anti-tax Avoidance Directive

BEAT

base erosion and anti-abuse tax

MNEs

Multilateral Convention to Implement Tax Treaty Related Measures to
Prevent Based Erosion and Profit Shifting
Multinational enterprises

BEPS

Base Erosion and Profit Shifting

MOC

Ministry of Commerce

CFC

controlled foreign corporation

NDRC

National Development and Reform Commission

CoCG

Code of Conduct Group

NOL

net operating loss

CJEU

Court of Justice of the European Union

OECD

Organisation for Economic Co-operation and Development

EC

European Commission

PE

permanent establishment

ECI

effectively connected income

PFTZ

Pilot free trade zones

EPI

Enviornmental protection installation

QDI

qualified debt instruments

EU

European Union

SAT

State administration of taxation

FTC

foreign tax credit

UCITS

Undertaking for Collective Investment in Transferable Securites

IRS

Internal Revenue Service

WHT

withholding tax
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Contact us
For your global contact and more information on PwC’s
international tax services, please contact:
Shi‑Chieh ‘Suchi’ Lee
Global Leader International Tax Services Network
T: +1 646 471 5315
E: suchi.lee@pwc.com
Geoff Jacobi
International Tax Services
T: +1 202 414 1390
E: geoff.jacobi@pwc.com

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.
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