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In this issue:

China

Measures of international tax environment

Under the strategic guidance of One Belt and One Road, step by step China has developed from a capital importing nation to a capital exporting
nation with the increasing development of reform. In the reformation process, company needs to pay attention to the changing international tax
environment to have better control of tax risk.
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Cyprus

Cyprus signs off a Double Taxation Avoidance Agreement (DTAA) with Barbados

Cyprus and Barbados have concluded and signed a Double Taxation Avoidance Agreement (DTTA) on 3 May 2017 in London. The DTTA generally
complies with the provisions of the OECD Model Convention and will come into force as from the 1st January next following the year in which each
country completes the ratifications process.
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Hong Kong

The Multilateral Convention to implement BEPS in Hong Kong has been signed!

On the 7th of June 2017, Mainland China on behalf of Hong Kong, signed the Multilateral Convention to Implement Tax Treaty Related Measures
to Prevent Base Erosion and Profit Shifting. Corporate groups with cross-border business activities should carefully review their existing structures
and assess the potential impacts.
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India

BEPS - An Indian perspective

BEPS is a tax avoidance strategy used by multinational companies, wherein profits are shifted from jurisdictions with high taxes to those with lower
(or no) taxes (so-called tax havens). Taxation is at the core of countries’ sovereignty, but the interaction of domestic tax rules in some cases leads
to gaps and frictions. When designing the domestic tax rules, sovereign states may not sufficiently take into account the effect of other countries’
rules. The interaction of independent sets of rules enforced by sovereign countries creates frictions, including potential double taxation for corpo-
rations operating in several countries. It also creates gaps, in cases where corporate income is not taxed at all.
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Korea

Increased penalty for Violation of foreign exchange transactions act

The upper limit of penalties imposed by foreign exchange transaction laws rose from 50 million won to 100 million won,

Reduction rate for penalty will be increased from 20% to 50% or up to 75%. Penalty may be reduced for voluntary declaration , small and medium
sized company , minor negligence etc.
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Macau

Identify tax resident of other jurisdictions
Effective July 1 2017, Macao SAR financial institutions will request information from clients to identify if they are tax resident of other jurisdiction
and supply the information of relevant accounts to Macao Financial Services Bureau (Macao Tax Authority DSF) in order to engage in automatic
exchange of information.
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China i.l

Measures of international tax situation

FIRST, economic essence. After BEPS plan has been
implemented by various countries, the number of
conduit companies with no economic essence will
be reduced and more source countries will refuse to
offer collective preference to the countries with no
economic essence.

SECOND, transparency. On the initiative of OECD,
consolidated standards of reporting has been gradually
implemented by various countries. Financial institutions
are required to confirm their clients’ tax identities and
offer deposit and some income information to the
countries of their clients residence. Accounts with
no real names will be reduced and subsequently
diminished.

THIRD, government subsidies. The international tax
code also includes EU tax guidelines. Government
subsidies rules decided by EU have extraordinary
impacts on international taxes. Tax breaks given by
the state may be seen as illegal government subsidies,
in violation of EU law, and the result may be that
preferential treatment is eliminated, and the risk of tax
rises and fines increases.

FOURTH, Brexit. After Brexit, England will no longer be
constrained by EU indirect taxes, tariff laws and cases
decided by EU courts. Therefore, Chinese enterprises
should know fairly well about the influences of Brexit
if their overseas investment includes investments in
England.

FIFTH, American tax reform. The “border adjustment
tax’, once implemented, would raise the tax burden on
imports from the United States, while exports would
actually be subsidized by the U.S. state. Countries such
as China, which are dependent on American exports,
should study the proposal to predict the consequences
for China and take corresponding actions. i

Cyprus <

Cyprus signs off a Double Taxation Avoidance
Agreement (DTAA) with Barbados

Cyprus and Barbados have concluded and signed a
Double Taxation Avoidance Agreement (DTTA) on 3
May 2017 in London. The DTTA generally complies
with the provisions of the OECD Model Convention
and will come into force as from the 1st January next
following the year in which each country completes
the ratifications process.

The treaty sign off was well received by the business
communities of the two countries and it further
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enhances Cyprus position as an international business
center, since some of its provisions are deemed to be
significantly favorable. The DTTA’s main provisions are
analyzed below:

Permanent Establishment

Based on the new treaty the definition of permanent
establishment also includes a building site or
construction or installation project or any supervisory
activities in connection with such site or project
constitutes a permanent establishment only if it lasts
more than 6 months (definition in compliance with
OECD model).

Dividends
The withholding tax rate on dividends is set at 0%.

Interest
The withholding tax rate on interest is set at 0%.

Royalties
The withholding tax rate on royalties is set at 0%.

Capital gains

Gains from the disposal of immovable property are
taxed in the country where the immovable property
is situated. Capital gains arising from the disposal of
shares deriving more than 50% of their value directly
or indirectly from immovable property in the other
Contracting State may be taxed in that other State.
Other capital gains from the alienation of any other
property are taxable only in the place of residence of
the alienator.

Amendment in Cyprus Tax Resident Individual term

On 14 July 2017, the House of Representatives
unanimously voted and approved an amendment to
the definition of the “Cyprus Tax Resident Individual”
term in the Income tax law.

In detail, an individual who does not remain in any
other jurisdiction for one or more periods which
altogether exceed 183 days in the same tax year and
is not a tax resident of another jurisdiction within the
same tax year, can be considered a Cyprus Tax Resident
Individual if the following conditions are satisfied:

1. he should remain in Cyprus for at least 60 days
during the tax year;

2. he should pursue any business in Cyprus and/or to
work in Cyprus and/or to be a director in a company
resident in Cyprus at any time during the tax year
and

3. he should maintain a permanent residence in
Cyprus, which can be either owned or rented

It should be clarified that if the employment/business
or holding of an office as per the condition (ii) is
terminated, then the individual shall cease to be
considered a Cyprus tax resident for that tax year under
these extended rules.



Advantages of Cyprus Tax Residency

Cyprus tax residents are liable to Cyprus tax on their
worldwide income. The current Cyprus income tax
rates are the following:

Tax Base (EUR) Tax rate (%)
Up to €19.500 0%
€19.501 to0 €28.000 20%
€28.001 to €36.300 25%
€36.301 to €60.000 30%
Over €60.000 35%

These tax incentives exist for individuals employed in
Cyprus who were not previously Cyprus tax residents:

« The lower of €8.550 or 20% of the remuneration
from any office or income from employment in
Cyprus is exempted from income tax for a period
of 5 years. This incentive will expire in 2020.

« For individuals with employment income
exceeding €100.000 per annum there is a 50%
tax exemption which can be applied for a 10
year period.

Any individuals which are only Cyprus tax residents but
not Cyprus domiciled are exempted from the Special
Defence Contribution which is imposed on certain
types of income such us dividends, interest and rents. I3

Hong Kong

The multilateral convention to implement
BEPS in Hong Kong has been signed!

On 7 June 2017, Hong Kong (represented by Mainland
China) has become a party to the Multilateral
Convention (“Multilateral Instrument” or “MLI") to
Implement Tax Treaty Related Measures to Prevent
Base Erosion and Profit Shifting (“BEPS”).

Many of the treaty-related measures as recommended
by the international community can only be
implemented by amending existing tax treaties. There
are more than 3,000 tax treaties across the world. The
MLI is orchestrated by the Organisation for Economic
Cooperation and Development (“OECD”), aiming to
assist participated jurisdictions to amend tax treaties
efficiently without having to negotiate amendments
on a one-to-one basis. The MLI generally covers the
following key treaty-related areas:

(i) Treaty abuse
(i) Treaty dispute resolution

(iii) Hybrid mismatches (e.g. transparent entities,
dual resident entities, etc.)

(iv) Permanent establishment (e.g. rules
for determining whether a permanent

establishment exists or not)
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Hong Kong's tentative and provisional position on MLI
can be accessed via this link: http://www.oecd.org/tax/
treaties/beps-mli-position-hong-kong.pdf

In view of the above key development, corporate
groups with cross-border businesses and investments
should review their existing structures and assess
the potential impacts of Hong Kong’s provisional MLI
position. Additionally, when handling treaty benefits/
protection claims made by a Hong Kong entity, the
Hong Kong tax authority may put more and more
emphasis on factors like having business substance
and commercial purposes of setting up. 2

India

BEPS - An Indian Perspective

IMPLEMENTATION OF BEPS ACTION PLAN IN INDIA (to
the extent made applicable out of the 15 Action Plans)

1. ACTIONPLAN 1:Tax Challenges of the Digital Economy

Adoption of Equalization Levy: India has introduced
Equalization Levy through Finance Act, 2016 which
is made applicable on specified services i.e. Online
Advertisement, Provision of digital advertising space
or any other facility for online advertisement. Every
person, being a resident carrying on business or
profession in India or a non-resident having permanent
establishment in India, shall deposit the levy at 6% on
the considerations payable to non-resident not having
permanent establishment in India. Such levy does not
apply where the aggregate amount payable to non-
resident does not exceeds INR 100,000 in a year.

2. ACTION PLAN 4: Limit base erosion via interest
deductions and other financial payments.

The deduction for any expenditure by way of interest
or of similar nature incurred (whether paid or
payable) by an Indian company or the PE (Permanent
Establishment) of a foreign company in respect of debt
borrowed from: Its non-resident associated enterprises;
or Third-party non-resident lender if an associated
enterprise provides an implicit or explicit guarantee to
such lender would be restricted to 30% of its earnings
before interest, taxes, depreciation and amortization
(EBITDA).Further threshold of interest expenditure of
INR 1 crore is provided to carve-out entities which have
a low level of interest expense. The interest expense
which is disallowed can be carried forward up to 8
immediately succeeding tax years.

3. Action Plan 6 Prevention of Treaty Abuse- The
General Anti Avoidance Rules (GAAR)

The GAAR has been introduced in the Indian tax law,
and is to be implemented from 1 April 2017. The
Indian GAAR overrides tax treaties, which is consistent
with the OECD commentary on anti- avoidance rules.

5



The GAAR would allow the revenue authorities to
analyze and go deeper into the transactions and/ or
arrangements (e.g. judging their ownership structures,
beneficial ownerships, voting rights, etc.). The GAAR
and Limitation of Benefit/ Principle purpose test rule
may impact intermediate holding companies for
investing into India, which lack substance and have
been interposed only to avail tax treaty benefits.

4. ACTION PLAN 13: Transfer Pricing Documentation
and Country- by- Country Reporting

I.  Master File: It is intended to provide a high-level
overview of the MNE groups’business, including
the nature of its global business operations,
value drivers, supply chain analysis, intangibles
employed, financial arrangements, overall
transfer pricing policies, and financial and tax
positions.

[l. Country-by-Country (CbC) report:
A snapshot of the CbC regulations is provided below

Who Flies the |Threshold Timeline for | Penalty
CBC Limit filing

« Ultimate €750 mn
Parent entity | (INR 53.95
billion) on
consolidated

To be filed by | Penalty
the due date of| ranging from
filling income | |NR 5,000/ to

«In few )
taxreture, ie, |[|NR 50,000/-

circumstance roup revenue | November 30
by the Indian | 9"OUP "€V€ for Non-

. . for preceding s
entity, being . furnishing of

. accounting
either the CBCreport or
year for CbCR o

alternate non-furnishing
reporting of required
entity or information.
a part of
international Penalty of INR
group/ MNE 500,000/- for
group furnishing of

inaccurate
particulars or
non-furnishing
of Master File
data.

5. ACTION PLAN 15 : Developing a Multilateral
Instrument (MLI) to Modify Bilateral Tax Treaties

MLI is a single convention where modification of
existing bilateral tax treaties to efficiently implement
measures developed by BEPS. MLI does not need
individual renegotiating of each bilateral treaty. On
June 7, the MLI was signed by India. As provisional list
India has notified all its 93 double tax avoidance treaties
indicating the intention of applying the selected MLI
provisions to all these treaties.MLI s a single convention
where modification of existing bilateral tax treaties to
efficiently implement measures developed by BEPS.
MLI does not need individual renegotiating of each
bilateral treaty. On June 7, the MLI was signed by India.
As provisional list India has notified all its 93 double tax
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avoidance treaties indicating the intention of applying
the selected MLI provisions to all these treaties. i2

Reference
1.Beps-reports-2015-executive-summaries
2. Action Plan on Base Erosion And Profit Shifting.

Website:(http://www.oecd-ilibrary.org/taxation/
action-plan-on-base-erosion-and-profit-
shifting_9789264202719-en)

3.Income Tax Act, 1961.
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Increase penalty for foreign exchange
transactions act violation

According to the Korea Customs Service, the violation
of foreign exchange law is revised and the adjustments
were implemented on July 18,2017.

The details of the amendments of the penalty are as
below.

1. The upper limit of penalties imposed by foreign
exchange transaction laws rose from 50 million
won to 100 million won,

2. The revised penalties according to the act of
violation are as below

Foreign exchange law | Amendment Previous
Vioation of Article 32 100 Million Won | 50 Million Won
section 1 of the Act

Vioation of Article 32 | 50 Million Won 10 Million Won
section 2 of the Act

Vioation of Article 32 | 50 Million Won N/A

section 3 of the Act

Vioation of Article 32 10 Million Won N/A

section 4 of the Act

1)Violation of Article 32 section 1 of the Act

Who didn't report following to Article 8 section 4
(A Presidential decree) of the Act for declaration of
change

2) Violation of Article 32 section 2 of the Act

Who didn't report following to Article 9 section 1 of
the Act for declaration of change

3) Violation of Article 32 section 3 of the Act

Who didn't report following to Article 16 of the Act
(Methods of payment or receipt) for declaration of
change

4) Violation of Article 32 section 4 of the Act

Who didn't report following to Article 18 section 1 of
the Act (Capital transaction ) for declaration of change



5) Reduction rate for penalty will be increased from
20% to 50%; or up to 75%. Penalty may be reduced
for voluntary declaration , small and medium sized
company , minor negligence etc. 2

Reference:

1. Samil commentary, www.pwc.com

Macau

Identify tax resident of other jurisdictions

Automatic Exchange Portal is a global new
requirement underlined by the Organization for
Economic and Co-operation Development OECD.
More that 100 jurisdictions have committed

to the exchange of information. Macao Special
Administrative Region SAR has committed to the first
Automatic Exchange of Information in 2018.

Effective July 1 2017, financial institutions engaging

in financial services in the Macao SAR will acquire
information from their existing and new account
holders, to identify whether they are the tax residents
of other jurisdictions. Financial institutions shall supply
the information of relevant accounts to the Financial
Services Bureau (Macao tax authority DSF) in order

to engage in the automatic exchange of information
with relevant tax jurisdiction in accordance with the
provisions of tax treaties.

(Automatic Exchange Portal) is not applicable for a
Macao resident individual generates income from
Macao and he is a tax resident of Macao only with no
tax residence in other tax jurisdictions. A company is
resident in Macao if it is incorporated in Macao SAR.
A Macao incorporated limited company, tax resident
in Macao, generates revenue from commercial or
industrial activities, is subject to worldwide profit. A
foreign company that incorporated outside Macao is
not considered a Macao tax resident and it is subject
to Macao tax for income derived from business or
activities in Macao. Macao financial institution will
identify tax residents of other jurisdictions and fulfill
obligation of automatic exchange of information for
international cooperation. 2

Reference:

1.http://www.oecd.org/tax/automatic-exchange/crs-
implementation-and-assistance/

2. tax-residency/#d.en.347760

3. http://www.gov.mo
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