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What is the debate all about?

High Taxed Countries
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Low Taxed Countries

Are countries getting their fair share of revenue?
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A matter of perspective
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BEPS — narrowing the focus of inquiry

In this dynamic environment, a tax executive will need to respond by

» ldentifying those BEPS initiatives that may challenge important tax benefits to

: ) _ the company in the short, medium and long term
Financing/Hybrid

Debt » Measuring the impact of proposed BEPS reforms in the various countries

» Prioritizing the action items based upon the projected timing for current and

Permanent projected law changes and the tax benefit derived from impacted structures
Establishment

« Communicating with key stakeholders in this process

» Developing alternative planning

Royalty_ Base
Erosion - Considering an accelerated time table for current planning

Transfer Pricing
Documentation

PRIORITIZE COMMUNICATE

IP/Principal
Companies
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BEPS Dashboard SAMPLE

Potential Challenges Amg;rllt at Strategic Alternatives

Transfer Pricing /
Country by Country
Reporting

Permanent
Establishment

Financing

Royalties

Principal Company /
Intellectual Property

Urgent action

Increased volume and depth of TP
documentation

Deloitte Global DoX initiative

Greater transparency leading to targeting of N/A Strategic review of TP policies to either change or
apparent TP inconsistences document apparent TP inconsistencies
Diaital PE Implement PE blocker corporations
gtal’e Establish local country limited risk distributors (“‘LRD”) for
Commissionaire arrangements $1,500,000 diaital goods
Inventory in country gtal g L
. . Convert commissionaires to LRDs
Substance in principal . ) - .
Review operating protocols for principle companies
Denial of deductions for payments on
hybrid instruments. $2,000,000 Replace existing hybrid debt with compliant alternatives
Denial of deductions for payments from or Eliminate/repay inefficient hybrid debt
to hybrid entities
Denial of deductions for payments of $1,000,000 Consider DeI‘0|tt‘e Busmess_ Method Optimization to
. . convert to Principal Operating Company model
royalties to low / non-taxed related parties . °
Implement compliant alternative royalty arrangement
Increased pressure on PE and margins @ $3,000,000 Review substance in IP and/or principal company

earned by Principal Company going
forward

Migrate from “tax haven” IP holding company jurisdictions

Action .

needed

Consider Long Term
Planning
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Treatment of intellectual property

Royalty
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BEPS developments — base erosion transactions

Country ‘ Proposal ‘ Effective Date

Mexico » Deduction for royalties disallowed unless January 1, 2014
“subject to tax” in recipient state

» Double deductions by two related parties on
single payment disallowed

» Treaty benefit only allowed with affidavit
evincing double taxation

Australia GAAR and transfer pricing rules recently 2013-14
strengthened to prevent shifting of profits
offshore
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Financing structures

Interest

Interest
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BEPS developments — interest deductions

Mexico » Deduction for interest disallowed unless
“subject to tax” in recipient state

» Double deductions by two related
parties on single payment disallowed

» Treaty benefit only allowed with affidavit
evincing double taxation

January 1, 2014

France Deduction disallowed for low taxed related
party interest expense

FY ending on or after September
25, 2013

Germany Dividend exemption disallowed on hybrid FY beginning January 1, 2014
dividends

Australia Interest deductions limited by new thin cap Taxable year beginning after
rules July 1, 2014
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Principal company with local sales co and inventory

Unrelated
Supplier or >

Manufacturer
Commission Fee
Sale / \

/Clz_?)l\jvngiys?\ /COU nter\ FP’s Country Y
wribw WSSW Warehouse

Country X
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Country Y
Customers
Country X
Customers
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BEPS developments — competent authority issues

China Increased profit allocated to location Administrative development
advantages

India Increased profit to location advantages Administrative development
and R&D

Norway Tax decision addressing location savings Tax decision acknowledged that

location savings may be taken
into account
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Next steps

What, where and how

» Transfer Pricing — amended version of Chapter 6 being circulated
by governments

» Treaty abuse and harmful tax practices — OECD draft to be released
March 17- comments due April 11

« Tax Challenges of the Digital Economy - OECD draft to be released
March 24, comments due April 14

* Hybrids — draft being circulated by governments. Draft to be released
by April 4, comments due by May 4
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Please Remember to
Complete Your Evaluation
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This presentation contains general information only and Deloitte is not, by
means of this presentation, rendering accounting, business, financial,
Investment, legal, tax, or other professional advice or services. This
presentation is not a substitute for such professional advice or services,
nor should it be used as a basis for any decision or action that may affect
your business. Before making any decision or taking any action that may
affect your business, you should consult a qualified professional advisor.
Deloitte, its affiliates and related entities, shall not be responsible for any
loss sustained by any person who relies on this presentation.
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