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Successful global business through cultural awareness

The more businesses do to understand and appreciate the cultures and histories of their trading
partners, the more opportunities they will find.
Some use the word globalisation to describe the future. But global business is not just on the
horizon, it’s already upon us. The key to success in global business is not merely the identification
of opportunities in emerging and thriving markets; it’s much more complex than that. One
universal element of success is an acknowledgment of the cultural diversity of our world.
Unfortunately, this is one of the most underestimated factors in global business. Cross-border
transactions tend to be initiated with a market opportunity and then the negotiations and
financial analysis begin. There may be countless meetings, phone calls and emails back and forth
before a deal is consummated. Or there may be a flurry of activity but the deal cannot be closed
because there are too many walls that cannot be taken down.
Increasing your global success rate
How can walls be turned into tables? How can we increase the success rate on international
transactions? Some actions to consider:
1. Research and respect the culture before you enter the country.
2. Create a pursuit team that is empathic and understanding, in addition to being opportunistic.
3. Give the pursuit sufficient time and allow for flexibility.
Too often, we rush to ‘close the deal’ without doing the all-important research in advance. There
are many simple business customs and traditions that are very clear if you seek them out. Knowing
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them before you arrive on the scene can make or break your ability to move forward in a
particular country.
Details make the difference
Attention to detail is key when conducting business overseas. For example, when conducting
business in Germany, it’s best to understand that the country is rich in technical knowledge,
structure and logic. If you keep this in mind when preparing for a meeting with a traditional
German company, you’ll know that it’s best to be punctual, prepared and to send a wellstructured agenda in advance.
For companies wishing to do business in the US, it is important to remember that American
corporate culture is truly 24/7. When a US executive sends an email, it’s not uncommon for that
person to expect a reply or call within 12 to 24 hours. Anything less may signal a lack of
commitment.
American business culture is perceived as fast paced, opportunistic, positive and sometimes
aggressive. However, it’s important to note that regional culture and business practices can differ
widely. Relying on assumptions and generalities can be damaging.
Many cultures can be more traditional. Japan, for example, can be seen as having a deep history
and respect for authority, hierarchy and leadership. In Japan, you may find companies that are
more interested in the relationship than the opportunity. Completing a transaction in Japan may
take longer than in other cultures, but once it is established, the relationship may continue for
years to come.
Get started on your homework
With so many opportunities in many different locations and cultures, it can seem daunting to
understand and truly appreciate what it takes for a business to succeed in the global marketplace.
However, any amount of time devoted to planning for cross-border business will be time well
spent. Research a country before you pursue a new customer or acquisition target. Respectfully
approach members of the business community that you know or can be introduced to. In most
cases, natives appreciate the gesture and your genuine curiosity will help you avoid common
pitfalls.
‘Deep dive’ on specific countries or geographic regions can help uncover some of the traditional
business customs, share common mistakes and help avoid issues for future business transactions.
We can all turn walls into tables when we invest the time to appreciate the centuries of history
and rich culture among us.
For more information, contact:
Jennifer Leary
CLA, US
T 410 308 8179
E jennifer.leary@claconnect.com
www.claconnect.com
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Indian Budget 2015 – venturing into the global economy

The recent Indian Budget is seen as the beginning of a journey towards sustainable growth and
economic stabilisation in the coming years
Ever since Prime Minister Narendra Modi's landslide election victory, there has been mounting
pressure to deliver on the country’s high expectations. The Finance Minister Arun Jaitley
announced the first Budget for the 2015/16 financial year on 28 February 2015.
The numbers revealed during the Budget stack up pretty well. The Finance Minister forecasted
that growth would accelerate to 8-8.5% in the next fiscal year, up from 7.4% this year. However,
he pushed back the deadline for cutting the fiscal deficit to 3% of GDP to 2017/18 while
maintaining the target of 3.9% for 2015/16. The inflation target was also set at 5% for the fiscal
year ending March 2016 thereby creating room to cut interest rates. The infrastructure sector has
been a big beneficiary of increased budgeted spend of INR 700bn (US$ 11bn) during 2015/16.
This 'make or break’ Budget, has been drawing mixed reactions, as announcements about
deductions and new schemes were matched by a rise in some other taxes.
Tax rates in India
It was proposed that the corporate tax rate will be reduced from 30% to 25% over the next four
years, commencing from the next financial year. The Finance Minister also proposed abolition of
wealth tax in India in lieu of which the rate of surcharge has been increased by 2% for persons
with income over INR10m (US$ 0.2m). However, the rate of surcharge has been kept untouched
for foreign companies. One of the most significant reforms of the Budget was the reduction of
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withholding tax from 25% to 10% on payments made to non-residents for fees for technical
services.
Make in India
Following the launch of the ‘Make in India’ campaign, a controversial set of new rules to fight tax
avoidance via General Anti-Avoidance Rules (GAAR) has been deferred for two years.
The Government has also proposed that fund management activity of offshore funds carried out in
India through an eligible fund manager shall not constitute permanent establishment in India. This
will facilitate the relocation of offshore funds in India.
In order to provide impetus for investment in manufacturing in the States of Andhra Pradesh and
Telangana, special allowances have been granted to investors. The Finance Minister also
announced special provisions for granting “pass thru” status to certain types of Alternative
Investment Funds (AIF) which would rationalise their taxation regime.
An extension of two years up to 30 June 2017 was granted for availing the benefit of a lower
withholding tax rate of 5% on interest on government securities and corporate bonds earned by
Foreign Institutional Investors (FII) and Qualified Foreign Investors (QFI).
The Government has also been working to bring the Forwards Markets Commission under the
ambit of the Securities & Exchange Board of India – increasing the confidence of investors in this
previously unregulated market.
Ease of doing business
The much awaited Direct Tax Code (DTC) has been kept on hold although most of the major issues
under the DTC have been covered under the Income Tax Act.
The retrospective insertion of indirect transfer provisions in the Budget 2012 resulted in a
company incorporated overseas being treated as Indian tax resident only if it derived its value
substantially from assets located in India. However, due to several ambiguities over the
applicability of provisions of indirect transfer of shares of a company, it negatively impacted
investor sentiment. In order to enhance investor confidence in India, the Finance Minister has
proposed that the indirect transfer of shares by a foreign company shall be taxable in India on a
proportionate basis and only if the value of Indian assets represents at least 50% of the value of
the global assets and the minimum value of such Indian assets is INR 100m (US$ 1.6m). Certain
exemptions have also been provided for the rule of indirect transfer.
Transfer pricing was left untouched except for increasing the threshold for Domestic Transfer
Pricing from INR50m (US$0.8m) to INR200m (US$ 3.2m). This increase will reduce compliance
costs for small taxpayers. The Government has empowered the tax authorities to set out rules for
claiming credit for taxes paid abroad in India as per tax treaties.
The Government has also proposed that withholding tax will be essential for interest payments by
the branch of a foreign bank in India to its head office. This provision will negatively affect
investment in India from branches of foreign banks.
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It has been proposed that a foreign company is treated as tax resident in India if it has Place of
Effective Management (POEM) at any time of the year, in India. This has provided the tax
authorities with more room to bring a greater number of foreign companies under the Indian tax
net.
Measures to curb the black money
The new Government has been keen to usher in new and stringent legislation to combat the
menace of black economy money both in India and overseas. The Government, therefore, wishes
to enact a comprehensive new law on black economy money to specifically deal with such money
stashed away abroad or in India. It plans to do this by imposing hefty penalties and possible
imprisonment for up to ten years.
Swachchh Bharat (Clean India)
Various policy measures have been taken to achieve the Prime Minister’s vision of ‘Clean India’.
The Finance Minister has proposed deductions for donations made to the ‘Swachchh Bharat Kosh’
(Clean India Fund) and the ‘Clean Ganga Fund’ of the Government of India.
Indirect taxes
The changes to indirect tax proposals focus on the implementation of the Goods & Service Tax
(GST) from 1 April 2016. A service tax rate increase is proposed from 12.36% to 14% and the
exemptions list will be significantly trimmed. Furthermore, the Central Government has been
empowered to levy Swachh Bharat Cess, which would make the service tax rate 16%. However,
this sharp increase has received negative reactions from the business community. This will
negatively impact end consumers by raising the overall price of services. As part of the Digital India
Vision, the Government has said that Service Tax & Excise registration will be granted within two
days of filing an online application.
It seems that the Government is keen to help business and liberalise various hurdles, thereby
creating a suitable climate for foreign investors.
For more information, contact:
Amol Haryan
Chaturvedi & Shah, India
T +91 022 4009 0645
E amol.h@cas.ind.in
www.cas.ind.in

6

Global Insight
April 2015

Boosting enterprise value
It is never too early to prepare for a liquidity
transaction by proactively implementing strategies
that can yield the highest valuation at exit.
Business owners – whether or not they are
contemplating a liquidity event or capital raise –
should assess the various components that impact
business value and implement strategies with the
most significant potential for increasing enterprise
value. Clearly, investors – and businesses – are
concerned with earnings before interest, taxes,
depreciation and amortisation (EBITDA) as it forms
the basis for valuation and an initial offer.
However, a more fundamental approach to
boosting enterprise value is when business owners
‘think like a buyer’.
This includes understanding key financial and non-financial drivers from a buyer’s perspective and
executing measures to address those drivers within the organisation’s business strategy and daily
operating procedures. Value can be maximised by building a company as though the buyer or
investor will be arriving at the door tomorrow for due diligence.
Assessing key value drivers and risk factors
Specific value drivers can increase or reduce the strategic or transferable value of a company.
EBITDA has a prominent impact on valuation. Some of the most frequently recurring issues
impacting EBITDA include:






the reversal of accruals and reserves that were built up in prior periods
changes in accounting policies
non-business expenses/income
differences between year-end versus month-end closing
‘one-hit wonders’ that result in profitability, but with anomalies that need to be identified and
explained to a potential buyer.
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Improved cash flow forms the foundation for boosting value. Actionable measures for boosting
cash flow include:






identifying areas of operational inefficiency, such as logistics, warehousing and supply chain
reducing customer payment terms and evaluating customer profitability and pricing
understanding product level profitability and determining the most profitable product mix
improving inventory purchases and material resource planning systems
extending vendor payment terms and asking for better pricing.

Impact on value
Although the importance of each value driver depends on the buyer – and different buyers will
place different levels of importance on each value driver – some assumptions can be made for
strategies that are typically employed by various buyer groups.
Value driver/risk factor
Size
Stability of free cash flow
Diversified customer base
Reliance on owner(s)
Business systems and processes
Reliable financial Reporting
Management team
Motivated/dedicated workforce
Physical appearance/condition of
the business

Hypothetical fair
market value
Low
High
Medium
Low
Low
Low
Low
Low

Value to a
financial buyer
High
High
High
High
Medium
Medium
High
High

Value to a
strategic buyer
Case specific
Medium
Low
High
High
High
Low
Low

Low

High

Medium

Maximising enterprise value
How can business owners prompt higher valuations? And how can they ensure that they are wellprepared for a liquidity event? They can implement specific strategies to prepare and position
their business for a liquidity event as favourable market conditions arise – and they should do so
well in advance of the transaction.
Strategies for preparing for a liquidity event
The strategies below are considered best business practices that should be executed in the
ordinary course of business.








Build differentiators – identify items that differentiate the business from competition.
Develop a mission and core set of operating principles – convey a clear purpose for the
business to serve as a roadmap for future goals.
Start succession planning early – it should always be top of mind.
Build a strong infrastructure – it will ensure the business operates efficiently.
Build a brand – that delivers on the customer’s want or need and is differentiated from
competition.
Build recurring revenue – establish predictability of revenue by leveraging all available
products and services to customers in order to retain their loyalty.
Build protectable intellectual property (IP) – identify items that will differentiate the business
and provide value.
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Build deep customer relationships – examine how to cultivate an existing relationship and
continue the revenue stream.
Retain independent advisers – the right experts can assist in the process of maximising value
and preparing for a liquidity event, for example, accounting experts and investment bankers.
Assess economic, industry and market conditions – the right advisers can provide counsel in
this area and offer guidelines on the right buyers and/or investors and identify the right time
to move forward with a transaction.

Always be prepared
There are a variety of strategies that can be executed to boost enterprise value and benefit
owners and shareholders. The value of a business is the sum of its advantages and challenges.
Increasing and propelling the advantages forward, and addressing the challenges in order to
minimise risk and failure, is the measuring stick of successfully boosting the value of a business.
It is never too early to begin preparing for a liquidity transaction and to proactively begin
implementing strategies that can yield the highest valuation at exit.
The best practice strategies above should be executed as a routine course of doing business. By
assessing key value drivers, companies can more effectively position themselves to realise higher
valuations when the right market conditions arise for a liquidity event.
For more information, please contact:
Jeremy Swan
CohnReznick, US
T 646 625 5716
E jeremy.swan@cohnreznick.com
www.cohnreznick.com

9

Global Insight
April 2015

Finding the right group structure

The need for businesses to critically assess the size and purpose of their group structures has never
been more important.
As corporate holding costs continue to rise and the regulation of companies around the world
increases, it is important for businesses to evaluate their group structures. Entity rationalisation is
a process which helps businesses assess their structural effectiveness and reduce costs and risk.
The process involves firstly a diligence phase to identify inefficiencies and assess the costs and
benefits of entity types and domicile. This is followed by the use of various restructuring options,
including re-domiciliation, wind-down services (solvent and insolvent) or mergers to ‘tidy-up’ a
business structure. Frequently it involves entities in multiple jurisdictions. The need is often
identified following a corporate event such as a merger or acquisition where there is a focus on
integrating operations and central functions.
Reasons for assessing a business structure
The importance of an entity rationalisation process is summarised below.





Complex, cumbersome structures are often difficult to manage and lead to management time
(particularly in secretariat or finance functions) being diverted from important business issues.
The high costs of maintaining a multitude of entities, including government, regulatory, audit,
director and registered agent fees, and tax liabilities.
There can be a loss of confidence in the structure and the accuracy of information.
Increasing regulatory burden from both domestic and foreign authorities drives a need for
simplicity and greater transparency.
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Overly complex structures can create the unintended perception of opaqueness and secrecy to
service providers and counterparties.
Jurisdictions may have regulatory or legal framework changes that make them more or less
effective than competitor regimes for the stakeholder purposes.
A critical review will highlight intra-group inefficiencies and areas where operational synergies
can be made to reduce overall group costs.

These projects usually follow a series of discreet stages depending on business needs. The initial
information gathering focuses on a deep understanding of the legal and operational structure and
is followed by a cost/benefit analysis to compare the potential savings to the costs of carrying out
the rationalisation. Certain situations warrant a review of the customer and supplier bases within
the group to highlight inefficiencies or, for example, where group companies have different
trading terms with the same stakeholder. Once entities have been identified for jurisdictional
transfer, closure or other restructuring remedy, a carefully managed action plan of redomiciliation, mergers, liquidations (or strike offs) can be executed.
The benefits
As well as cost reductions and risk mitigation, those carrying out an entity rationalisation project
often benefit from:





a better understanding of the make-up of their group and how it is best structured to align it to
the business’ strategy
an improvement in long-term business performance by deploying staff and operations in a
better way around the group
a streamlining in governance and improvements in control of the group
solutions to stakeholder challenges (e.g. contract disputes, threatened litigation) and to
unnecessary intra-group trading.

Taking a critical look at the size and efficacy of group structures and streamlining them using the
entity rationalisation process often leads to other opportunities for the business.
For more information, contact:
Martin Trott
RHSW Caribbean
T +1 (284) 494 5414
E mtrott@rhswcaribbean.com
Matthew Wright
RHSW Caribbean
T +1 (345) 814 3417
E mwright@rhswcaribbean.com
www.rhswcaribbean.com
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The unfolding story of Myanmar’s economic rise

The golden land beckons
The unfolding story of Myanmar’s economic rise from its slumber presents the country with many
challenges as it plugs itself back into the mainstream international community.
It was once remarked that Yangon in the early 1920s was the city of gold, dreams and blood. In the
intervening years, Myanmar largely fell into obscurity at the hands of its military custodians. But
now almost a century later, it would seem that the country has finally come full circle.
Growing economy
Official growth forecasts for the 2014/15 fiscal year stand at 9.1%, which slightly exceed the IMF
and World Bank forecasts of 8.5%. Foreign direct investment is on track for a 70% year-on-year
increase, an impressive jump by any standards. Indeed, Myanmar’s Foreign Investment Law (MFIL)
allows foreign investment into nine different sectors (disallowing it in twelve specific sectors). A
foreign investor may establish a business presence in Myanmar in various forms including by way
of a limited liability company, branch or representative office and partnership or joint venture
with a citizen, cooperative society or state-owned economic enterprise (SEE). Reforms announced
in 2014 are due to bring significant changes to Myanmar’s fledgling financial sector, spearheaded
by the opening up of the banking segment to foreign lenders.
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Supportive tax framework
Resident companies are taxed on their worldwide income. The exception to this is resident
companies registered under the MFIL. Non-resident companies are taxed only on income sourced
within Myanmar.
A competitive corporate tax rate of 25% applies to companies incorporated under local company
law, enterprises operating under the MFIL and foreign organisations that have obtained special
permission to be engaged in state-sponsored projects, enterprises or undertakings. Branches of
foreign corporations are taxed at a higher rate of 35% on Myanmar sourced income. Capital gains
are generally taxed at the rate of 10% for resident companies and 40% for non-resident
companies.
Incentives are given primarily through the MFIL and Special Economic Zone (SEZ) Law. Under the
MFIL, incentives ranging from five-year income tax exemption to the right to carry forward and set
off losses for up to three consecutive years, are possible. Amongst other things, the SEZ offers
income tax holidays and customs duty exemptions for business operating within the exempted
zones.
It is also worth noting that Myanmar does not impose withholding tax on dividend payments.
Whilst interest and royalties paid to non-residents are subject to withholding tax at the domestic
rates of 15% and 20% respectively, Myanmar has concluded double taxation treaties with a
number of jurisdictions which potentially offer reduced rates of withholding and/or exemption.
Singapore holding companies
Singapore is one of the preferred holding company jurisdictions in Asia and many foreign investors
looking to gain access to the markets in Myanmar might consider setting up a Singapore holding
company.
Possible ways to maximise the use of the Singapore-Myanmar double taxation treaty
Types of income
Domestic Rate
Treaty Rate
(Myanmar)
Dividends
0%
0%
Interest [Beneficial owner]
15%
10%
Royalties [Beneficial owner]
20%
Either 10% or 15%
Capital gains on disposal of
0% [subject to specific
10%
shares/investments
conditions]
Service provision by Singapore entity
0% if no permanent
3.5%
in Myanmar
establishment
Adopting a Singapore holding company structure may present substantial tax savings for group
companies. However, the Singapore tax authorities do not condone the use of a Singapore holding
company with little commercial substance. In fact, it is this vigilance that has helped Singapore
maintain its standing as a credible holding company jurisdiction in the international tax arena.
Singapore’s geographical proximity, political stability, advanced information, communications
infrastructure, as well as a business-friendly tax system has made it a compelling choice for
investors to hold their Myanmar investments.
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Challenges remain
Myanmar has foreign exchange controls which investors do need to be mindful of. Citizens,
foreigners and companies in Myanmar generally must obtain permission from the Foreign
Exchange Management Department (FEMD) for all foreign exchange dealings. Companies
registered under MFIL, however, are allowed to repatriate investments and profits in the foreign
currency in which such investments were made, subject to the approval of the Myanmar
Investment Commission (MIC) and the central bank.
The recent re-igniting of conflicts between the army and certain minority ethnic groups may give
investors reason for pause to evaluate if the momentum for economic growth and investment is
still intact, or if it is showing signs of stalling.
Opportunities
Myanmar holds tremendous promise as one of the last untapped investment frontiers. Endowed
with bountiful natural resources and the demographic dividend of a young population, its
emergence from economic obscurity to become a key destination for foreign investment in recent
years is perhaps unsurprising. Whether it continues to do so will largely depend on the measures
and policies that are undertaken by Myanmar’s successive future governments.
For more information, contact:
Lam Fong Kiew
Nexia TS, Singapore
T (65) 6597 7293
E lamfongkiew@nexiats.com.sg
www.nexiats.com.sg
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What does US$50 oil mean for the energy industry?
Ask the question to ten different professionals in the energy industry and you will get ten different
answers.
US$50 oil means different things to different
people. Recently a CFO of an oilfield services
company casually joked that if the price stays below
US$60 for another 12 months and you want to
know the value of a drilling rig sitting idle in your
yard then just “go and weigh it”. Implying that the
equipment that drives the revenue of your
company isn’t worth more than the steel from
which it was manufactured is quite a scary thought.
Oil price drop
In March 2015 US crude fell to its lowest price since
March 2009. Some experts believe we haven’t even
come close to hitting the bottom yet. According to
Raoul Pal of The Global Macro Investor newsletter,
crude could still fall another 60% before the
downturn is done. Pal said the strengthening US dollar is a big part of why oil could continue to
drop. "If we look back historically at how these big dollar bull markets go, I think it's going to go
[using the dollar index] at least to 125, maybe even further”.
There will be many losers in the energy industry over the next 12 months and most will have
similar characteristics: a highly leveraged small to medium-sized company that bought a significant
amount of their current assets when oil was in the US$80-US$110 range and spent more cash than
it generated through the use of high interest rate junk debt.
Junk-rated exploration and production companies spent US$2.11 for every US$1 earned last year,
according to a 2014 analysis of 37 firms by Barclays.
Capital on the sideline
Crude oil in the US$20s is an unsettling idea for most, but not for all in the industry. With the
cornucopia of capital that has been raised by private equity groups with the sole intention of
deploying it directly to the energy industry, these low prices have some salivating. Blackstone,
Apollo, EnCap and Natural Gas Partners are some of the larger private equity players in the
industry. It is estimated that just those four firms have raised over US$60bn for oil and gas
investments since 2009. We can assume there is plenty of capital on the sideline that is waiting to
be deployed for the right price.
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In the short term, the merger, divestiture, & acquisition (MD&A) market will stagnate as most
sellers are waiting, or hoping, for prices to rebound before they have to monetise their assets. If
crude is still below US$60 six months from now we may see an onslaught of activity as the capital
sharks swim to the chum in the water. MD&A deal flow will be created by highly leveraged oil and
gas companies that are forced to sell their assets to meet current liabilities or pay down principal
due to redeterminations of their debt agreements, based on the declining value of their oil and
gas reserves. Those with current access to capital are going to be the winners in this downturn.
For more information, contact:
Nathen McEown
Whitley Penn, US
T 214 393 9314
E nathen.mceown@whitleypenn.com
www.whitleypenn.com
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Europe economic outlook
Central banks change their tactics
2015 continues to provide the markets with
plenty to mull over, from the ongoing
brinkmanship over Greece’s bailout package
to central banks globally moving monetary
policy further into unchartered territory. The
Riskbank in Sweden joined a growing list of
central banks moving their main interest rate
into negative territory (essentially charging
institutions to hold money with them). The
Danish and Swiss central banks have recently
been forced into slashing rates to fend off
currency inflows (that cause their currencies to rise) and deflationary forces. Competitive currency
devaluations have become the favoured policy for central banks globally.
The search for yield intensifies in the eurozone
Since the European Central Bank (ECB) launched its asset purchase programme in early March,
central banks have purchased eurozone government bonds at a run rate of around €3bn a day.
This has pushed yields on a growing list of eurozone government bonds further into negative
territory. But much of the region remains plagued with high levels of debt and structurally high
unemployment levels. Monetary policy can only go so far. The prospect of the ECB’s asset
purchases has helped boost confidence in the region, a key transmission mechanism of any
quantatitive easing programme. With the region’s banks reasonably well capitalised and able to
lend at low interest rates, the lack of demand for loans from consumers and smaller firms remains
the issue.
Negotiations over Greece’s debt
The ebb and flow of negotiations over Greece’s debt rescheduling have dominated headlines, with
the unconstructive talks between Greek finance minister Yanis Varoufakis and his European
counterparts again highlighting the schism between the two-month-old Greek Government led by
the anti-austerity party Syriza and their creditors. With Greece’s current bailout package having
ended in February, time has been running out for policymakers to strike a compromise. Despite
the euphoria over the new government promising to bring to an end the shackles of austerity, the
reality for Greece is that without agreeing to a new package of economic reforms and budget
surplus targets, it will run out of funding and face significant bank deposit flight.
Fortunately for eurozone equity and bond markets, the prospect of over €1 trillion of ECB liquidity
coming down the track has remained the real focus and driver behind the recent outperformance.
Investors have flocked into eurozone equities pushing valuations to high levels, without corporate
17

earnings following suit. ‘Don’t fight the ECB’ remains the favoured trade at the moment, but for
the rally to continue evidence QE in Europe is reflating the economy will need to be seen.
UK: A more balanced economic recovery and static interest rates
With the UK General Election less than two months away, economic conditions are looking
evermore favourable for the incumbent Conservative-led government. The economy remains in a
good position; unemployment levels are still falling while real wages have continued to move
higher as a result of inflation easing further to just 0.3% in January. Furthermore, recent revisions
to fourth-quarter GDP showed a much greater contribution from net exports despite the rise in
sterling versus the euro, the UK’s main trading partner. This is evidence that the economic
recovery is becoming more balanced and less reliant on consumption.
Much like the US, the UK is likely to experience a brief and temporary bout of deflation as the
impact of the fall in oil prices continues to filter through. The Bank of England expects inflation to
pick up in the latter half of the year. Keeping UK interest rates static at 0.5% while numerous other
central banks have either cut interest rates (or in the case of Europe moved to negative rates) has
meant financial conditions in the UK have tightened on a relative basis. This means that the UK’s
interest rate is now higher relative to other European currencies.
For more information, contact:
Christopher Bates
Smith & Williamson, UK
T +44 207 131 8131
E christopher.bates@smith.williamson.co.uk
www.smith.williamson.co.uk
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US economic outlook

Despite economic deceleration in the first quarter of 2015, the outlook for the US economy remains
positive.
The US economy faltered at the start of 2015 due to a combination of weaknesses globally and
temporary factors domestically. Over the remainder of 2015, the economy is expected to reverse
fully the first quarter deceleration and maintain this momentum through to the end of the year.
Current conditions
At the end of 2014, real gross domestic product (GDP) decelerated sharply from its best six-month
performance since 2003. While activity among service providers continued to grow at a solid pace,
on data through March, there are indications of slippage among goods producers in the first
quarter of 2015.
Manufacturing output has softened for three consecutive months. The slowdown reflects
domestic factors – slower (albeit still strong) domestic auto activity and subpar investment in
structures (residential and business) – and declining external demand due to a stronger dollar and
weaker growth among the nation’s trading partners.
Despite that slippage, total employment is at a record level and the pace of jobs growth remains
robust. Last year recorded the largest jobs increase since 1999. The gain in 2015’s first two months
was 50% larger than 2014’s comparable period. However the labour market data remain mixed.
19

Employment is at a record high and unemployment is more than two-fifths below the recessionary
peak, but labour force participation is at a 36-year low and workers’ inflation-adjusted earnings
are dormant.
The damage done to the nation’s financial foundation by the meltdowns in the financial and
housing markets has been repaired. Businesses and households have realigned their balance
sheets. Households’ net worth is a record US$83trn and, importantly, homeowners have
recovered fully the equity they lost during the meltdown.
Monetary policy
Since September 2008, when the global financial system was at the brink of a meltdown,
monetary policy has been anything but ‘normal’. Instead, the Federal Reserve (Fed) and other
central banks have adopted unconventional tools to avert economic implosion.
As a result of the Fed’s quantitative easing the economy is flush with relatively cheap money and
key indicators (notably unemployment) are nearing long-term targets.
The Fed has indicated that ‘normalisation’ of its policies will begin in the not too distant future.
This will increase financial market volatility in the near term, but borrowing costs in the general
economy will move upward only gradually.
Outlook
The consensus forecast for 2015 is for real GDP to expand by 3% and employment growth to slow
to a still-strong 240,000 net new jobs per month, which should further reduce the unemployment
rate while boosting workers’ earnings. But data for the first two months of the year have generally
been below forecasters’ expectations. And there are hints that households and businesses have
both become a bit more tentative.
Despite this recent softness – which appears to be transitory – the outlook for 2015 remains
positive.
For more information, contact:
Pat O’Keefe
CohnReznick, US
T +1 973 364 7724
E patrick.okeefe@cohnreznick.com
www.cohnreznick.com
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Time to take action
Governments have talked tough on tax avoidance and tax evasion
across borders – now they have begun to act.
Multinational corporations have been increasingly accused of
avoiding taxation by arranging their affairs through complex
structures with little commercial purpose. The debate has now
shifted to the politicians and supranational organisations.
The G20 governments have identified the need to prevent base
erosion and profit shifting (BEPS) and commissioned the
Organisation for Economic Co-operation and Development (OECD)
to review the existing framework which was designed in the 1920s
to avoid double taxation, but is now said to allow double nontaxation.
The current tax mismatch
In 2013, the OECD published its report on BEPS which identified six areas as the root cause of the
current tax mismatch.
1.
2.
3.
4.
5.
6.

Use of hybrid instruments
Problems with the use of the traditional model for profits derived from the digital economy
Intra-group financing arrangements
Transfer pricing
Erosion of anti-avoidance rules owing to tax competition within jurisdictions
Preferential tax regimes

Armed with the right instruments
In July 2013, the OECD identified 15 specific action plans designed to give governments the
appropriate instruments to combat tax avoidance. This will also drive amendments to the transfer
pricing guidelines, the OECD model convention and recommendations for changes to domestic tax
legislation over the next few years.
Diverted profits tax
In advance of the outcomes from the OECD’s BEPS initiative, the UK Government, for example, has
introduced the diverted profits tax (DPT). This targets aggressive tax planning that erodes the UK
tax base through the avoidance of UK permanent establishment or the creation of intra-group
arrangements that lack economic substance.
The DPT will be levied on profits within the charge at a rate of 25%, compared to the UK 20%
corporation tax rate. It requires the UK tax authorities to make an assessment based on their
knowledge of the arrangements, whether from disclosures made by the taxpayer or otherwise.
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The draft legislation imposed wide disclosure obligations on companies, though the circumstances
for notification have been narrowed in the enacted legislation.
The UK Government maintains the tax is not covered by tax treaties and seeks to be EU compliant.
Multinationals and other companies operating on a cross-border basis need to review their
existing arrangements in order to prepare themselves for the impact of the BEPS and any
jurisdiction-specific provisions.
For more information, contact:
Stephen Drew
Smith & Williamson, UK
T 020 7131 4056
E stephen.drew@smith.williamson.co.uk
Rajesh Sharma
Smith & Williamson, UK
T 020 7131 4181
E rajesh.sharma@smith.williamson.co.uk
www.smith.williamson.co.uk
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New rules for indirect transfers by offshore parties
Changes bring greater clarity to reporting and taxation requirements when offshore parties
indirectly transfer Chinese entities.
China’s State Administration of Taxation (SAT)
has released Announcement 7 Matters of
Corporate Income Tax on Indirect Transfer of
Properties by Non-Resident Enterprises, which
took effect in February 2015. These new
measures replace those of Circular 698. The
announcement details the “substance over
form” approach to the determination of tax
liability and also expands on the types of
transferred Chinese entities affected by the
rules. Least attractive in the new measures is
the introduction of a tax-withholding scheme
that potentially increases the offshore buyer’s
liability, while also increasing the offshore
seller’s risk of incurring tax-related penalties.
Affected transactions in Announcement 7
In contrast to Circular 698, Announcement 7 applies to the indirect transfer of “properties of an
establishment or place in China, immovable properties in China, equity investments in Chinese
tax-resident enterprises, and other properties” which collectively are referred to as Taxable
Properties in China (TPC). As illustrated below, the measures specifically apply to any transaction
in which a Non-Resident Enterprise (NRE) transfers all or part of its equity or similar interests in
another overseas enterprise, and this Transferred Overseas Enterprise (TOE) in turn directly or
indirectly owns TPC.
The language of Announcement 7 extends the rules beyond the mere purchase and sale of equity
or interest in a TOE that holds TPC. Now any indirect transfer that has a similar result to that of a
direct transfer transaction is captured. This includes any corporate reorganisation through which a
change of TOE shareholders occurs.
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Example of indirect transfers affected by Announcement 7

Reasonable commercial purpose
Unlike Circular 698, Announcement 7 goes into great detail as to what does and does not
constitute “reasonable commercial purpose”.
Firstly, tax officials must examine in detail several key aspects of the TOE, such as its location,
organisational structure and the portion of TOE assets or value directly or indirectly attributable to
the TPC. In cases where a high percentage of TOE assets are derived from the TPC, or where the
TOE functions and risks are inconsistent with the organisational structure, the transaction is
automatically considered to lack reasonable commercial purpose.
Conversely, an indirect transfer of TPC is automatically deemed as having reasonable commercial
purpose if the NRE and the buyer of the TOE have certain shareholding relationships, such as the
NRE owning all or most of the buyer, or vice versa, and if 100% of the consideration in the indirect
transfer is in the form of equity. Other conditions may also apply, depending on circumstances.
Certain safe harbor transactions are also listed, for example when the NRE transfers TOE shares on
a public securities exchange (excluding IPOs), where an NRE group reorganisation meets certain
criteria, or where a direct transfer treatment renders eligibility for relief under provisions of a tax
treaty.
Withholding tax and reporting requirements
In cases where an indirect transfer involves TPC that is a tax-resident establishment or a place
subject to Chinese Enterprise Income Tax (EIT), the establishment or place must include the
income from the transfer in its current EIT filing. This requirement not only ensures payment of
relevant taxes by the tax-resident TPC, but also forces further reporting about the transaction,
especially if the overseas parties wish to argue that the transaction should benefit from tax
deferral, reduction or exemption.
Where the transfer involves TPC that is subject to EIT only under these new measures, the buyer
(or other party that is obligated to pay the NRE) must act as the withholding agent and
immediately remit the tax payment to the in-charge tax authority in China. If the buyer fails to
withhold the tax from its payment to the NRE, the NRE must report the transaction and pay the
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tax within seven days. Relief from late payment penalties may apply if proper documentation is
immediately submitted.
Regardless of the type of transaction, the parties must submit substantial documentation if
making a claim that Announcement 7 taxation does not apply. The documents should evidence
the transaction’s reasonable commercial purpose, the planning and decision-making process of
the NRC and/or group, TOE financial statements, TOE and TPC assets valuation reports and so on.
Conclusion
Announcement 7 has a double-edged sword effect. On one side the comprehensive definitions
and instructions provide significant clarity as to how Chinese tax authorities will examine indirect
transfers of TPC. This should assist all transaction parties to prepare appropriate documentation in
advance, to support their tax positions. On the other side, the new withholding tax and EIT filing
regulations will often result in taxes being paid before the parties have had an opportunity to
argue a case for reduction or exemption.
Even with the clarity offered in Announcement 7, it remains to be seen how the rules will play out
in practice. For example, most tax bureaus in the country currently have no mechanism for direct
payment of taxes by overseas parties, thus the deadlines for remittance may frequently be
exceeded. Also, while early filing of documentation may exempt transaction parties from penalties
when tax payments are overdue, an excessive burden of responsibility may rest with the buyer.
Certainly during the planning stages for an indirect transfer of TPC, the transaction parties should
seek the assistance of an experienced tax consultant in China.
For more information, contact:
Scott Heidecke
Nexia TS, China
T (86) 156 1833 1281
E scott@nexiats.com.cn
Flora Luo
Nexia TS, China
T (86) 6390 6000 (ext. 217)
E floraluo@nexiats.com.cn
www.nexiats.com.sg
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Tax relief for German family-owned businesses under threat
In December 2014, the German Federal Constitutional Court held that the current favourable tax
treatment of business property is unconstitutional and ordered legislators to establish new rules
by 30 June 2016. The Federal Ministry of Finance has already reacted to the Court's decision and
instructed tax authorities that all rulings on inheritance and gift taxes must be provisional until
further notice.
Favourable inheritance tax treatment of business assets
The version of the Inheritance Tax Act that has been in effect since 1 January 2009 provides for
comprehensive tax relief for the transfer of business assets. However, this relief can only be
claimed when strict conditions are met. When these conditions are met, 85% or 100% of the value
of business assets, agricultural and forest assets, and shares of corporations with a minimum
interest of over 25%, are not taxed. Additional discounts, such as the general application of a more
favourable tax bracket, are also provided.
By establishing this rule the legislators intended to protect companies in which the decedent or
the heirs are specifically involved in the company, as is typical of a family-owned business. The
productive assets of these companies should enjoy favourable tax treatment so that tax-related
liquidity problems will not jeopardize the existence of the company and the jobs it creates.
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The Federal Constitutional Court has granted legislators some leeway in making their decision on
how to grant favourable tax treatment for this type of company, in order to secure their existence
and maintain the jobs they create, but the Court has now criticized a number of details of the
current rules.
The implications of the Court’s ruling
The current law will probably continue to apply until the legislature issues new rules, at least in
cases of inheritance and transfers of business assets whose favourable treatment was not deemed
unconstitutional in the judgment. However, to be on the safe side, gifts should be protected by
including a right of revocation in agreements to make a gift, lest taxation be triggered
unintentionally.
If the legislature decides to make the new rules retroactive, they will likely be implemented
quickly, in order to keep legal uncertainties to a minimum. On the other hand, if it takes the
legislature the entire period to establish new rules, then the legislature would be well advised not
to make them retroactive.
Rumours suggest that the Federal Government is keen on maintaining the tax benefits for
business assets. So it is not very likely that a fully new tax benefit system will be implemented.
However, it will be difficult in future for companies that exceed the limits of small and mid-sized
companies to transfer assets tax-free or mostly tax-free. The needs test required by the Federal
Constitutional Court could force these companies to demonstrate a need for liquidity, which
would be difficult to do in practice. It is hoped that the legislature will demonstrate sound
judgment in this case. It is also conceivable that different exemptions or different prerequisites for
exemption could be established for small and mid-sized businesses than for large companies, in
order to take into account the concerns of the Court.
For more information, contact:
Dr. Ulrike Höreth
Ebner Stolz
T +49 711 2049-1371
E ulrike.hoereth@ebnerstolz.de
www.ebnerstolz.de

Deductibility of management fees in Italy
In a recent decision by the Lombardy Regional Tax Court, the absence of dedicated personnel in an
Italian subsidiary is a key element for deducting management fees paid to its parent company for
strategic, accounting and general management services.
The Italian company – belonging to an international banking group – independently performed
fund management activities only, whilst all other services were necessarily outsourced and hence
were rendered by the parent company.
The Court recognised that these services did not represent any duplication of other functions
performed in-house by the Italian company. In fact:
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if those services had not been rendered by the parent company, the Italian entity would have
acquired them from third parties anyway
the intercompany charges were supported by a “cost contribution agreement”
the pricing proved to be in line with OECD requirements.

This decision confirms recent Italian jurisprudence on this issue.
For more information, contact:
Gian Luca Nieddu
Hager & Partners, Italy
T +39 (02) 7780711
E gianluca.nieddu@hager-partners.it
Federico De Rosa
Hager & Partners, Italy
T +39 (02) 7780711
E federico.derosa@hager-partners.it
www.hager-partners.it

Are foreign investment funds exempt from income tax in Poland?
Polish investment funds have been enjoying income tax exemption for many years. This does not
always apply to foreign funds present in Poland and investing on the Polish market.
As of 1 January 2011, the Polish Corporate Income Tax law has been amended and a new provision
introduced, indicating explicitly that not only Polish, but also EU or EEA based foreign investment
funds do not pay income tax on their revenues. This amendment came as a result of much
pressure from the judgements of Polish administrative courts and from the standpoint of the
European Commission, which initiated infringement procedures against the Polish state. Although
the rule seems to be clear and unambiguous, in practice exemption for foreign funds remains
vague even after the change in law.
In order to benefit from income tax exemption, foreign funds need to meet several criteria, as
listed in the income tax law. Comparability between Polish and foreign investment funds is a
prerequisite for granting the exemption. In practice, even if the relevant criterion is supported by
official documentation, Polish tax authorities might still deny the right for exemption, in most
cases claiming an impossibility to treat a given investment institution as a vehicle comparable to a
Polish investment fund.
Despite the hostile domestic approach, in April 2014 the European Court of Justice issued a
judgement where the right for income tax exemption for a fund based in the US, investing in
Poland, was confirmed. Hopefully this will prove to be a reference point for all other court
proceedings initiated over the last few years by foreign funds in the Polish jurisdiction.
For more information, contact:
Katarzyna Klimkiewicz-Deplano
Advicero Tax Sp. z o.o., Poland
T +48 22 378 17 11
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E kklimkiewicz@advicero.eu
www.advicero.eu

New mid-market IPOs on the Australian Securities Exchange
An annual review of mid-market IPOs on the Australian Securities Exchange (ASX) revealed that in
the past five years there were 280 IPOs in the mid-market and activity was dominated by mining
related industries (72% of all IPOs). The analysis looked at IPOs that had an enterprise value of less
than A$200m at the time of IPO between 2010 and 2014.
Key highlights:






Funds raised for mining related industries fell from 2010 when mining companies raised
A$631.3m (62% of all funds raised) to A$253.9m raised in 2012 (representing 93% of all funds
raised). In 2014, only A$124.5m was raised for mining companies, representing 11% of all
funds raised.
From 2013, consumer discretionary and financials started to gain more prominence joined by
information technology in 2014 as the main sectors attracting investment.
2014 was the peak year for fundraising at A$1.1bn on the ASX, the previous peak was A$1bn in
2010.
The number of IPOs has declined and the average size of a company at IPO has increased from
A$30m to A$60m.

In the last five years, mid-market companies have raised A$3.5bn in capital on the ASX.
For more information, contact:
Ian Stone
Nexia Australia
T +61 2 8264 0640
E istone@nexiacourt.com.au
www.nexia.com.au

Tax changes amid tough economic climate in Russia
Recent times have been tough for the Russian economy. Falling oil prices and sanctions and an
increase in the key interest rate from 10.5% to 15% by the Central Bank has resulted in a massive
devaluation of the ruble. The euro to ruble exchange rate has grown by 43% since September
2014.
Many analysts forecast a 4% drop in gross domestic product in 2015. Credit rating agencies have
set Russia’s sovereign rating below investment grade with a negative outlook.
Devaluation might be beneficial for the state budget (at least in the short term) and export
companies, but this is not the case for the majority of Russian businesses. Not only have prices on
import goods increased, but loans have become almost inaccessible due to the high interest rates.
And the floating exchange rate has made financial planning very difficult for companies involved in
foreign trade activity.
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The burden of tax
Lowering the tax burden is not regarded as an anti-crisis measure, in fact quite the opposite –
although the President announced a moratorium on a tax increase, new forms of fees are being
introduced on a regular basis. For example, in the last days of 2014 the Government passed a law
setting environmental charges that will affect the manufacturers and importers of goods which
are subject to disposal. However, with new laws coming out thick and fast the Government often
can’t prepare secondary legislation in time and, so it is very possible that this law will be
postponed.
Tax amnesty
The good news for businesses is that the tax amnesty seems to be a settled case and it looks set to
be a favourable deal for companies, although the final text is still being drafted. Submitting a
declaration will grant immunity from charges based on eleven types of administrative violations,
ten criminal violations and six tax violations. There will be no declaration fee. The drawback is that
this release from liability breaks the Financial Action Task Force’s (FATF) rules on money
laundering, which means Russia could find itself on FATF’s black list.
Changes to thin capitalisation rules
Loans from foreign affiliated companies now fall under the thin capitalisation law, while Russian
banks are being excluded. The ratio stays the same for the time being. To help companies not
break the thin capitalisation ratio rule due to the devaluation of the ruble, a draft law might be
introduced that will allow the use of the currency exchange rate as at 1 July 2014 when calculating
the ratio.
Larger companies’ exposure to tax claims
An experimental form of tax control is also being introduced for larger companies, which will allow
them to register for online tax monitoring in order to minimize the risks of tax claims.
For more information, contact:
Irina Barshay
Pacioli, Russia
T +7 495 221 24 15
E barshay@pacioli.ru
Sergey Cherniy
Pacioli, Russia
T +7 495 221 24 15
E cherniy@pacioli.ru

The Individual Investor Programme in Malta – one year on
A year since its launch, the Malta Individual Investor Programme has exceeded anticipated
demand. Just a few months following its introduction over 170 applications were submitted and
this figure has now increased to over 450.
A report published by the scheme’s regulator, Identity Malta, shows that the Programme has
sparked global interest. It confirms that 59% of applications have originated from Russia or the
former Soviet Republics, 30% from Asia and 10% stem from the Gulf Region. The report also shows
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that together with the 173 main applicants submitted by the end of June 2014, a further 96 adult
dependants and 101 children were included in the applications.
A successful application results in a Maltese passport by naturalisation, visa-free travel to 166
countries, as well as the possibility of benefitting from an attractive tax regime. Moreover, Malta
offers both political and economic stability. The World Economic Forum has ranked Malta
amongst the world’s 50 most competitive countries and Forbes has listed Malta as one of the best
countries to retire to.
As an ‘accredited person’ by the Government of Malta our experience of the Programme so far
suggests that the success of an application depends on a number of factors, such as proper
planning to satisfy the residency requirements and having a dedicated team working closely with
the applicant to ensure documents and information are prepared as swiftly as possible. The
Programme is capped at 1,800 main applicants and the whole process may be completed within
12 months.
For more information, contact:
Karl Cini
Nexia BT, Malta
T 2163 7778
E karl.cini@nexiabt.com
www.nexiabt.com
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