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What now for Europe?

Europe’s long-term unity faces a number of threats in these turbulent times.
Greece's debt problems have been postponed at a cost of €86 billion. Putin’s Russia is still rattling
its sabre, having re-armed significantly over the last five years, and now appears to be seeking to
split European allies. The UK is looking to renegotiate its relationship with Europe, with a possible
exit on the cards. Yet hundreds of thousands of people are risking their lives to come and live in
Europe. Why?
Europe today
Europe offers stability, peace, rule of law, education, governance, open societies, functioning
democracies, culture and history. There is perhaps more uniting the continent than pushing it
apart. Despite the media and political rhetoric, Europe remains relatively wealthy, with GDP per
head of $34,650* per annum on a purchasing power parity basis. Despite the poverty, particularly
in some southern European countries, overall European GDP compares favourably with, say, the
UK, at $37,600* per annum. Continental Europe continues to invest more in higher education as a
percentage of GDP than the UK. Outside Europe the comparison is more marked, with GDP per
head of $46,600 per annum in Australia and $54,800 in the US.
As a region in which to do business, Europe remains relatively attractive. However, productivity
measures in both the euro area and the UK still lag behind the US by a considerable margin. The
only slight downside for the owners of capital in Europe is that allocation of profits from business
is less generous to shareholders and more attractive to employees than in North America.
Taxation is higher in Europe, currently at about 40%** of national incomes, compared with 26%
for Australia and 27% in the US. Although rates of taxation are an issue, regulation is more
important. While there is a need for rules in a single market, many would argue that European
regulation has become too onerous. Regulation generally benefits larger and established

businesses, as it creates cost barriers to smaller companies and start-ups. Europe’s regulations are
in need of significant revision, otherwise economic growth may slow with a long-term impact on
future prosperity in Europe.
Strength in co-operation
Most of the challenges facing Europe are best met collectively, whether migration, defence, Greek
debt or the banking system. Many of the financial problems in Europe are the result of national
governments over-promising and under-delivering for too many years.
The European Central Bank (ECB) is one good example of success due to collective effort. Since the
appointment of Mario Draghi as President, the ECB has been effective in restructuring and
strengthening the banking system. For instance, between 2010 and 2012 the ECB helped provide
emergency funding for countries in financial trouble including Ireland, Spain, Portugal and Italy,
and all of these countries are now operating with primary budget surpluses.
Investors have continued to be rewarded, although with lower returns than we have seen in other
parts of the world, particularly in the US. European structures have generally worked well for
business. Without the European Union, Europe might have struggled more in the aftermath of the
credit crunch and many of its citizens might have seen their standards of living fall more
significantly.
The European Union is still seen by many as the most likely forum to ensure Europe’s political
stability and prosperity in 100 years’ time. Lest we forget, 100 years ago, during the Battle of
Isonzo on the Western Front in August 1915, 90,000 people lost their lives. As Churchill said, “it is
far better to jaw-jaw than to war-war.”
For more information, contact:
Mark Garnett
Smith & Williamson, UK
T: +44 1483 407163
E: mark.garnett@smith.williamson.co.uk
www.smith.williamson.co.uk
* - Trading Economics, August 2015
** - Eurostat, August 2015
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Common corporate tax system could change how business is done in
the EU
For enterprises operating from a single location in the EU
or major multinationals with a number of locations within
the EU, the way that tax liabilities are calculated could
change dramatically in the coming years.
The proposed system
On 17 June 2015, Pierre Moscovici, the EU Commissioner
for Economic and Financial Affairs, Taxation and Customs,
announced that he will seek to introduce a common
system of corporate taxation across the whole of the EU.
Gone would be the special reliefs and allowances offered
as incentives to entities to do business in particular
territories. Gone would be the ability of governments to
offer incentives for particular types of business or those
operating in a particular industry.
Governments would still be allowed to set their own
rates of taxation. Currently Germany, for instance, has a
headline rate of company taxation three times that of
Ireland and, under the proposed system, national variations would still be possible.
For multinationals with a headquarters in the EU or elsewhere, EU taxable profits, as computed,
would be aggregated and then apportioned to the territories where the enterprise operates.
Taxable profits would be calculated with reference to the location of sales, assets or labour, a
combination of these three or, possibly, a different set of criteria.
Predictably, the ‘mischief’ targeted by this proposal for a Common Consolidated Corporate Tax
Base is tax avoidance.
Third time lucky?
This is the third attempt to introduce such a system in the EU. Previous attempts in 2006 and 2012
failed. However, the economic landscape has changed and it is possible that this time it may
succeed.
If the Commissioner is successful, it is probable that the concept would be applied to other taxes
within the EU, as was the intention back in 2006.
For many the proposed system has an appeal because it could provide a solution to some of the
issues that arise when doing business in multiple states within the EU, such as dealing with only a
single tax authority over the calculation of taxable profit and avoiding disputes over inter-territory

transfer pricing. However, there would be significant hurdles to overcome, not least the removal
of sovereign powers over tax policy and the task of establishing how taxable profits are
apportioned between territories.
Given that opinion was divided in 2006 and 2012 and that approval is now required from all 28
member states, the proposal may fail again. However, in the face of the current political tensions
within the EU, it may also succeed as a part of a deal on other matters.
For further information on these proposals, a more detailed report is available at:
http://www.nexia.com/assets/publications/The-Common-Consolidated-Corporate-Tax-Base.pdf
For more information, contact:
Mike Adams
Nexia International, UK
T: +44 7631 9712
E: mike.adams@nexia.com
www.nexia.com
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Chinese investment in the United States: all signs point to growth
Foreign direct investment (FDI) is benefitting both
of the world’s two largest economies — with even
greater prospects on the horizon.
The United States and China have a symbiotic
economic relationship. Their economic interests
are bound up in each other, and ongoing trends
suggest that opportunities for investors from
both nations remain very promising. Here’s a
review of foreign direct investment (FDI) and how
it’s affecting these countries’ mutual interests.
Impact on international relations and job
creation
Increased FDI has already led to greater economic
growth, more jobs, and more opportunities in
both China and the United States. It has
strengthened the relationship between the world’s two largest economies and undoubtedly led to
greater global stability and prosperity.
Former US Ambassador to China, Gary Locke, noted as far back as 2012 that more than $1 billion
in goods and services flowed between these two countries every single day, and over 80,000
American jobs depended on the production of goods and services for the Chinese market.
It’s evident that the interests of the US and China are increasingly aligned. Chinese companies
should be investing more abroad, given the size of China’s economy. The US needs and welcomes
foreign investment and would benefit from a larger share of China’s outward investment.
According to the Rhodium Group, Chinese investment in 2014 totalled $12 billion, topping the $10
billion mark for the second year in a row. Chinese investment in the American market is growing at
a rapid rate of up to 200 per cent a year.
In a survey of Chinese company executives in the US by APCO and China Daily, nearly 94 per cent
described their company’s market entry experience as successful. Encouragingly, business leaders
in Chinese enterprises demonstrate great optimism about the future, which could lead to a larger
number of jobs. The Rhodium Group says that the recent surge in Chinese investments is yielding
employment benefits. If investment remains on track, Chinese firms could employ 200,000 to
400,000 Americans by 2020.

Key trends
Chinese investors are particularly interested in ventures in real estate, information and
telecommunications technology, manufacturing, natural resources, financial services and
insurance.
State-owned enterprises (SOEs) accounted for approximately 70 per cent of China’s global FDI
stock in 2009. Over the past few years, there have been more and more private investors in the
US. They now dominate investment flows and account for more than 80 per cent of
deals and total investment value in the first half of 2015, compared to less than 20 per cent of
annual investment only five years ago. According to the Rhodium Group, in the fourth quarter of
2014 China’s bureaucracy continued to push forward on the liberalization of outward FDI
approvals. Several reforms were of particular significance:





removal of approval requirements for non-sensitive outbound FDI.
removal of approval requirements for projects of $1 billion or more.
stronger financial support for outbound investment, including lifting foreign exchange preregistration requirements.
elimination of application requirements for approval of foreign exchange transactions related
to outbound FDI, which can now be conducted at local banks.

It will take time to fully implement these reforms, and so the benefit to outbound investors will
not be immediate.
Greater understanding and local knowledge key to growth
One of the largest barriers to increased Chinese investment in the US has been a mutual lack of
understanding.
The Chinese have not always fully comprehended the opportunities available in the US and have
often over-estimated the obstructions they face. Correspondingly, the US must better explain
potential opportunities and document a roadmap for success.
Chinese companies often find themselves disadvantaged when investing in the US. As reported in
Fortune: “Contrary to conventional wisdom, the greatest obstacle to outbound Chinese FDI is not
protectionism or discrimination, but the dearth of local knowledge, management skills, and
sophistication among Chinese investors. According to the former chairman of the supervisory
board of China Investment Corp, China’s sovereign wealth fund, 70 per cent of China’s investment
overseas is ‘unsuccessful.’ Such an abysmal record can mean only one thing — Chinese investors
need professional help, and American companies are in a good position to supply it.”
Promising outlook
China’s investments in the US are relatively small, given the size of the economy: of the $236
billion in FDI in the US in 2013 alone, only 6 per cent flowed from China.
With China holding $4 trillion worth of foreign reserve stockpile, and the attractive valuations and
potential returns on US assets, it is looking to recycle some of this reserve back into the US
economy, serving as a significant hedge against risk. It is anticipated that the number of
transactions with privately held Chinese companies will increase at a steady rate, with key
opportunities for SMEs to create partnerships or explore succession, and to become part of the

supply chain for large Chinese-owned corporations. As transactions become more global in nature,
opportunities are only likely to increase.
For more information, contact:
Selina Fan Milligan
CliftonLarsonAllen, US
T: +1 704 998 5200
E: selina.milligan@claconnect.com
www.claconnect.com
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Structuring inward investment in US operations
An examination of key US tax issues to consider when financing US operations.

Avoid unnecessary loss of valuable US tax shield from interest deductions
Effective design of tax-efficient debt pushdown in the US requires consideration of several key
factors highlighted below. The optimal choices are necessarily coupled with the company’s
business plan.
Characterization issues for debt instruments
The tax shield for intercompany leverage into US operations (or sponsor leverage, for a private
equity deal) is a critical part of any global structure design. The US tax authorities (IRS) have been
challenging taxpayers in an effort to deny these valuable interest deductions, based on traditional
debt vs. equity factors, as developed through US case law. A recent example of this is NA General
Partnership & Subsidiaries v Comr. (TC Memo 2012-172).
Debt/equity factors: facts and circumstances
When considering the importance of the facts and circumstances of a particular taxpayer, it would
be good to organize life in a way that provides a company setting up in the US with confidence
that its fact pattern, when viewed from the perspective of US case law, allows for interest
deductions that are sustainable if challenged by the IRS. Some of the key factors include:





an expectation that the debt will be repaid with free working capital
an arm’s-length rate of interest is charged and interest payments are made
a written note agreement
a fixed maturity date and scheduled payments








security is given for advances
the borrower is adequately capitalized (there may be a range of acceptable choices)
the borrower is able to obtain adequate outside financing from third-party sources
the source of the payments
traditional creditor rights and the right to enforce payments of principal and interest
other factors based on facts and circumstances.

Timing of interest deduction for outbound payments
The US generally requires the use of the cash method of accounting for deductions of interest
owed to a non-US related parent, notwithstanding the fact that the taxpayer may have an overall
accrual method of accounting. A comprehensive tax structure plan for US operations incorporates
both the tax and treasury functions of a company to ensure that sufficient operating cash is
available to make payments of intercompany interest to avail of a tax deduction. Depending on
the situation, this may include the upfront negotiation of more liberal debt covenants when there
is third-party debt involved.
US thin cap or ‘earnings stripping’ rules
The US has rules that limit (by a deferral) the deduction of interest by entities that are treated as
US corporations. These rules apply on a loan from a related person when the debt to equity ratio
exceeds 1.5 to 1. These rules generally apply when the interest is exempt from US tax (for
example, reduction or exemption in connection with a US tax treaty). Generally, the rule limits the
interest deduction to 50% of net positive taxable income (as adjusted for certain items).
Suspended deductions are carried forward into future years when there is a sufficient level of
income to absorb the deductions. These rules can also apply to loans from unrelated persons, to
the extent that a related person offers credit support by a guarantee.
Transfer pricing on loans
The rate of interest for loans between related parties must be arm’s length under US rules. A safe
harbor is provided for interest that is at least at the applicable federal rate and does not exceed
130% of the applicable federal rate. In an era of relatively low interest rates, this safe-harbor may
not be of value.
Avoiding applicable high yield discount (‘AHYDO’) rules
It is common for loans in the private equity space to have ‘PIK Toggle’ features, which allow added
flexibility on how the portfolio company makes its debt payments, whether in cash or in kind.
Certain loans that have a maturity of more than approximately five years, where there is a
significant deferral of payments in cash, can fall foul of the US AHYDO rules. The rules are complex
in application but, in general, their impact can be either a deferral of deduction until payment or a
denial of deduction on the loan. Proper tax advice should contemplate the commercial features of
the note against these rules.
US withholding tax for interest
Interest paid from a US obligor paid to a non-US person is generally subject to a 30% US
withholding tax. US domestic rules provide an exemption from this withholding tax for certain
‘portfolio interest’. This exemption is not available in the context of certain related parties.
Therefore, this creates pressure to ensure that the recipient company qualifies for treaty
reductions, including meeting the ‘limitation of benefit’ provisions found in US tax treaties.

As you can see, a proper design of tax-efficient debt pushdown in the US will require consideration
of a number of different factors, as highlighted above. Careful consideration should be given to
these factors to avoid unnecessary or unanticipated loss of valuable US tax shield from interest
deductions.
For more information, contact:
Brian Mitchell, CPA
Whitley Penn, US
T: +1 214 393 9414
E: brian.mitchell@whitleypenn.com
www.whitleypenn.com
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Country profile: Cyprus
Lying between Europe, Africa, and Asia,
Cyprus is a natural hub for business and trade.
It has recently been ranked first among
smaller countries and fifth worldwide in the
‘Safest Countries in the
There are two options for investors under the
Cyprus Citizenship by Investments
programme: a collective investment scheme
where each investor invests €2.5m (with a
combined investment value of at least
€12,5m); or a stand-alone investment of €5m.
The investment criteria for the scheme are
shown in the table below.

Type of investment

Investment amount required
€5m
€2,5m
















Deposits in banks operating in Cyprus



-

A combination of all the above



-

Government bonds from the primary market
Financial instruments of Cyprus companies /
organisations and shares of public companies
Real estate and land development (residential,
commercial, infrastructure etc.)
Purchase, establishment or participation in Cyprus
businesses

In addition to meeting the above investment criteria, the applicant must own a permanent
residence in Cyprus with a market value of at least €500,000 plus VAT, which must be kept for life
(this condition does not apply if the investment is exclusively in a single piece of real estate
residential property).
The benefits of Cyprus citizenship
The application process for citizenship is usually approved within a 3 to 4 month period and the
investor must retain the investment for only three years.

Investors and their spouses obtain citizenship simultaneously, along with adult dependent children
(up to 28 years old) and under-age children.
There is no requirement to reside in Cyprus.
Citizenship provides access to all the rights of an EU citizen protected by EU legislation and
regulations: freedom to work, study or reside in any EU-member state, as well as Switzerland,
Norway, Iceland, Liechtenstein. Dual-citizenship is permitted and acquisition of citizenship in
Cyprus is not reported to other countries.
In addition, application fees are low, there is a wide choice of investment options and
combinations, visa-free travel to over 150 countries worldwide and no language proficiency tests.
Cyprus: basic facts
Location: South-East Europe (EU member since 2004)
Population: 1,100,000
Time zone: GMT +2
Currency: Euro
Language: Official languages are Greek and Turkish but English is widely spoken as it is the main
business language
For more information, contact:
Michael Mavrommatis
Nexia Poyiadjis, Cyprus
T: +357 22 456111
E: michael.mavrommatis@nexia.com.cy
www.nexia.com.cy
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Anti-corruption investigations – an Indian perspective
India is taking steps to identify and clamp down on corrupt business practices.

With economic progress, emerging technologies and increasing public agitation, the world is
witnessing a heightened need for transparency and better governance. Regulators are increasingly
considering international cooperation for criminal investigation and extraterritorial compliance
enforcement. This is especially true with respect to corruption issues, as these issues defy the
efforts being made towards improving transparency and governance.
Legislative measures
In India, there have been many publicly reported investigations of companies or their third parties
with respect to violations under the Foreign Corrupt Practices Act (FCPA). While FCPA
enforcements are soaring, India’s Prevention of Corruption Act (POCA), though harsher than its US
counterpart, remains lame with limited enforcements. The POCA does not have any exception for
facilitation payments (that is, small, non-routine payments to facilitate or speed up an activity that
is legal), unlike the FCPA.
Anti-corruption investigations in India often reveal transactions with a third party which facilitate
obtaining an approval and petty-cash pay-outs or gifts (such as watches, electronics or gold coins),
at undefined intervals to unidentified public officials, are the usual modus operandi. The lack of a
structured contract, a weakly defined purpose, limited or no due diligence, and/or a lack of
evidence to substantiate the third party’s experience in the service – these are all prominent red
flags in transactions with third parties. In addition, approved petty-cash vouchers and supporting
documents contain written references of the intended use for gifting to unnamed public officials,
mostly in the nature of facilitation payments.

Gathering evidence
Communication channels (emails) of employees who interact with third parties and approval
documents do contain references to a structured scheme or knowledge or indicative awareness of
possible corrupt payments intended by the third party for obtaining an approval/licence.
Interviews with selected employees and identified third-party representatives may reveal a
broader modus operandi; however, these may have limited demonstrable evidence.
Definitive evidence – in the form of names of public officials to whom payments were intended to
be made or actually made, transactional references, or other evidence of such payments – is nonexistent in most cases, possibly due to the cash-based nature of such transactions. Also, in most
instances it is not possible to determine whether, in fact, the third party made a payment to a
public official and, if it did, what the amount of such payment was.
While the above evidence may be adequate for reporting to the Department of Justice or initiating
corporate action or remedial measures, additional specific evidence may be required to pursue
legal action in India.
For more information, contact:
Sundaraparipurnan Narayanan
SKP, India
T: +91 80 4140 0131
E: snarayanan@skpgroup.com
www.skpgroup.com
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Preparing the next generation: five ways to guide the future of a
family business

A family business can be a great source of wealth, opportunity and personal fulfillment. But
without a plan for ownership and management succession, the business may not survive the
transition from one generation to the next.
Here are five tips to prepare younger family members to take on a leadership role in the future.
1. Establish policies
The adult children of business owners often work in a family business without the necessary job
skills or experience, or wind up in the business by default. This can create tension with employees
who may have invested years of hard work in the business. To avoid this situation, and to set the
next generation up for success, it’s critical to establish and clearly communicate policies to
children and other family members. These policies should detail the level of education, training,
skills and other characteristics required to enter the business and rise through the leadership
ranks. For example, a policy may require or encourage potential leaders to obtain qualifications in
engineering or supply chain management, or to work for another company in the industry for a
few years to gain different experience and perspectives.
New employees should also be provided with individual development plans (IDPs) as they join the
business. These plans:


clarify roles in the business





establish objectives
outline development paths
describe the training and educational processes that will prepare future leaders.

Education and training include a variety of learning experiences, such as job rotation, outside
classes, on-the-job training and coaching. As leadership candidates progress, their IDPs should be
revised to reflect their strengths and weaknesses.
2. Develop a strong governance structure
This will help ensure that the business is managed by those best suited for the job, that family
members’ compensation and other employment terms are reasonable, and that accountability is
consistent. Independent boards of directors, or several independent directors on the board, can
provide an objective voice and new perspectives to help resolve intra-family conflicts, approve
insider transactions and ensure that all employees are treated fairly. An advisory board often
brings independent thinking.
3. Involve family members in governance
A parallel focus on family and business interests is often the most effective strategy. Family-first
and business-first philosophies of governance may be equally important. A family council may be
another vehicle to involve family, establish policies and guide decisions and actions. As leadership
candidates progress and enter the management stage of their careers, they should gradually be
involved in governance. Many companies begin, for example, by inviting family members to board
or management meetings as observers.
4. Get the older generation ready
It can be difficult for parents or other senior family members who have been intimately involved in
the business for decades to make way for the younger generation to take the leadership reins.
There are many ways to transition, including the following.




Current leaders could start to take more vacations or spend time away so the new generation
of leaders can ‘test drive’ the business. In this way, the current leaders can monitor the
business and gradually increase the younger generation’s day-to-day responsibilities.
Younger family members can be moved into positions of responsibility with an assigned
mentor.
Senior family members can provide consulting services during a gradual transition, with input
and oversight, but without day-to-day involvement in operations.

5. Talk about money
There may be different expectations among family members about ownership succession and the
role the family business will play in their financial security. It’s important to have open, ongoing
dialogue with family members.
The younger generation may expect to inherit the business, but be unaware of the extent to which
their parents depend on the income it generates. Senior family members may rely on their equity
in the business to fund their retirement.

Transition options, including gifting and sale to the younger generation or to a third party, should
be considered carefully. Compensation and benefit policies can provide consistency and fairness
to all concerned.
Start planning now
Planning at the earliest opportunity will give a business greater control over the timing and
manner in which changes happen, and give the business the best chance of surviving the transition
from one generation to the next.
For more information, contact:
Mary Van Skiver
Rehmann, US
T: +1 616 975 2839
E: mary.vanskiver@rehmann.com
Heidi Bolger
Rehmann, US
T: 989.797.8306
E: heidi.bolger@rehmann.com
www.rehmann.com
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Asia economic update

The market unpredictability seen in the first half of the year continued over the summer, with the
Chinese slump the dominant factor.
The true extent of China’s economic slowdown is still the key concern for markets, with a recent
series of heavy-handed policy responses adding to fears that Chinese policymakers have lost
control. Clearly, the economy isn’t growing at the pace suggested by official data, but many
appear to be overlooking more resilient, relatively robust sectors.
There’s no doubt the decline of the industrial and manufacturing sectors has played a key role in
the weakening of many commodity prices. However, services – a bigger contributor to GDP –
continues to hold up well and retail sales have been improving. Moreover, the real estate market,
which is far more significant than the Chinese equity market, has once again been gaining traction.
The markets will continue to scrutinise Chinese economic data closely, with the more recent policy
measures expected to boost economic activity over the coming quarter.
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

Global Insight
October 2015

Europe economic update

European markets have seen gradual improvement in an unpredictable environment.
The eurozone economic climate continues to gradually improve, but the region remains plagued
by deflationary forces. Eurozone equities were among the most volatile over the summer, giving
up their start-of-year stellar gains. The euro has strengthened against the dollar as US rate hike
expectations have been pared back.
The real concern for the European Central Bank (ECB) has been the fall in inflation expectations,
which is threatening to undo much of the work achieved through the launch of quantitative easing
in the region. On the positive front for markets, this is likely to provide further scope for the ECB
President to increase the size and scope of the central bank’s asset purchase programme.
A positive UK outlook, aside from Brexit
Within the EU, the UK economy remains a bright spot. Recent economic data from the industrial
sector has come in on the weaker side due to a global downturn in manufacturing activity, but the
UK’s exposure to China is limited, with Chinese exports accounting for less than 4% of GDP.
The major positive for the UK remains the environment for consumption. Low inflation and rising
real wages are boosting disposable incomes and should support consumption, the main driver
behind UK growth. Despite this, the UK Monetary Policy Committee appears content to let the US
Federal Reserve move first on rates.
As inflationary pressures remain non-existent, the first modest rate rise is expected sometime
towards the middle of 2016.

Looking ahead the main risks for the UK are political, with the European Commission discussing
Prime Minister David Cameron’s reform proposals in December, ahead of an in/out referendum as
early as next year. Cameron will want the UK’s position confirmed before potentially destabilising
French presidential elections in May — and, in an ironic twist, before the UK takes on the EU
presidency in July 2017.
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 update
The US economy continued to
expand in the third quarter, but
the pace slowed modestly as
external demand softened.
Although activity is expected to
accelerate into 2016, the rate of
growth may be hobbled by
global weakness and domestic
disputes.
Recent conditions
Real gross domestic product
(GDP) – the inflation adjusted
output of goods and services –
grew 3.9% in the second quarter. A solid gain in household spending was bolstered by increases in
private investment and government expenditure.
Notably, investment in structures (residential and business uses) – a laggard through much of the
expansion – reached its highest inflation-adjusted total in seven years. That is encouraging since
construction’s relatively high multiple (i.e. its impact on other goods producers and service
providers) bolsters employment and earnings elsewhere.
With private employment having increased for 66 consecutive months – a record run during which
payrolls rose by 13.1 million jobs – employment is at record levels. The unemployment rate is half
its recessionary peak.
Although the unemployment rate is within the Federal Reserve’s (the Fed) “target” range, it is
sending mixed signals since much of its drop is due to declining labor force participation rather
than increased jobholding. Were participation equivalent to the year before the recession, today’s
unemployment rate would exceed the recession’s worst reading.
In addition to record levels of employment and after-tax incomes (i.e. spendable dollars),
households’ net worth is $85.7 trillion, one-quarter higher than before the meltdowns in the
financial and housing sectors. It is, therefore, unsurprising that inflation-adjusted consumer
spending (over two-thirds of the US economy) has reached a new zenith even as households are
saving at a healthy rate.

Certain uncertainties
Despite generally favorable conditions, challenges loom. Some involve political uncertainties (e.g.
fiscal policy) while others reflect global events which are impacting the US economy more
significantly and immediately than in the past.
These uncertainties are certain to remain so. They cannot be ignored, but neither can their
potential impacts be rigorously assessed.
An uncertain certainty is the impending shift in US monetary policy, where the Federal Reserve
has categorically committed to a gradual “normalization” of interest rates over an “extended”
period. The Fed has provided guidance on its targets and tactics, but it has yet to specify (1) when
normalization will begin (the Fed’s Chair hints at “lift-off” by year’s end); and (2) how long it
expects the process to take.
Commencement of normalization will impact the general economy differently than financial
markets, where volatility is expected to increase – at least temporarily.
For the general economy, normalization will entail an elongated series of baby-steps, with interest
rates rising gradually over an extended period. Ironically, rate increases may initially boost activity
as households lock-in low cost mortgages and auto loans and businesses take a last swig from the
well of cheap-credit.
Outlook
The near-term forecast is for the pace of inflation-adjusted GDP growth to decelerate to just under
3% in this year’s second half. Employment gains are expected to slow but remain sufficient to
reduce unemployment and support earnings gains.
Through 2018, gains in real GDP are expected to average 2.5%. That would be faster than the
recovery’s average (2%), but well short of the pace that prevailed (3.5%) over the six decades prior
to the “Great Recession”. Even so, the unemployment rate would fall to 4.7%, about where it was
prior to that contraction.
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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New obligations for cross-border businesses to counter profit shifting
Multi-national enterprises should get ready for additional transfer pricing reporting requirements.
The evolution of international tax regimes and increasing globalisation has left numerous gaps in
tax laws around the world. This has given multi-national enterprises (MNEs) the ability to reduce,
and even eliminate, their corporate tax burden by ‘artificially’ shifting profits to low- or no-tax
jurisdictions where they have little or no economic activity. In response to such strategies, the
Organisation of Economic Co-operation and Development (OECD) has identified 15 specific Action
Plans on Base Erosion and Profit Shifting (BEPS).
Country-by-country reporting
BEPS Action Plan 13 (“Re-examine Transfer Pricing Documentation”) addresses the need for a new
approach to transfer pricing documentation. It recommends that each country should adopt a
standardized template requiring each MNE to report:




a master file that contains information relevant for each separate business unit
a local file that provides information on material transactions of the local business units
a country-by-country (CbC) report that contains information on the global allocation of
income, economic activity and taxes paid among the countries in which the MNE operates.

In theory, governments will be able to identify whether companies have engaged in transfer
pricing and other practices that have the effect of artificially shifting substantial amounts of
income into tax-advantageous jurisdictions.
New CbC template
The final CbC reporting template is divided into three tables:




Table I: overview of allocation of income, taxes and business activities by tax jurisdiction
Table II: list of all constituent entities of the MNE group included in each aggregation by tax
jurisdiction
Table III: additional Information.

This template is an entirely new reporting requirement. Companies will have to take the necessary
steps to ensure their ability to produce the required information. A US Treasury official has
indicated that the US will develop a form that looks similar to the CbC reporting template. US
MNEs can expect to file their first CbC report by 31 December 2017. US MNEs currently have no
annual reporting of transfer pricing documentation, although some information required for the
template is already reported by entities required to file Forms 5471 and 5472 with their US
corporate tax returns.
MNEs should monitor the development of the OECD’s recommendations on implementation
approaches for these new reporting requirements closely. The OECD is expected to issue a

comprehensive package establishing protocols for inter-governmental exchange of the CbC
template.
For detailed guidance on this issue, visit: http://www.nexia.com/assets/publications/Base-Erosionand-Profit-Shifting-DavidSlemmer.pdf
For more information, contact:
David Slemmer
CohnReznick LLP, US
T: +1 646 625 5732
E: david.slemmer@cohnreznick.com
www.cohnreznick.com
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Singapore looks to more progressive tax policies to address inequality

As Singapore marks 50 years of independence this year, there is much to celebrate, given the
country’s exceptional economic rise.
Fraught with challenges ranging from a chronic absence of natural resources to a population
divided along ethnic and racial lines, it has survived against all odds to become the thriving
metropolis it is today.
But this exceptional economic performance has unfortunately come at a price. Singapore’s Gini
coefficient is among the highest in the world, making it one of the most unequal countries.
In some ways, Singapore is a victim of its own success. Land scarcity, a tight labour market and
regional competition from low-cost countries have steered it increasingly towards the higher end
of the global economic value chain. Manufacturing, which over a decade ago accounted for 28% of
the economy, has seen its share fall to 19%. Singapore’s orientation towards services in the form
of finance, banking and wealth management has been pronounced in recent decades, resulting in
the development of a highly educated segment of the workforce geared more towards financial
markets than factory floors. This has contributed to an ever-deepening income gap between the
white-collar and blue-collar workers.
Complex issues
Singapore certainly does not lack financial means. Thanks to the Central Provident Fund (CPF), the
savings rate enjoyed by Singaporeans is extraordinarily high at almost 50% of the country’s GDP.
The country enjoys healthy current account and fiscal surpluses. This has resulted in healthy

reserves under the prudent management of its two sovereign wealth funds, the Government of
Singapore Investment Corporation (GIC) and Temasek Holdings.
Inequality issues are, in fact, more nuanced. The CPF system, while successful, has become
increasingly complex over the years. Added to this is the looming scenario that many retired
Singaporeans may not have sufficient savings to tide them over in their greying years given the
increasing cost of living in Singapore. A second potential pillar of prosperity, home ownership, is
unlikely to provide much comfort, given that Singapore’s public housing serves more as a store of
wealth rather than a source of income for its owners, although efforts are now being made to
ensure there are ways for retirees to monetize this asset as well. In short, Singapore faces the
problem of dealing with an ageing society that will increasingly feel more cash-strapped in its
retirement years.
So what can be done, apart from addressing the twin pillars of CPF and public housing?
A potential solution
Singapore’s tax policy may offer some potential solutions here. It is well known that Singapore’s
tax system is not the most progressive. It does not have a capital gains tax regime or inheritance
taxes. Its top marginal individual income tax rate, even after a recent rise, is at a comfortable 22%.
The Goods and Services Tax that it levies is by nature a regressive tax, imposed equally on all
segments of society, regardless of income or wealth.
More recently, however, the Singapore government has started to take steps to make the overall
tax system more progressive. Over the past two years, the property tax system has been tweaked
to make it more progressive such that properties with higher values are subject to higher
progressive rates of taxation – in effect a form of wealth taxation. Together with the more recent
move to increase the top personal tax rate by 2% to 22%, these are examples of measures being
taken by the government to engage in fairer and more progressive taxation policies aimed at
achieving a more equitable distribution of wealth.
A time for reflection?
There is no doubt that Singapore has much to celebrate in its jubilee year, given the success it has
carved out from its humble beginnings. As it gazes towards the next 50 years and contemplates its
future challenges, it should take a moment to reflect on the type of society it wants in the coming
years and to ensure that the playing field is indeed level for all segments of their society.
Inequality is the scourge of many of an advanced nation and if Singapore is to avoid its most
regressive effects, it will need to ensure that its existing and future tax policies are enlightened
enough to guard against inequality’s most corrosive aspects.
For more information, contact:
Lam Fong Kiew
Nexia TS, Singapore
T: + 65 6534 5700
E: lamfongkiew@nexiats.com.sg
www.nexiats.com.sg
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US aims to level global playing field on innovation tax

In a seeming reluctant nod to increasing pressure from other more pro-business tax regimes, the
US recently introduced a proposal for legislative change in the form of an innovation (intellectual
property) box regime. Similar regimes have been around for a number of years in many other
countries.
Anyone following US tax reform proposals in the past, knows that other reform measures have
been floated only to be scuttled in the polarized political environment. However, pressure is
building. The US now has one of the highest marginal corporate tax rates, with the gap continuing
to widen, particularly given the UK’s move this summer to drop its rate even further and thus
creating a 17 point tax rate arbitrage.
US companies continue to pursue corporate expatriations and IP migration strategies have
become a staple in the international tax practioner’s tax planning toolkit. Moreover, and as
importantly, the OECD’s proactive BEPS (Base Erosion and Profit Shifting) initiatives are putting
Uncle Sam, once the proud innovator of tax rules (think transfer pricing) back on his heels.
The US innovation box proposal
The bipartisan discussion draft legislative proposal introduced on 29 July 2015 by House Ways and
Means Committee members Charles Boustany, R-LA., and Richard Neal, D-Mass., calls for an
innovation box regime that would provide for lower tax rates on income generated from patents
and certain other types of intellectual property. While an innovation box could result in substantial
revenue loss relative to current law, it would bring the US tax system more in line with similar
regimes of other developed countries. Some have suggested the anticipated revenue loss, which
might otherwise signal the demise of the proposal, could be offset by a tax on the deemed

repatriation of offshore earnings from US controlled foreign corporations, which is already in
active discussion by members of Congress.
Direction of travel
Perhaps the most important innovation should come in the form of comprehensive tax reform –
but until the political climate thaws, an innovation box regime designed to encourage US
businesses to retain their intellectual property on-shore is more likely and more consistent with
the incremental historical development of US tax policy.
For more information, contact:
Jeff Delle Fave
Wolf Group Global Business Tax Solutions, US
T: + 1 786 257 2793
E: jdellefave@thewolfgroup.com
www.thewolfgroup.com
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News round up

Changes to German accounting law
German accounting legislation has been updated to comply with the EU Accounting Directive.
The new Accounting Directive Implementation Act (BilRUG) aims to bring German accounting law
into line with the EU Accounting Directive (2013/34/EU). It reduces the burden on small, mediumsized and large companies wherever possible.
The Act primarily amends or supplements the German Commercial Code, the German Disclosure
Act and the German Stock Corporation Act, as well as their related implementing acts. New
provisions include the following.





Where the anticipated useful life of an internally created intangible asset or of goodwill
acquired for valuable consideration cannot be reliably estimated, the cost is amortised over
ten years.
Monetary thresholds for determining size of a company (Section 267 of the German
Commercial Code) and the exemption from the duty to prepare consolidated financial
statements (Section 293) are raised between approximately 4% and 24%.
Financial holding companies can no longer take advantage of the relief for micro enterprises.
The definition of revenues is expanded.





Extraordinary income and expenses are no longer permitted to be recognised as separate
items on the income statement and recognition of the result from ordinary activities has also
been eliminated.
Companies with deferred tax liabilities that are at least medium-sized must make quantitative
disclosures in the notes regarding deferred tax balances.
The report on post-balance sheet events is now included in the notes.

All amended provisions apply to financial statements and management reports for the financial
year beginning after 31 December 2015; so, if the financial year is the same as the calendar year,
they will be applicable to 2016. However, it is still possible to apply the thresholds and amended
definitions of revenues to financial statements and management reports for the financial year
beginning after 31 December 2013.
For more information, contact:
Christoph Brauchle
Ebner Stolz, Germany
T: +49 711 2049 1317
E: christoph.brauchle@ebnerstolz.de
www.ebnerstolz.de

Abrogation of minimum alternate tax for foreign investors in India
India has clarified the position for foreign institutional investors in relation to minimum alternate
tax (MAT).
With the intention of wooing foreign investors, the Finance Minister in his 2015 Budget introduced
an amendment to the Indian Direct Tax Laws to exclude foreign companies from the purview of
MAT with effect from 1 April 2015. MAT is a tax at 18.5% on a company’s book profits introduced
to target companies paying minimal or no tax, due to various tax breaks available.
However, instead of appeasing foreign institutional investors (FIIs) and foreign portfolio investors
(FPIs), the amendment opened a Pandora's box. Since the amendment, the Indian tax authorities
have started to aggressively issue notices to FIIs, seeking payment of MAT for periods prior to 1
April 2015. Previously, the Authority for Advance Ruling (AAR), in the case of a Mauritian
investment entity, Castleton Investment Ltd, had ruled that even foreign companies were subject
to MAT.
Amid rising concerns about the withdrawal of FIIs from the Indian capital markets, the Indian
Government formed a panel to deal with key questions regarding the applicability of MAT to FIIs.
Having analysed the legislative history and intent behind MAT, the panel concluded that MAT
cannot be levied on FIIs for any period prior to 1 April 2015. The committee also commented that
MAT provisions cannot override the benefits under the various tax treaties. Based on the panel’s
recommendations, the Government recently issued clarifications affirming that MAT would not
apply to FIIs/FPIs having no permanent establishment or place of business in India.
With this move, the Government has been effective in resolving the acrimonious issue of MAT and
keeping its promise of a stable and non-adversarial tax regime 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

Offshore tax evasion in the UK and an update on disclosure facilities
With an ever-increasing global focus on transparency and information sharing, and with the
Common Reporting Standard due to come into effect in 2017, the UK government is increasing its
focus on offshore tax evasion.
Tackling offshore evasion: four consultations
The UK government announced its ‘No Safe Havens’ strategy for tackling offshore evasion in April
2014. Four consultations followed in July 2015.
1. Strengthening civil deterrents for offshore evaders.
2. A new corporate criminal offence of failing to prevent the facilitation of offshore tax evasion
by agents.
3. A new criminal offence for offshore evaders.
4. A civil sanction for enablers of offshore evasion.
The four consultations set out proposals for tougher penalties, including a 10% penalty based on
the value of the asset on which tax was evaded (which could be more significant than the unpaid
tax liability, interest and penalties) and a 100% asset-based ‘special’ penalty, on application to the
Upper Tax Tribunal.
There are also proposals for wider public naming and shaming of offshore evaders who make
prompted disclosures.
Draft legislation has been published setting out a proposed strict liability criminal offence for any
person who fails to notify HM Revenue & Customs (HMRC) of chargeability to income or capital
gains tax, or fails to pay their tax; likewise for individuals who file incorrect returns. No account is
to be taken of intention in determining criminal liability, but the draft legislation does envisage a
defence of ‘reasonable excuse’ or ’failure to take reasonable care’. A person found guilty of the
new offence could be imprisoned.
LDF deadline brought forward
The deadline for registering for the Liechtenstein Disclosure Facility (LDF) has been brought
forward from April 2016 to 31 December 2015. The 31 December 2015 deadline remains for
registrations under the Isle of Man, Guernsey and Jersey Disclosure Facilities.
‘Last chance’ disclosure facility
A tougher ‘last chance’ disclosure facility will be available until mid-2017 (before the first data
exchange takes place under the Common Reporting Standard). Details of this facility have not
been released, but it is expected that it will impose penalties of at least 30% (compared to 10%

under LDF for the 10 years to April 2009). In addition, it will offer no guarantee of immunity from
prosecution.
The future
The consultations demonstrate that the UK government and HMRC are clear that they will actively
pursue offshore tax evaders. The new strict liability criminal offence means that an individual
could be given a criminal conviction without having criminal intent.
Anyone who is concerned about their position, including non-UK domiciled individuals, should
seek advice.
For more information, contact:
Emma Hendron
Saffery Champness, UK
T: +44 20 7841 4000
E: emma.hendron@saffery.com
www.saffery.com

New rules in Italy on the deductibility of black list costs
New legislation in Italy clarifies the deductibility of expenses (and other items) related to
transactions with companies resident in blacklisted countries.
New legislation aimed at the ‘growth and internationalisation of companies’ takes effect from
7 October 2015.
In particular, provisions regarding the deductibility of costs deriving from companies located in
tax-haven jurisdictions have been amended.
According to the former anti-tax haven rules, such costs were not deductible unless the resident
entity could prove that:



the non-resident company carried on a real business activity; or
the relevant transactions had a real business purpose.

In addition, the transactions needed to have effectively taken place and the relevant expenses
needed to be separately identified in the tax return of the Italian taxpayer.
The new anti-tax haven provisions allow the deduction of expenses (and other items) related to
transactions with companies resident in blacklisted countries if their amounts are in line with the
‘arm’s length value’.
Alternatively, the deductibility of costs is allowed where it is proved that the relevant transactions
had a real business purpose.
For the definition of ‘arm’s length value’, reference has to be made to Art. 9 of the Income Tax
Code: normal value means the price or consideration charged on average for goods and services of
an equal or similar kind, at arm’s length and at the same marketing stage, at the time and place at

which the goods and services have been purchased or supplied; or, where such information is not
available, at the nearest time and place.
For determining the normal value, reference is made, as far as possible, to the price lists or tariffs
of the person supplying the goods or services; or, where such information is not available, to the
market-lists of the Chamber of Commerce as well as to professional tariffs, taking into account
distributor discounts.
In line with the former provisions, the transactions must have effectively occurred, and the
expenses – in line with the ‘arm’s length value’ – must be separately identified in the tax return.
For more information, contact:
Gian Luca Nieddu
Hager & Partners, Italy
T: +39 (02) 7780711
E: gianluca.nieddu@hager-partners.it
Gianfranco Dolci
Hager & Partners, Italy
T: +39 (02) 7780711
E: gianfranco.dolci@hager-partners.it
www.hager-partners.it

Malta’s Residence and Visa Programme Regulations 2015
The Malta Residence and Visa Programme Regulations 2015 is another programme recently
launched by the Maltese government. This follows on from the Individual Investor Programme
(IIP) introduced in 2014. The regulations accord successful applicants citizenship of Malta together
with other benefits including the right to property acquisition in Malta as well as the right to free
movement within the EU Schengen countries.
Applicants who satisfy the conditions of the regulations are issued a certificate, deemed to be a
residence permit. This entitles the applicant and his/her registered dependents to reside, settle or
stay indefinitely in Malta. However, there is no need to take out a Malta citizenship, as is the case
under the IIP.
The regulations state that “The person to whom the Certificate will be issued has the right to land
and to remain permanently and/or indefinitely in Malta and would not require any entry Visa to
enter the country and he/she will be allowed free movement within the Schengen Area within the
parameters established of the Schengen Area Agreement.”
Importantly, the certificate does not entitle holders to further rights mentioned in Malta’s
Immigration Regulations. Employment in Malta requires a separate employment permit issued
under the Immigration Regulations.
Certificates may be issued to an individual who is 18 years or older and meets the following
requirements. They must:






be a third country national and not a Maltese, EEA or Swiss national
be in possession of health insurance
have either an annual income of €100,000 arising outside Malta or capital of not less than
€500,000
commit to buying a qualifying property amounting to €250,000 and to pay a contribution of
€30,000.

Advantages of the programme include international tax efficiency, enhanced protection of
financial privacy and alternatives structures to cater for matrimonial and inheritance interests. The
arrangement opens up additional residency options in case of political instability or other negative
factors requiring an alternative residence.
For more information, contact:
Karl Cini
Nexia BT, Malta
T: + 356 2163 7778
E: karl.cini@nexiabt.com
www.nexiabt.com

