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Canada

Canadian Government releases 2022 federal budget

The Deputy Prime Minister and Minister of Finance,
Chrystia Freeland, presented the government’s budget
on 7 April. There are no changes to corporate tax rates.

Pillar One

Pillar One will introduce new rules for allocating taxing
rights between countries, to address challenges raised
by the digital economy.The budget notes that Canada
currently is working with its international partners to
develop a multilateral convention to implement Pillar
One rules, and will introduce implementing legislation
once a multilateral agreement has been reached.

The budget also notes that if these rules have not come
into force by 1 January 2024, Canada’s proposed Digital
Services Tax (DST) would take effect with respect to
revenues earned as of 1 January 2022. The budget
states that the government hopes and assumes the
Pillar One rules will be implemented by 2024, making
this DST unnecessary.

Pillar Two

Pillar Two will introduce a 15% global minimum tax. This
tax generally will apply to MNEs with global revenues of
at least €750 million. The budget announces that
Canada will implement Pillar Two, along with a domestic
minimum top-up tax (which will apply to Canadian
members of MNE groups that are within the scope of
Pillar Two). Draft legislation to implement Pillar Two will
be released for consultation in the future. The income
inclusion rule (IIR) and domestic minimum top-up tax
would come into effectin 2023, with the effective date to
be determined. The undertaxed profits rule (UTPR)
would come into effect no earlier than 2024.

Interest coupon stripping

The 2022 Budget proposes an amendment to the
interest withholding tax rules to ensure that the total
interest withholding tax paid under an interest coupon
stripping arrangement is the same as if the arrangement
had not been undertaken.

The proposed rules apply to interest accrued on or after
7 April 2022 that is paid or payable by a Canadian
resident borrower to an interest coupon holder. However,
the application of the rules is deferred to 7 April 2023
where:

+ the debt was issued by the Canadian resident
borrower prior to 7 April 2022, and

» the paymentis made to an interest coupon holder
that deals at arm’s length with the non-resident lender,
and who acquired the interest coupon under an
arrangement entered into before 7 April 2022

For more information see our PwC Insight.

PwC observation:

The 2022 Budget reconfirmed Canada’s commitment
to the two — pillar plan developed by the OECD/G20
Inclusive Framework on Base Erosion and Profit
Shifting. Taxpayers can consider providing comments
on the Canadian implementation of the Pillar Two rules

and the domestic minimum top-up tax.

Taxpayers who entered into interest coupon stripping
transactions should consider the impact of the
proposed amendment to the interest withholding tax
rules.
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Mexico

New rules to identify and document the controlling beneficiary

As of 1 January 2022, legal entities, trusts, as
well as any other legal vehicles must obtain,
keep and upon request of the Mexican Tax
Authorities, provide as part of their accounting
books and records, reliable, complete and
updated information with respect to their
controlling beneficiaries.

In addition, any other party (e.g., a Notary) taking
place in a legal act, like the incorporation of an
entity, trusts or any other legal figure in Mexico,
as well as the members of the financial system,
are also required to obtain this information and
identify such controlling beneficiaries.

In all cases, the controlling beneficiary must be
an individual (national or non-Mexican) and to
determine who has this characteristic, both the
Federal Tax Code and the administrative rules
(i.e., Miscellaneous Tax Resolution), establish
the parameters for their identification, as well as
guidance on the information that must be kept as
part of the accounting books and records, which
include:

1. Documentation supporting the percentage of
participation of the controlling beneficiaries in
the capital of the legal vehicle.

2. The relationship or chain of ownership of said

participation when the controlling beneficiary

holds indirect participation through other legal

entities or vehicles.

3. Name, date of birth, gender, nationality, tax
residence, tax ID number and marital status.
Among other details of the individuals.

This information can not only be difficult for

taxpayers to obtain but for individuals to provide in
terms of private and privilege information.Therefore,

Mexican entities should consider how to provide
timely access to the tax authorities and grant the
facilities to access the information, records, data
and documents related to the controlling
beneficiaries when requested.

Failure to comply with this obligation can trigger
penalties ranging from USD25k to USD100k per
controlling beneficiary.

Taxpayers also could be denied clean tax
compliance status, which could create business
issues for some entities.

For more information see our PwC Insight.

PwC observation:

Legal entities should incorporate
internal controls procedures to
identify, obtain and keep the
information and documentation
with respect to the controlling
beneficiaries of legal vehicles to
avoid penalties for the
noncompliance of this new
obligation which entered into
force on 1 January 2022.
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United States
United States revokes MFN status for Russian and Belarusian goods

President Joe Bider.1 on April 8 signed into I.aw HR PWC observation:

7108, the ‘Suspending Normal Trade Relations with

Russia and Belarus Act.” Enactment came shortly after Taxpayers should analyse the

the Senate approved the legislation unanimously on impact of these developments on
April 7 and the House did so later that day by a vote of their supply chains and monitor all
420-3. developments in connection with the

issuance of implementing guidance.
Top US imports from Russia include

According to guidance issued April 11 by US Customs oil and petroleum products; metals
and Border Protection (CBP) through its Cargo such as palladium, rhodium, iron,

Systems Messaging Service (CSMS) steel, aluminium, lead, nickel, and
copper; chemicals and fertilizers;

crabs and other seafood; and

» Effective for shipments entered or withdrawn for
consumption on or after April 9, 2022, the rates of
duty set forth in Column 2 of the Harmonized Tariff
Schedule of the United States (HTSUS) shall apply
to all products of the Russian Federation and of the
Republic of Belarus.

* Pursuantto H.R. 7108, should the President
increase the rates of duty applicable to products of
the Russian Federation and of the Republic of
Belarus above the Column 2 rates of duty, CBP will
issue a follow-up CSMS message.

diamonds.

For prior coverage, for more information see our

PwC Insight.
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Hong Kong

Hong Kong Revenue’s taxonomy package

The Inland Revenue Department (IRD), on March 31,
2022, announced the latest update to its project on
electronic filing (e-Filing) of profits tax returns. The
announcement followed a series of consultations with
various parties and stakeholders that took place in late
2021. As a part of the draft IRD taxonomy package the
IRD published a list of taxonomies rendered in Excel
spreadsheets.

This IRD taxonomy package provides an overview for
tagging financial statements and tax computations, as
well as for generating iXBRL data files to be e-filed
through the IRD’s eTAX Portal going forward. The
package also contains an inline extensible business
reporting language (iXBRL) schema, which the IRD will
release in the future.

For more information see our PwC Insight.

PwC observation:

The IRD proposes a phased approach for the
adoption of the e-Filing by corporate taxpayers,
however businesses are encouraged to study
the details of the IRD Taxonomies. The
ongoing e-Filing development will trigger
changes not only on the tax filing format, but
also the preparation of audited financial
statements. The preparers of such documents
will be required to have certain basic
knowledge on iXBRL and perform tagging on
the financial and tax documents. To ensure

smooth transition of e — Filing of profits tax
return, businesses should prepare their in-
house accounting and tax systems, and
technically upskill their staff prior to the launch
of e-Filing.
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United States

Proposed reservations to pending US-Chile treaty: action in the stalled treaty ratification process

Ratification of the pending US-Chile treaty, along
with other pending treaties, has been stalled —
most recently, due to a potential conflict between
certain provisions of US tax law enacted in 2017
and the nondiscrimination article and/or other
articles of the treaty. Following recent input from the
business community, the Senate Foreign Relations
Committee (SFRC) considered the pending treaty at
a hearing, and on March 29, 2022, approved it for
full Senate consideration, with certain reservations.

The reservations address the base erosion and anti-
abuse tax (BEAT) concern by affirming that nothing
in the treaty “shall be construed as preventing the
United States from imposing a tax under section
59A” (i.e., the BEAT rules) on a US tax-resident
company or on the profits of a Chilean tax —
resident company that are attributable to a US
permanent establishment. The reservations also
would replace the first paragraph of the Relief from
Double Taxation article of the treaty with a modified
provision.The language in the pending treaty
provides that the United States shall allow a US
resident or citizen a credit for income tax paid or
accrued to Chile by or on behalf of such resident or
citizen. It also provides that a US company that
owns at least 10% of the voting stock of a Chilean
company is entitled to an indirect foreign tax credit
for taxes paid or accrued to Chile with respect to the
profits out of which dividends are paid.

The reservations would remove the indirect foreign tax
credit language (which equates to the prior-law indirect
foreign tax credit under Section 902) and replace it There is presently momentum
with a provision that permits a US corporate behind consideration by the full
shareholder owning at least 10% of the vote or value of EESIEVEReIRial=Nel=(als [1a[s U SE @312
a Chilean tax resident company to deduct the amount treaty. How the agreement with
of dividends received from the Chilean subsidiary in
computing its taxable income (which equates to the
current-law dividends received deduction under

PwC observation:

reservations advances may be a
precursor to progress on the

Section 245A) pending US tax treaties with
' Hungary and Poland.

The treaty was ratified by the Chilean Congress in
September 2015. However, if the US Senate approves
the treaty with the reservations, the reservations would
have to be accepted by Chile. Assuming all the
relevant procedures in the United States and Chile are
completed and the Contracting States notify each other
in writing (through diplomatic channels) that their
respective applicable procedures have been satisfied,
the treaty would enter into force on the date of the later
of the notifications. Once the treaty enters into force,
the provisions with respect to taxes withheld at source
would be effective for amounts paid or credited on or
after the first day of the second month following the
date of entry into force. The treaty would be effective
with respect to other taxes for taxable periods
beginning on or after January 1 of the calendar year
immediately following the date of entry into force.
Information exchange provisions would be effective
from the date of entry into force.

For more information see our PwC Insight.
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Glossary

Acronym Definition Acronym Definition

ATAD Anti-Tax Avoidance Directive HRMC Her Majesty's Revenue and Customs
BEPS Base Erosion and Profit Shifting IF inclusive framework

CFC controlled foreign corporation IP intangible property

CGT capital gains tax M&A mergers and acquisitions

CIT corporate income tax MNC multinational corporation

DAC6 EU Council Directive 2018/822/EU on cross-border taxarrangements NCST non-cooperative states and territories
DST digital services tax OECD Organisation for Economic Co-operation and Development
DTT double tax treaty PE permanent establishment

EBITDA earnings before interest, tax, depreciation and amortization R&D research & development

EC European Commission STE Small & Thin Profit Enterprises
ECOFIN EU Economic and Financial Affairs Council UTT uncertain tax treatment

EU European Union VAT value added tax

GAAP generally accepted accounting principles WHT withholding tax
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