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Regional tax news



taxinsights >



In this issue >> Australia - BEPS related measures introduced new multinational anti-avoidance law, countryby-country reporting, tax transparency & GST on digital supplies. >> China - More tax benefits for Research & Development. >> Hong Kong - Tax concessions for Corporate Treasury Centres. >> India - Recent updates in Indian context. >> Philippines - Tax incentives Management and Transparency. >> Singapore - Release of detailed transfer pricing guidelines. >> Vietnam - Further business expenditure deductible.
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Australia - BEPS related measures introduced



New Anti-Avoidance Rules for Multinationals and Country-by-Country Reporting The new Multinational Anti-Avoidance Law has been enacted, primarily targeting entities that have significant sales activity in Australia but book their revenue overseas, thereby paying little or no tax worldwide. The rules, applying to multinationals with an annual global income of A$1 billion or more, are expected to affect close to 1,000 companies. Alongside the application of these rules, the Australian Taxation Office (ATO) announced that it will open negotiations with 80 multinationals to encourage them to restructure their Australian business operations (with a view to paying more tax in Australia) following on from Amazon’s restructure of their European business partly as a response to Britain’s diverted-profits tax. Large multinational groups (with annual global income of A$1 billion or more) headquartered in Australia will be required to submit Country-by-Country reports for income years commencing on or after 1 January 2016. Entities should be getting compliance-ready and run test reports now to ensure systems are capable of extracting the required information and preparing the necessary reports in the prescribed formats. First reports are due by 31 December 2017. First corporate tax transparency report released The first corporate tax transparency report was released by the government on 17 December 2015, disclosing total income, taxable income and tax payable of more than 1,500 public and foreign private entities (for the 2013-14 income year) which met the total income threshold of A$100 million. The report revealed that 579 companies paid no income tax during that year (due to the utilisation of tax losses or franking credits, or accessing of incentives and tax offsets). Some companies have been on the front foot, releasing tax policy statements explaining their operations and total taxes paid, along with other ways the business has contributed back to society. Others will need to be prepared to face increased scrutiny, not just from the ATO but from the public at large. GST on digital supplies On 10 February 2016, the government introduced a Bill to ensure GST applies consistently to all supplies of digital products and other services imported by Australian consumers. The new law will effectively make all supplies of services and/or intangible property to an Australian resident consumer (other than a business) subject to GST. This will affect digital products such as streaming of movies or music, apps, e-books as well as professional services being subject to a similar GST treatment regardless of whether they are supplied by a local or foreign supplier. For more information: 
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China - More tax benefits for Research and Development (R&D)



On 2 November 2015, Ministry of Finance (MOF), State Administration of Taxation (SAT) and Ministry of Science and Technology (MST) jointly issued Circular 119 to refine R&D expenses super-deduction mechanism in response to China’s innovation-driven development strategies. More R&D expenses to be eligible • 



Except for those specified activities and industries named in the Negative List ,all the R&D expenses are eligible for super-deduction; and



• 



The scope of qualified R&D expenses is expanded to include expenses such as service fee paid to externally employed R&D personnel, expenses for testing trial products, and other relevant expenses (capped at a maximum amount of 10% of the total R&D expenses). Further clarification is provided on special treatments and activities.



Separate R&D expenses accounting Circular 119 specifies that the R&D expenses shall be accounted for by enterprises in accordance with the financial accounting system in China. At the same time, a subsidiary bookkeeping account shall be set up to record different types of R&D expenses eligible for super-deduction each year. Retrospective entitlement to be granted Enterprises with R&D expenses qualifying for super-deduction but having not yet claimed such tax incentives after 1 January 2016 are allowed to make retrospective claims retrospectively within three years. Post record-filling administration to be implemented Circular 119 has canceled the pre-approval for super-deduction treatment, and has required tax authorities to strengthen post-treatment administration instead. Tax authorities are urged to conduct audits on a regular basis with an annual audit rate of no less than 20% of the applicants. For more information: 
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Hong Kong - Tax concessions for Corporate Treasury Centres (CTCs)



The Inland Revenue (Amendment) (No. 4) Bill 2015 (the Bill) was gazetted and introduced in the Legislative Council for the first reading in December 2015. The growing importance of the Asian business market is encouraging multinationals to set up CTCs in the region. In order to attract multinationals and Mainland corporations to establish their CTCs in Hong Kong, the Government has introduced certain tax benefits to CTCs under specified conditions
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Concessionary rate for qualifying CTCs The Bill proposes to tax qualifying profits of a qualifying CTC at a concessionary profits tax rate of 8.25% (i.e. 50% of the prevailing normal rate for corporations). An election for qualifying CTC is required. Once an election is made, it is irrevocable so long as the corporation remains as a qualifying CTC. If a corporation is no longer a qualifying CTC for that year of assessment, it will no longer be qualified as a CTC in subsequent years. This provision is to prevent a CTC from deliberately rendering itself not qualifying as a qualifying CTC. Symmetric tax treatment on interest income and expense The Bill also enhances the current interest deduction rules for intra-group financing business carried on by a corporation in Hong Kong and thereby allows tax symmetry on interest income and interest expenses. Under current practice, CTCs which are engaged in intra-group financing activities in Hong Kong would normally be unable to claim tax deductions on interest paid to overseas associated corporations, while the relevant interest income is taxable. The differential tax treatment is viewed as an obstacle from setting up CTCs for multinationals. In order to enhance competitiveness, it is now proposing to add s.16(2)(g) to the Inland Revenue Ordinance to allow a corporate borrower carrying on in Hong Kong an intra-group financing activities deduction of interest payable on money borrowed from a non-Hong Kong associated corporations, given that all of the specified conditions are met. The introduction of the new incentives to CTCs will definitely enhance the global competitiveness of Hong Kong in attracting corporate treasury activities. This will further strengthen the position of Hong Kong as a major platform for Mainland enterprises to go global and for multinational corporations to manage their liquidity for operations in the Mainland and in the region. For more information: 
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India - Recent updates in Indian context



Updates from Indian Exchange Control perspective The Government of India, vide Press Note 12, has liberalised of Foreign Direct Investment (FDI) norms with a view to encourage FDI flows into India, and to give a boost to the investment climate. The crux of these reforms is to further ease, rationalise and simplify the process of FDI in the country and to put more and more FDI proposals on automatic route instead of approval route. These reforms cover 15 major sectors of the economy, including real estate and construction, broadcasting, defence, single brand retail, civil aviation, banking and manufacturing.
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Updated statistics of Advance Pricing Arrangement (APA) The APA program introduced in India is taking a big momentum and same is evidenced by the fact that approx. 550 applications were filed in 3 year’s span. Out of these, as on date, 41 APAs including 3 bilateral were concluded. News is around that the Government is likely to conclude another 30 to 40 APAs by the end of the fiscal year (i.e., before March 2016). Updates on Mutual Agreement Procedure (MAP) Followings its press release in February 2016, the Government has resolved 180 cases under MAP. The total amount of income locked up in dispute in these cases is approximately USD770 m. The resolved cases pertain to various sectors of the economy like software services, IT enabled services, manufacturing, consultancy services, etc. and countries involved are USA, Japan, United Kingdom and China. These reforms from Government are likely to create air of trust among the investors. Also, on the last day of the month the Finance Minister (FM) will deliver third union budget. Now all eyes are on the briefcase of the FM to see what further reforms will be introduced For more information: 
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Philippines - Tax incentives Management and Transparency



On 9 December, 2015, the President of the Philippines signed into law Republic Act No. 10708, also known as The Tax Incentives Management and Transparency Act or TIMTA. This new law declares as a policy of the State to promote fiscal accountability and transparency in the grant and management of tax incentives by developing means to promptly measure the government’s fiscal exposure on these grants and to enable the government to monitor, review, and analyze the economic impact and thereby optimize the social benefit of such incentives. To realize this objective, registered business entities availing of incentives administered by different Investment Promotion Agencies (IPAs), such as the Board of Investments and the Philippine Economic Zone Authority, to file with their respective IPAs a complete annual tax incentives report of their income-based tax incentives, value-added tax and duty exemptions, deductions, credits or exclusions from the tax base, within 30 days from the deadline for filing of tax returns and payment of taxes. The concerned IPAs shall then, within 60 days from the end of the statutory deadline for filing of the relevant tax returns, submit to the tax bureau, their respective annual tax incentives reports based on the list of the registered business entities who have filed said tax incentives report. The tax and customs bureaus are likewise required to submit to the Department of Finance (DOF): (a) the tax and duty incentives of registered business entities as reflected in their tax returns and import duties; and (b) actual tax and duty incentives as evaluated and determined by the tax and customs bureaus. The DOF shall monitor tax incentives by creating a single database using the entries reflected in the filed tax returns and incentive reports. The National Economic Development Authority is mandated to conduct a cost-benefit analysis on the investment incentives to determine the impact of the tax incentives to the Philippine economy. For more information: 
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Singapore - Release of detailed transfer pricing (“TP”) guidelines



The Inland Revenue Authority of Singapore (“IRAS”) released comprehensive TP Guidelines (the “Singapore TP Guidelines”) through an e-tax Guide first published on 6 January 2015 and subsequently updated on 4 January 2016. The Singapore TP Guidelines accept internationally adopted TP principles and methodologies and are consistent with the OECD Transfer Pricing Guidelines for Multinational Enterprises and Tax Administrations (the “OECD Guidelines”). Consistent with recommendations contained in Action 13 of the OECD’s Base Erosion and Profit Shifting (“BEPS”) initiative, the IRAS have proposed a two-tiered approach to TP documentation that needs to be maintained by taxpayers, i.e., at the levels of both the group and local entity, as outlined below. Group level information • • • 



General group information – management/organizational structure etc. Description of group’s business relevant to the Singapore taxpayer – global business, nature of operations, supply chain, profit drivers, business models and strategies, business relationships (service provided, goods sold, development, ownership or exploitation of intangibles, financial arrangements) among related parties etc. Group’s financial position.



Entity level information • • • 



General information on Singapore taxpayer – management/organizational structure etc. Description of Singapore taxpayer’s business - business operations, related party transactions, functional analysis and economic analysis, contracts/agreements showing terms of transactions, business models and strategies including any changes compared to previous years. TP analysis/benchmarking - choice of TP methods and reasons for the same, TP benchmarking, segmented financial accounts.



The IRAS have provided for a number of administrative concessionary situations in which TP documentation would be exempt – these include domestic related party transactions, routine low-value added intra-group services or transactions that do not meet the value thresholds specified as below • • • 



Purchase or sale of goods from all related parties: SG$15 million per year. Loans to or from all related parties: SG$15 million per year Other categories of related party transactions – e.g. income from or payments in respect of services, royalties or rentals: SG$I million per category of transaction.



The Singapore TP Guidelines should be practically applicable to taxpayers from FY 2014 onwards and in addition, the IRAS may also challenge a taxpayer’s TP policies for any open years of audit. The IRAS intends to choose its TP audit targets based on risk characteristics such as high value transactions, existence of transactions with related parties in haven jurisdictions, recurring losses, use of intangibles etc. While there may be no specific TP penalties, the IRAS could invoke penalty provisions for violation of record keeping requirements or for tax underpayment. Cases of tax evasion may attract more severe penalties. For more information: 
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Vietnam - Further business expenditure deductible



On 22 June 2015, Ministry of Finance issued Circular 96/2015/TT-BTC, which took effect on 6 August 2015, amending and clarifying some content of Circular 78/2014/TT-BTC. Some points on deductible expenses under the Corporate Income Tax (CIT) regime should be noted as follows: • 



Depreciation of fixed assets serving employees and vocational training including but not limited to: library, kindergarten, sport facilities, furniture are now deductible expenses.



• Under the former regulation, the company had to establish an internal plan for reasonable consumption levels of raw materials, fuel, energy, and goods. Deductible was the real consumption but limited to the figure stated in the existing plan. Consumption exceeding the plan was not deductible. This plan is not required anymore and the real expenses are fully deductible. • 



Expenditure on the lease of assets from individuals who cannot provide an official invoice is deductible if having a written lease contract and the document on payment; under 20 Mio VND the payment may be made in cash.



• 



The cap of 1 Mio VND per person and month on life-insurance premiums is abolished. The obligation for making these payments has to be stated in the labor contract or related documents. This is a non- taxable benefit for the employee only in the case the insurance is without accrual of premiums.



• 



Expenditure uniforms in kind now is fully deductible.



• 



Expenses for business trips are now fully deductible



• 



More guidance is provided on the calculation of non-deductible interest on debt corresponding to the portion of charter capital not yet contributed to a company.



• 



Medical, accident and other non-compulsory insurance purchased by an employer for its employees is considered as a staff welfare benefit and deductible. The cap of one month’s average salary per year calculated for every employee separately is applied.



• 



Expenses in relation to vocational training such as payment for teachers, learning materials, equipment serving vocational education, materials for practicing and other aid for learners are now fully deductible.



• 



Expenses in relation to vocational training such as payment for teachers, learning materials, equipment serving vocational education, materials for practicing and other aid for learners are now fully deductible.



For more information: 
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