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Inbrief

Our quarterly review includes recent amendments to tax legislation in various CEE countries, selected
EU members, Brazil, Canada, Israel and United States.

Currenteditionof CEE Traveler focus also on newsystem of certificationoforigin of goodsin
European Union, the Registered Exporters (REX) system, which replaced the previous system of
origincertification. Based ona principle of promoting risk assessment and self-certification by
economic operators, the REX system gives complete control over certification of o riginto exporters.
The REX sy stemis expected to streamline trade with beneficiary countriesand make it more

transparent.
CEE countries . . .
companiesareno longer socialtax allowance willbe
Hungary includedin the Personal equaltothetaxrateor50%
Personal income tax Income Tax Act. Consequently, thereof. Thiswillreduce
L dividend paidin 2017by employers’ payroll expensesby
The amendedlegislation

extends the scopeofthefive-
year phased tax base reduction
to includealltypesofreal
estate (currently thisonly
appliestointangible asset
rightsrelated to residential
property). Thismeansthat,
from 1 January2017,income
from thesale ofalltypesofreal
estatewillbe taxexempt from
the fifth yearfollowing the year
ofacquisition.

Alongwiththereductionofthe
corporatetax rate,therate of
income tax payable by
individual entrepreneurshas
beenreducedto 9%.

In accordance withthe
amended definition, the rules
concerningcontrolled foreign

companiesthat nolonger
qualify as controlled foreign
companiesas of2017, will be
treated as dividend income
(ratherthanas otherincome),
whichwillresultin a
significantly reduced tax
liability.

Social tax

Undertheamended
legislation, the socialtax rate
wasreducedto22%on1
January 2017, andwill be
reducedto 20%ayearlater.In
line withthe above
amendment, there are also
several changesthat affectthe
rate of social tax allowances.
Instead ofthe allowances of
27%,13.5%0r14.5% available
previously, therate ofthe

3.9%.

From1 January 2017, no social
tax liability will arise on
remuneration paid to workers
who areexempt from
contributionliabilitiesin
Hungary (whetherunder
certain internalrules or
international treaties) in
respect ofthe exemption
period,evenifsuch
remunerationis paid after the
expiry ofthe exemption period.

Healthcare tax

The rate ofhealthcare tax
(27%) was reducedto 22%on 1
January2017, and will be
reducedto 20%on 1 January
2018, in line with the reduction
ofthe social taxrate.Asa
result, public dues payable for
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business meals, corporate
eventsand certain cafeteria
benefitshavebeenreduced
from 49.98%1t043.66%in
total

Secondments of third-
countrynationals

Third-countrynationals
employed by a foreign
employerand workingin
Hungary under a secondment
arrangement willbe exempt
from thesocial security and
socialtax payment obligations
if the duration oftheir
secondmentis less thantwo
years.

The above rulewillalso apply
to third-countrynationals
seconded to Hungary who are
insuredin theirhome country
and whose countryof
nationality has a bilateral
social security agreement with
Hungary,as wellas to EU
nationalswho are not covered
by therelevant EU social
security regulations and are
insuredin and seconded to
Hungary from a third-country.
These rules maybeapplied to
secondments that commenced
onor after1January2016.

Ifthe secondment is extended
to morethantwo years, special
ruleswillapply.Incontrast
with the previous rules, ifthe
extensionis duetounforeseen
circumstances,andthe
employee concerned duly
informsthetax authority of
this, the social security and
socialtax payment obligations
will arisefromtheend ofthe
secondyear. This rule may be
applied to secondments that
commencedonorafter1
January2016.

Extending the scopeofthe
reduced VAT rate

Accordingtotheamended
regulations, the scope ofgoods
and servicessubject to the
reduced VAT ratehas been
extended. On 1 January 2017,
the VAT rate onpoultry, eggs
and freshmilk (exceptfor
breastmilk, UHT and ESL
milk) was reduced to 5%,and
the 27% VAT rate on internet
services was reduced to 18%.

The catering sector willalso
benefit from VAT rate cuts: on
1 January2017,the 27%tax
rate was reduced to 18%, and
will be reduced once again
from 1 January 2018 to 5%, on
mealsprovided and certain
non-alcoholic beverages

preparedlocally in bars and
restaurants.

New corporatetaxrate

On 1 January2017, the
corporate tax rate was reduced
to 9%. As aresult, progressive
exemption willnolongerbe
available. The introduction of a
flat corporate tax rate will
affectpayable and deferred tax
calculations.

T ransitional provisions
concerning thetaxrate
change

Due to theintroduction of the
new tax rate, transitional
provisionswill apply to
calculating corporate tax
advances payablein thefirst
halfof2017,aswell as from
July 2017. Concerning the first
halfofthe 2017 tax year,
taxable personsthat
established theirtax liabilities
for 2015 using the 19%tax rate
will haveto pay a tax advance
of50%ofthetotal oftheirtax
establishedat arateof10/19%
for 2015 and HUF 20 million,

butnotmorethan50%ofthe
tax paid forthe 2015tax year.
Tax advances payablein the
secondhalfof2017 and the
firsthalfof2018willhaveto
be calculated at the 9% tax
rate.

Changesaffectingthe
special tax on financial
institutions

From1 January 2017, the
special tax on credit
institutions and financial
enterprises must be calculated
from thetax baseforthe
second tax year preceding the
currenttax year, rather than
from the 2009 tax base. For
creditinstitutions, the tax rate
hasbeenreducedto0.15%on
the part of thetax basenot
exceeding HUF 50 billion,and

to 0.21%on the partexceeding
HUF 50 billion.

Latvia

Labour Code tobe
amended:bigchangesfor
em ployers

Announcedat a meetingof
statesecretaries on 23
February 2017, proposals for
amendingthe Labour Code
relateto overtime pay,
employee suspension, and
termination of employment
with disabled people, as well as
introducing other changes
affectingthe relationship
betweenemployee and
employer.

Reportingpayments to
non-residents

The taxpayer’s obligation to
track payments madetonon-
Latvian residentsis no news.
Recent changes aimed at
improving cross-border
administrative cooperationon
tax mattershaveincreased the
amountofinformationthe
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taxpayer must reportfrom1
January 2017

Lithuania

Thelist ofhighly qualified
em ployeeshas been
expanded

By amendmentstothe Lawon
the Legal Statusof Aliens, the
employees, whose monthly
salaryis notless than1.5times
ofaverage grossmonthly
salary (EUR 1.190) shall be
recognized ashighly qualified
employees.

Asbefore,a decisionby the
Lithuanian Labour Exchange
shall betakenin orderto prove
that a highly qualified
employee meets theneedsof
the labour marketofthe
Republic of Lithuania, except
for cases where:

e aforeignercomes forthe
pursuitofa profession,
includedin thelist of
professions,and to which a
higher professional
qualification is necessary
and thereis alackof
employeesin the Republic
of Lithuania; or

e asalarypaidforahighly
qualified employeeis not
less than 3 amountsof
average gross monthly
salary (EUR 2.380); or

e aforeignerhasbeen

workingfor2 yearsas a
highly qualified employee.

Also,thehigher professional
qualification mightbe proven
by the document, which
equates professional
experience of a highly qualified
employee witha qualification
ofhigher education.

On the basisofbusiness,
temporaryresidence permits
shall begrantedto

shareholders and managers,
who areparticipantsof
undertakingsortheir purpose
isto workin the undertaking.
The issuance of temporary
residence permitsonthebasis
ofbusinesswillbe withdrawn
for foreigners, who arethe
members of the collegial
managementbodyor
supervisorybodyor persons,
who havethe powerof
attorneyfrom the undertaking
to conclude transactions.

Tax exemptionsfor
undertakings established in
free economic zones

Amendment to the Law on the
Fundamentals of Free
Economic Zones concerning
tax exemption cameinto force
on1January2017.

For 6 tax periods from the tax
periodin which capital
investmentshave reached the
sum ofat least EUR 100 000
and the average number of
company’s employees in the
tax year is notless than 20, the
undertakingswillbe exempted
from corporateincome tax
obligations. In other 10 tax
periods, the undertakings will
be subject to reduced corporate
income taxby 50 percent.

The tax exemption shall be
appliedin caseswhen an
undertaking has anauditor’s
report confirming the required
amountof capital investment,
and when atleast 75 percent of
the undertaking’s income for
the relevant tax period
includesincome derived from
accounting, bookkeeping and
consulting activities (withthe
exemption of audit, expertise
ofaccounts and attestation of
justice), administrative and
supportservice activities,
humanresourcesactivities,

architectureand engineering
and technical consulting
activities (with the exception of
control of construction works,
taking photographs ofthe
location) related to thelatter.

New rules for private
damages actionsfor
competition law
infringements cameinto
force

Amendmentstothe Lawon
Competition establishingrules
for compensation of damages
by competition law
infringements came into force
on 1 February2017. Injured
partieswho have suffered
damages dueto prohibited
agreementsorabuseof
dominant positions,
committed oron-goingafter1
February2017,shallhavethe
right to claim for full
compensation of damages.

In addition to amendments
related to damagesactions,
undertakingsare granted the
right to settle withthe
Competition Counciland
receive lower fine upon written
acknowledgmentofthe
infringement and suggested
fine.

Poland

National Tax
Administration—acts
coming into force.

On 1 December 2016 the
President signedthe Actof16
November2016onthe
National Tax A dministration
as also the provisions
introducing the Act on
National Tax Administration.
On 2 December 2016, both acts
werepublishedin the Journal
of Laws ofthe Republic of
Poland (item1947 anditem
1948). The most important
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changescame into forceon1
March2o17.

The National Tax
Administration (Polish:
Krajowa Administracja
Skarbowa, hereinafter referred
to as "KAS")is a specialized
government administration
that performs mainly tasks
related to therealization oftax
revenues, import and export
duties, fees and non-tax
receivable accounts. Moreover,
the KA S also providesservice
and supportforthe taxpayers
and payersin the proper
compliance with tax
obligationsortheirimportand
export duties. As a result of the
changes, in the caseofan
inspection and subsequent
proceedingthereis no
possibility of appealingto
another authority, asit was
previously.

Personalliability relating
to newtransfer pricing
obligations.

On 1stJanuary 2017 a scope of
the obligations concerning
transfer pricing documentation
(‘TP tax documentation’) has
beenincreased. These new
responsibilitiesinclude
(among others) the obligation
to maintain TP tax
documentation (starting from
the documentation for 2016)
and a declaration of fulfilment
ofthe said obligation which
shall befiled together withthe
annual CIT-8return.Asa
result oftheamendmentsin
question,as wellas increased
pressure fromthe tax
administration on transfer
pricingissues, starting next
year,risk for persons
responsible for tax settlements
of companies (including their
Management Board members)

to be exposed to personal
liability,is increased.

Accordingtoamended Article
9a ofthe Corporate Income
Tax Act,which cameinto force
on1stJanuary 2017, taxpayers
who conduct specific
transactionswithrelated
entities will be obliged to
prepare documentation forthe
previous and each subsequent
fiscal year without being called

uponto doso by the
authorities

Irrespective of the above, the
obligation to submit tax
documentationwithin days
from therequest ofthetaxor
fiscal controlauthorities
remainsvalid.

Moreover, the taxpayers
obliged to prepare TP tax
documentationwill also need
to file a confirmation of
preparationofsuch
documentation, together with
the annual CIT-8 return.

Inthe casethefiscal yearis the
same asthe calendaryear, the
first deadline for filing such
declarationis 31 March 2018.

Due to theobligations (i) to
maintain TP tax
documentationwithout being
calledupon and (ii) tofile a
related dedaration of
fulfilment,as wellas an
increasein the numberof
penalfiscal proceedingsbeing
conducted, theriskof
imposingpersonalliability (i.a.
penalfiscalliability), willalso
increase.

T ax clarifications and
settledinterpretation
practice —new
opportunitiesfor taxpayer
protection

On 1 January 2017, the Lawon
changesofcertain lawsaimed

atimprovinglegal
environment for entrepreneurs
cameinto force. Its basic goal
is to simplify and enhance
conditionsof conducting
business activity. The said
amendment introduces, inter
alia, newinstitutionsto the
Tax Codewhichbroadenthe
scopeofprotectionresulting
from the application of the
positionpresented by the
Treasury.

Provisionsregarding taxpayer
protectionwillbe applicableto
the fiscal periods starting from
the datethenewlawentered
into force.

Financial institutions and
their customers —new
requirementsfor the

exchangeoftax
information.

On 10 February 2017, the Sejm
approvedthe Actonthe
exchange oftax information
with other states (also
hereinafterreferredto as the
“Act”)at thesametime
transferringit to the Senate.
The Actprovidesforthe
fulfillment of obligations under
the Multilateral International
Agreement on the Automatic
Transfer of Financial
Information (also hereinafter
referredto asthe “Act”). Most
likely, the Actwillenterinto
forceon 1 May 2017.

The Actimplementsnew
responsibilitiesforthe
identification of clientsby
financial institutions,
extending the catalog of
entities responsible forthe
identificationand therange of
clientswho arebeingreported
in comparisontotheact
referringto American US
FATCA regulations.
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Concerning the newaccounts
openafter1 January 2016,
financial institutionswill be
required to completethe
identification process by 31
July 2017. Dataon selected
entities andindividualsfrom
that period, identified as
reportingentities, willbe
reported by 31 August2017.

Once the new regulations enter
into force, financial
institutionswillbe obliged to
fulfill their obligationsresulted
from the Act.In case ofnon-
compliance, theinstitutions
will be finedup toPLN 1
million (depending on the
nature and extent of the
breach, the entity's past
activityandits financial
capacity). On the otherhand,
individualswho failto fulfill
the obligations imposed by the
Actmay beheldliable for fiscal
penalties.

New obligations imposed
on financial institutions —
draft bill about theuse of
the financial sectorin
counteracting frauds.

On 20 March 2017 on the
website of the Government
Centerof Legislation there was
published a draft bill on
amendingsome lawsto
counteract theuse ofthe
financial sector fortreasury
fraud. Accordingto the
information provided in the
justification, the purpose of the
Actisto prevent treasury fraud
inthe areaof VAT by making
use offinancial sector entities,

i.e. banksand creditunions
(SKOK).

However, the published bill
contains many interpretational
doubts,in particularasregards
in correlation withthe Anti
Money Launderingand

Terrorist Financing Actof16
November 2000. Theresulting
ambiguity impliesthe risk of
abuseofpowerby thebodies
mentionedin thelaw. At the
same time, these provisions in
the light presented in the
project, fundamentally change
the situation of both financial
institutionsand taxpayersin
terms offinancial transactions,
operationalriskissues, and
data sharing and processing.

New reportingobligations
regarding CbCR came into
force.

On 4 April2017anewActon
the exchange oftax
information with otherstates
cameinto force.The Act
includesprovisions on the
scopeofdataincludedin the
information on the group of
entities (CbCR) as wellas puts
Polishtaxpayers, whichbelong
to largeinternational groups,
underadditional obligations
(a)to reportonentitieswhich
form partofa group,and(b) to
indicatethe entity responsible
for preparing such information
(within10 monthsofthelast
day ofthefinancialyear
commenced after 31 December
2015).

Information on the group of
entities should, asarule,be
provided within 12 months
from theend ofa reporting
year (i.e. for2016 —by theend
of2017).

Entitieswhichfail to meetthe
obligationsimposed by the
draft actwillbesubjecttoa
fine ofup to PLN 1 million
(dependingonthetype and
extentoftheviolation, an
entity’soperationstodateand
its financial capabilities),
imposed by way of decision by
the Chiefof National Tax

Administration (Krajowa
Administracja Skarbowa).

In addition, Article 8od s
addedtothePenal and Fiscal
Code,accordingto which “any
taxpayer which providesfalse
information about Group
entities will be subjectto a fine
ofup to 240 daily rates(i.e. of
up to PLN 6.4 millionin
2017)”.

Russia

Thebill on three-tier
transfer pricing
documentationand
automatic exchange of
informationis amended

On 6 March 2017, the Russian
Ministry of Finance (the
“MinFin”) published an
amendedbill addingnew
provisionsto PartI ofthe
RussianTax Code (the “RTC”)
for implementing the
international automatic
exchange offinancial account
informationand new
standards of the transfer
pricingdocumentationfor
multinational corporations
(“MNCs”). The publicationis
available at the federal portal
for billsand regulations.

The amended bill hasnot
changed significantly fromthe
previous version published in
September 2016 for public
discussion purposes. However,
anumber of amendmentshave
beenmadeso this versionof
the law,in particular,is better
aligned withthe OECD
recommendations published as
part of Base Erosion and Profit
Shifting (BEPS) Action13, as
well as specifies some practical
aspectsof Country-by-Country
(the “CbC”)reporting, global
and national transfer pricing
documentation (together —
“Countryinformation”).
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Furthermore, the bill contains
some minor changes to section
VII-1o0fthe RTC, a newsection
thatisintended to regulate
matters related tothe
automatic exchange of
financial accountinformation
with foreign countriesfortax
purposes, aswell astothe
automatic exchange of CbC
reports.

The timeline forimplementing
the newnotificationand
Countryinformation
requirements remains
unchanged: the requirements
will applyto financialyears
beginningfrom 2017, although
they canbeimplemented
earlierona voluntarybasis.

Currently, thebill is being
assessed forits regulatory
impact. It will then be
submitted to the Russian
Government forreview.

Procedure for entering
intoadvancepricing
arrangement for a cross-
border transaction

The Russian Ministry of
Finance (the “MinFin”)has
postedadraftorderonthe
procedureforentering into an
advance pricingarrangement
(the “APA”) involvingthe
competent authorities of
foreigngovernments. The
adoptionofthisprocedureis
prescribed by Article 105.20.2
ofthe Russian Tax Code (the
“RTC”).

To date, large taxpayershave
beenableto approach Russian
Federal Tax Service (the
“Russian FTS”)for conclusion
of APAs wherethe Russian
FTSis a party (so called
“domestic APA”). The
procedure forentering into a
similar arrangement with
involvement of foreign

competent authorities (so
calledbilateral or multilateral
APA)hasyet tobeadopted,
thoughtherespectiveright of
large taxpayers and general
principles are stipulatedin the
RTC.

Russiahas signed

m ultilateral agreement to
enable automatic
exchange of country-by-
countryreports

On 26 January, Russian
Federal Tax Service (FTS)
signed the Multilateral
Competent Authority
Agreement on the Exchange of
Country-by-Country Reports
(“Agreement”)that allows
automatic exchange of
country-by-country reports
(“CbCreports”or“CbCR”)
among signatories.

This Agreement is a partof
implementing Action 13 ofthe
Base Erosionand Profits
Shifting (BEPS) ActionPlan —
aninitiativeledby OECDand
endorsed by the G20. Signing
the agreementis a prerequisite
step for Russia’s joining the
automatic exchange of CbC
reports with other countries.

Since Russia has signed the
Agreement, it nowneeds to
includetherespective
amendmentsinto the national
Tax Code. Therespective draft
bill was prepared and released
for public comment by the
Russian Ministry of Finance
backin September2016..

Ukraine

Changesin the procedure
of work permits issuance
became effective

On January 18, 2017 the
Cabinet of Ministersof
Ukraine (the CMU) announced
changesto the Procedure of

issuance, extension and
revocation of work permits for
foreignersin Ukraine.

The changes came into effect
on February 3, 2017.

Key changesarethe following:

- employersarenowableto
haveforeigners employed on
several positions
simultaneously;

« an employeris nowobliged to
sign an employment
agreement (contract) witha
foreignemployee within 9o
calendar days fromthedate
when therespective work
permitwasissued;

» rulesand procedure for
administrative appeal of
refusal toissueorextend a
work permit were established.

Itisexpectedthatthe
introduced changeswill
improve the investment
climate and simplify doing
business in Ukraine.

National Bank of Ukraine
eases currency control
restrictions

The National Bank of Ukraine
(“NBU”) continues to ease its
currency control restrictions.
Inparticular,it hasrecently
introduced the following
changes:

e Fromnow on,individuals
are permitted to make
investmentsand/or deposit
and keepfundsonbank
accounts abroad without
obtaining individual
licensesfromthe NBU if
such investment/placement
is made using funds
originating from outside
Ukraine (e.g. salaries,
dividend paymentsreceived
from foreign companies,
etc.). Transfer of funds out
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of Ukrainestill requires
individual licensesfrom the
NBU.

e Business entities, private
entrepreneurs and
representative offices
registered in Ukraine, may
purchase foreign currency if
they havelessthan USD
100,000 (oritsequivalent)
ontheir currentand/or
depositaccountsin all
banks (previously the
threshold amount was set at
USD 25,000).

Parliament adopts Law
ratifying Ukraine-
Luxembourg Double T ax
Treaty

On 14 March2017the
Ukrainian Parliament passed a
law ratifyingthe Double Tax
Treaty between the
Government of Ukraineand
the Government ofthe Grand
Duchy of Luxembourg (further
- “DTT”).

For the DTTto enterinto force
the President of Ukraine hasto
sign it and Ukraine and
Luxembourg exchange the
ratificationletters.
Luxembourg has already
ratifiedthe DTT. Ifthe DTT
entersinto force before 31
December 2017, taxpayers
engagedin transactions with
residents of Luxembourg will
be ableto applyreduced
withholding tax (further —
“WHT”) ratesand enjoy other
benefitsofthe DTT starting
from 1 January2018.

Specifically,the DTT
introduces the following
reduced WHT rates:

Typeofincome T ax rate

Dividends

Interest

Roy alties

Rulesonissuanceofvisas
for entry to Ukraine and
transit through its
territory were simplified

Recently the Cabinet of
Ministers of Ukraine (the
“CMU”) approved new rules on
issuanceofvisas forentryto
Ukraine and transit through its
territory.

The new rules were officially
published on 17 March 2017
and became effectivein 30
daysafterthe publicationdate.

Key novelties are the following:

e Itispossibletosubmitvisa
applicationonline and
conductinterviews with
applicants viavideo
conference.

* 5%, ifthe 20% ownership
thresholdis met;

» 15%in all other cases.

« 5%, ifinterestis paid on
loansgrantedby abankor
any other financial
institution;

« 10%in all other cases.

* 5%, ifroyaltiesarepaid for
the useof, ortheright touse
any patent, trade mark,
designormodel, plan, secret,
formulaorprocess, orfor
information (know-how)
concerningindustrial,
commercial or scientific
experience;

» 10%, ifroyalties are paid for
the useof, ortheright touse
any copyrightofliterary,
artistic or scientific work.

e Thelist of countrieswhose
citizens are eligible to
obtainvisasat checkpoints
at the stateborderof
Ukraineis expanded.

e Thetermfor visaissuance
and feesforits issuance
werereduced.

e AtypeDvisaisissuedasa
multiple entry visaandits
term of validitywillbe 9o
days (instead single-entry
visa with45 days termof
validity).

e Itisnolongernecessaryto
provide standard
invitationsissued by the
State Migration Service of

Ukrainein orderto obtaina
shorttermtype Cvisa.

Itis expectedthatthese
changeswill simplify and
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improvetheprocedure of
issuance of Ukrainian visas.

European Union

Sim plified origin
certification for goods
im ported from GSP
beneficiary countries

From1 January 2017,anew
sy stem of certification of origin
ofgoods, the Registered
Exporters (REX) system
replaced the previoussystem
oforigin certification. Based on
aprinciple of promoting risk
assessment and self-
certification by economic
operators,the REX system
gives complete control over
certification of originto
exporters. Dependingontheir
respective stages of
preparation, Generalised
Scheme of Preferences (GSP)
beneficiary countries are
expected to apply the REX
systemfromoneofthe
followingthreedates: 1
January 2017, 1January 2018
or 1 January2019. However, it
isimportanttonotethatafter
the transition period, which
willlast until 30 June 2020 at
the latest, all GSP beneficiary
countries will have to apply the
REX system.

The REX sy stemis expected to
streamline trade with
beneficiary countries and make
itmoretransparent. EU
economic operators should feel
more confidentwhendoing
business witha partner
established in a beneficiary
country because they can query
the registered exporter status
oftheirbusiness partner from
the REX database. Moreover,
registered exporters will no
longerhavetoobtain a Form A

from the competent
authorities.

The REX sy stem currently only
affects tradebetweenthe
European Union and GSP
beneficiary countries; however,
itis conceivablethat the
systemwillbeextendedin
respect of other countries and
tradearrangements.

Belgium

Update onlistofnon-
compliant countries -
Circularletter published

A circularletter onJanuary 26,
2017, was published with
respect totheupdatedlist of
non-compliant countries in
light of international standards
regarding transparency and
exchange ofinformation.

Five newjurisdictions -
Guatemala, Marshall Islands,
(the Federal States of)
Micronesia, Panama, and
Trinidad & Tobago havebeen
addedtothelist ofnon-
compliant countries afterthe
Global Forum meeting on
November 4,2016in Georgia.
Hence, the abovementioned
jurisdictionsare considered as
not (ornotsufficiently)
compliant to the international
standard with regard to the
exchange ofinformation. This
outcome has direct
consequencesonthe Belgian
reportingobligation for
payments asincluded in article
307,81 ofthe Belgian Income
Tax Code (BITC) from
November 4,2016, which
obliges companiesthatmake
directorindirect payments to
recipients established in tax
havens, to declare payments in
theirtax return exceeding EUR
100,000 duringthe taxable
period.

Belgium gazettes billto
im plement changes to the
Parent-Subsidiary
Directiveand amend exit
tax provision

Belgiumon December 8, 2016,
published in the Belgian
Official Gazettean act
containing the following two
measures:

Implementationofthe
amendments to the Parent-
Subsidiary Directive

The actimplementstwo
amendmentsto the European
Union Parent-Subsidiary
Directive (EU PSD) legislation:
(i) aso-called anti-hybrid
measure and (ii) the
introductionofa general anti-
abuserule (GAAR), which
would apply to income granted
or made payableas from
January1, 2016.

Amendments to the exittax
regime

Inviewofbringingthe Belgian
tax lawin line withthe
freedom of establishment, the
second tax measure
implements - in an
EU/European Economic Area
(EEA) contextandfor
specifically defined
transactions- the optionto pay
exittaxation either as a direct
paymentorspread over five
yearsin equalinstalments. A
taxpayerwould be allowed to
explicitly optto spread
payment ofthe exit taxation
provided that the assetsare
maintained within a company
or a foreign establishment
locatedin another EU or EEA
Member State.

pwe



CEE Traveler2/2017

Cyprus

Cyprus introducesrulesto
im plement country-by-
countryreporting
requirements

The Cyprus Minister of
Finance (MoF) on December
30, 2016,issued a decree that
introduces a mandatory
country-by-country reporting
((CbCr) requirement for
multinational enterprise
(MNE) groups generating
consolidated annual turnover
exceeding EUR 750 million.
The decreeisinline with
European Union (EU)
Directive 2016/881amending
Directive 2011/16 regarding
the mandatory automatic
exchange ofinformation (Eol)
inthe field of taxationandthe
Organisation for Economic Co-
operations and Development
(OECD) Base Erosionand
Profit Shifting (BEPS) A ction
13 report ontransfer pricing
documentationand CbCer.

CbCreport filing obligation

MNE Groupswith anultimate
Cyprustax resident parentare
required to file electronically
with the Cyprustax authorities
(CTA)onanannual basisa
CbCreport that includes
specific financial data covering
income, taxes, and otherkey
measures of economic activity
by territory. Under certain
conditions, a CbCreporting
requirement may also apply to
Cyprustax resident entities
includedin an MNE Group
that hasa non-Cyprus tax
residentultimate parent. The
format of the CbCreport is
consistent with the template
published by the OECDas part
ofthe BEPS project (Action13)
and the EU Directive
2016/881. Thefirst CbCreport

shouldbe prepared forthe
MNEGroup’s tax year
beginningonorafterJanuary
1,2016.

CbCreporting notifications

Per thedecree, Cyprustax
resident constituent entitiesof
an MNE Group should notify
the CTA as towhetherthey are
the reporting entityandifthey
are not,thedetailsofthe MNE
Group’s reporting entity. The
first notifications shouldbe
made by October20,2017.

Exchange of CbCreports

Inline withtherelevant EU
Directiveandthe OECD’s
Multilateral Competent
Authority Agreement onthe
Exchange of CbCReports
(MCAA),the CTAwill apply
the automatic Eol mechanism
to exchange CbCreportsfiled
by MNE Groupsin Cyprus. The
reports will be exchanged with
the tax authorities of the other
EU Member States in which
the MNE Group operatesand
all otherjurisdictionsthathave
signedthe MCAA.

Russia-Cyprus:
Postponement of the
application ofthe
provisionsofthe protocol
am ending Article 13
Capital Gains ofthe DTT

The Cyprus Ministry of
Finance (MoF) announced on
December 29, 2016, thatthe
relevantauthoritiesin Russia
and Cyrpushavereachedan
agreement for postponing the
applicationof amendments to
Article 13 (Gains from
Alienation of Property)of
the1998 Cyprus-Russiadouble
tax treaty (DTT) that were
containedin a 2010 amending
protocol tothe DTT.
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Regarding Article 13 ofthe
DTT, the 2010 amending
protocol provides for the
source Stateto have taxing
rightsongainsderived from
the disposal of sharesor
similarrights deriving more
than 50% oftheir value from
immovable property situated
in the source State, whereas
the 1998 DTT providesfor
taxingrights in such casesonly
inthe State oftheseller.

The announcement notes that
another protocoltothe 1998
DTT isbeingfinalised, which
intendsto provide forthe
postponement ofthe 2010
Protocol Article13
amendmentsuntilsuch time
that similar provisionsare
introduced in other bilateral
agreementsforthe avoidance
ofdoubletaxation betweenthe
Russian Federationand other
European countries.

Germany

Federal cabinet approves
new rules as partofthe
fightagainst money
laundering and financing
ofterrorism

On 22 February2o17the
federalgovernment approved a
draft bill toimplementboth
the fourth EU money
laundering directive and the
EU regulationonthetransfer
offunds as wellas to
reorganise the Central
Financial Transactions
Investigation Agency. The
intentionis toup-dateand
strengthen measures
developed to prevent money
laundering and the financing
ofterrorism.

Penaltiesforserious, repeated
and systematic offending are to
be significantly increased to
secure compliance withthe
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moneylaundering regulations.
Furthermore, in future the
authoritieswill publishall
penalty notices, which canno
longerbe disputed, ontheir
website.

Portugal
2017 State Budget Law

The 2017 State Budget Law
was published in the Official
Gazette of December 28, 2016.
It generally appliesbeginning
ondJanuary1, 2017. PwC
Portugalhighlightsthe
followingamendmentsto the
tax law:

e Useofcarryforward tax
losses:thefirstin firstout
(FIFO) rulewaseliminated,
thus allowinga better
managementof
carryforward tax losses in
viewofthe different periods
established for different tax
years.

e Tax benefitstotheincrease
ofequity: nowapplicable to
bothcash contributions and
conversion ofshareholders
loansinto share capital
(including at
incorporation), while
formerly it only applied to
cash contributions; the
corporationincome tax
(CIT)deductiontothe
taxable profit was increased
from 5%to7%ofthe
contributions made and
amountingup to EUR 2
million; all entities
(formerly only micro, small,
and medium sized
companieswere eligible)
and type of shareholders
(formerly onlyindividuals)
are eligible; and the tax
benefit is nolongerlimited
under European Union
(EU) State aidrules.

e ReducedCITrate:a12.5%
CITrateapplies to small
and medium sized
companieslocated in inland
regions; thereduced rate
appliestothefirst EUR
15,0000ftaxable profit.

e Tax regime for investment
support: increase from EUR
5 millionto EUR 10 million
ofthe eligibleinvestment
that allowsa CIT deduction
of25% ofthetaxable profit.

e Additionstothereal estate
property tax: it applies to
corporateentitiesthatare
the owners, usufructuaries
or havetherightofsurface
ofurban property for
residential purposes and
land for construction
locatedin Portugal; the tax
isdue at therateof0.4%on
the sumofthetax
registeredvalue ofthe
relevant property (with
reference to January 1 each
year); therateis7.5%in
caseofentitiesthatare
residents in blacklisted
jurisdictions; and the tax
paid can be deducted
against thefraction of CIT
correspondingtoincome
generated by therelevant
properties (leasingor
lodging),in which case the
tax is disallowed as a tax
deductible expense.

Other countries
Brazil

Brazil updates list of
privileged tax regimes to
apply tothe concept of
‘significant economic
activities’to Austrian
holdingregimes
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The Brazilian tax authorities
(RFB) on December 30,2016,
published Normative
Instruction (NI) 1.683/2016,
limiting the situations in which
the regime applicable to
Austrian holding companies
may be regardedas a
privileged tax regime. The RFB
onJune4, 2010, issued NI
1,037/2010, updatingthelist
of countries considered tax
havens (blacklist)and adding
regimes to thelistof
privileged tax regimes (grey
list).

NI 1.683/2016, which updates
the greylist, establishesthat
the regime applicableto
Austrian holding companies
shouldberegardedas a
privileged tax regime whenno
significant economic activities
are carried outby the entity.

AccordingtoNI 1,658,a
foreignholding company is
deemed to carryoutsignificant
economic activitiesifit has,in
its country of domicile,
operating capacityto manage
and take decisionsregarding
(i) activitieswith the purpose
ofgenerating income fromits
assets or (ii) management of
equityinterests with the
purpose of generating income
in the form of profit
distributions and capital gains.

Operating capacity would be
measured by (i) the existence
of physical facilitiesand (ii)
qualified employees to manage
and make decisionsaccording
to the complexity ofthe tasks
to be performed.

Canada

British Columbiaprovides
some foreign buyersrelief
from 15 % property
transfer tax
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Foreign purchasers of
residential propertyin the
Greater Vancouver Regional
District areliablefora 15%
property transfer taxon
transfersregistered after
August1,2016.

The tax applieswhenthe
purchaserortransfereeis a
foreignnational, a foreign
Corporationora taxable
trustee.

A "foreignnational"is a person
who is not a Canadian citizen
or permanent resident.

On March 17, 2017, British
Columbia announced relief
from its 15% foreignbuyers’
property transfer taxfor:

e foreignerswhobecome
Canadian citizensor
permanent residents within
one yearofpurchasinga
principal residence;

e foreignworkers coming to
BCunderBCProvincial
Nominee Program who
purchase a principal
residence.

Canadaissues final
legislationon country-by-
countryreporting

On December 15,2016, the
House of Commons of Canada
passed Bill C-29, which
provides thefinallegislationto
implement county-by-country
(CbC) reportingin Canada.

The final legislation formalizes
the introductionof section
233.8 to Canada's Income Tax
Act(theAct), whichsetsout
the requirementsfor CbC
reporting, Italso formalizes
amended paragraph 162(10)(a)
ofthe Act,which provides
administrative penaltiesfor
grossnegligence or failureto
file the CbCreporting form.

The final legislationdid not
change fromthedraft
legislative proposals released
by Canada's Department of
FinanceonJuly29,2016.1t
maintainsthe 750 millioneuro
(EUR) Consolidated revenue
threshold recommended by the
Organisation for Economic Co-
operationand Development
(OECD) and doesnotinclude a
notification requirement
identifyingthe entity
responsible for filingthe CbC
report.

Quebecprovides tax relief
in three ways

Quebec Information Bulletin

2017-3,released on February
21, 2017, providestax reliefin
threeways:

1. thetax reliefavailable onthe
transfer ofsharesofa family
business Corporation in the
primary or manufacturing
sectoris extendedto all
sectors, retroactive to share
dispositions after March 17,
2016

2. the tax arising on certain
deemed dispositions of shares
in public corporations canbe
deferred, for deemed
dispositions after February 21,
2017

3. the employee stock option
deductionwillincrease from
25%to 50%foroptionsin
shares of public corporations
that have a significant
presencein Quebec, for
optionsgranted after February
21,2017

These measuresare also
proposed in the February 21,
2017 report "A Planto
Strengthenthe Quebec
Economyas an Executive-
Driven Economy."They aimto
improve Quebec's economy by
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encouragingthe head office
presence and the control of
business, in Quebec.

When these measures are
tabledin a bill (expected this
fall), furtherdetailswillbe
knownand changes maybe
reflected.

Government commits to
aggressive timelinesfor
recommendations on tax
avoidance and tax evasion

On February22,2017,the
Minister of National Revenue
(Minister) responded to the 14
recommendationsin the
House of Commons Standing
Committee on Finance report
"The Canada Revenue A gency,
Tax Avoidance and Tax
Evasion: Recommended
Actions,"dated October 26,
2016.

The Minister accepted allthe
recommendations and states
that its response
"demonstratesthe
Government's commitment to
crackdownonaggressive tax
avoidance and tax evasion."

Tax payers should remain
apprised ofthe potential
changes. As mentioned, the
Ministerhasagreedtoadopt
all 14 recommendations - with
shorttimelinesfor many.

Ifenacted,the
recommendationsto improve
the ruling process, increase
CRA's technical capabilities
and improve CRA and DOJ
communications should make
Canada’s tax system more
efficient.

When implementing each
recommendation, the Minister
will haveto strike the
appropriate balance between
increasingtax revenue and
increasingthecost oftax
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compliance forbusiness and
investment in Canada.

Israel

Israeli budgetreduces
corporateincome tax
rates, expands corporate
tax incentives

The Israeli Parliamenton
December22, 2016,approved
the Israeli Budgetary Law for
2017 and 2018 (Budget Law),
which,amongother changes,
reduces theregular corporate
tax rateundertheIsraeli
Income Tax Ordinance and
expands corporateincome tax
(CIT) incentives for companies
with qualifying operations
underthe Encouragement of
Capital Investments Law, 1959
(Encouragement Law).

The Budget Lawreducesthe
regular CITratefrom25%to
24%in 2017 and 23%in 2018.
The Budget Lawalso

introduces two new tax
incentiveregimesin addition
to several changestothe
currenttax incentive regimes.
The following provides an
overviewofkey tax rate
changesandthedetailed
qualifyingrules.

USA

IRSwill soon enforcea
new law that requiresthe
denial or revocation of
passports if certain taxes
are unpaid

The Internal Revenue Service
(IRS) website states that it will
beginenforcinga newlawin
early 2017 that couldresult in
the US State Department
revoking, limiting, or refusing
torenewa US passportfor
travelers with ‘seriously
delinquent tax debt.’The IRS
will makethe determinationof
whethera personhassuch
federaltax debtandthen send
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a certificationto the State
Department. Thethreshold for
when a personhasseriously
delinquent tax debtis
relatively high —in general,
when the governmenthas
issued eithera notice of federal
lien or alevyandthe amount
owedis morethan $ 50,000.

Mobility professionals should
await an official notification
from theIRS as to whenthey
haveprocesses in place and
will be enforcing thisnewlaw.
Inthe meantime, theymay
considerreviewingor
developing proceduresto
reviewtheir mobile
populations that include US
citizens to determine whether
any employeescouldbe
potentially subject to thisnew
process.
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