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Cyprus

Cyprus introduces ‘super-deduction’ for scientific research and R&D expenditure

The Cyprus Parliament has recently voted to amend
Article 9(1)(d) of the Cyprus Income Tax Law, which
grants a tax deduction for expenditure incurred for
scientific research and R&D (as recognized by
international accounting standards).

Among other amendments, for any such expenditure
incurred during the years 2022, 2023 and 2024,
including expenditure of a capital nature which is being
amortized, an additional allowance is granted equal to
20% of the actual expenditure incurred, i.e. a ‘super-
deduction’ which a person may elect annually to claim
in whole or in part.

Note: A taxpayer cannot claim in parallel the 80%
allowance on net profits under the Cyprus nexus
Intellectual Property regime (the 'IP Box' regime).

Note: Although not explicitly stipulated in the law,
contribution payments made to related parties under
cost sharing agreements ( CSA ) pertaining to scientific
research and R&D activity also are expected to qualify
for the ‘super-deduction’.

PwC observation:

In principle this ‘super-deduction’ ( whether
incurred through a CSA or directly ) should
also be available to a foreign permanent
establishment of a Cyprus company that opts
to be fully taxable in Cyprus ( i.e., where the
default PE exemption is waived). These

amendments are part of a wider group of
measures that the Cyprus government is
taking to assist business growth and
competitiveness of enterprises in Cyprus.
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Mexico
Mexican Decree expands tax benefits for IPOs and bonds

The Mexican Government published on December 23 of 2021, a Decree that extends, and in
some cases expands, to fiscal year 2025, the tax benefits initially granted through a previous _ _
Decree, published on January 8, 2019 (originally ending in FY 2021). The previous Decree The extension of these benefits
related to the withholding tax on interest paid by Mexican residents for publicly traded corporate should encourage investment in
debt bonds, and a reduced tax rate for certain taxpayers on the capital gain obtained from the domestic corporate bonds and

sale of public shares through an initial public offering (IPO). Pl CELI e (IPOS.)'
Nevertheless, taxpayers will

The new Decree's main changes include: need to wait for the Mexican

PwC observation:

Tax Authority to issue the rules !‘
necessary to properly apply i \J,é

* The tax credit that is currently granted to withholding agents in connection with interest
payments made to nonresidents, and that is derived from debt bonds issued by Mexican-
resident issuers and listed in an authorized Mexican stock exchange, is now extended to cover
interest payments issued by government-owned productive entities. This benefit applies only to
interest payments made to residents in a country or jurisdiction with which Mexico has an
income tax treaty or exchange of information agreement in force.

these tax benefits.

* An inclusion for the definition of bonds to mean those debt obligations or debt securities that
may circulate in the authorized Mexican stock exchanges pursuant to the Mexican Securities
Law and issued in a series or block and representing a participation over a collective debt.

» The extension, until 2025 (originally ending FY 2021), of the tax benefit equal to 10% of the
capital gain from the sale (through the authorized Mexican stock exchanges) of listed shares
issued by Mexican entities, transferred by Mexican-resident individuals and nonresidents.

» The previous condition requiring that the book equity of the Mexican issuer was MXN $1
million is modified and must now not exceed MXN $25 billion at the IPO.

For more information, see our PwC Insight.
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United Kingdom of Great Britain and Northern Ireland (the)
Proposed R&D tax credit changes

The UK Government recently released
draft legislation on the proposed
changes to the UK R&D regimes. This
follows last year's consultation on
improving the R&D regimes with the aim
of ensuring the incentives are
appropriately targeted and globally
competitive. The key proposed changes
follow:

Restrictions on
overseas costs

the eligibility of

Eligible spend would be refocused on
UK R&D activities and costs. This means
most overseas resource and
subcontractor costs would no longer be
eligible. There would be narrow
exceptions where the conditions in the
overseas territory make it necessary to
undertake the activities overseas and
where it would be unreasonable to
replicate these conditions in the United
Kingdom.

Expansion of qualifying costs and
activities

Eligible costs would be expanded to
include certain cloud computing and data
acquisition costs. The definition of R&D
also would be expanded to include pure
mathematics.

Process and compliance changes

Preventing abuse of the R&D regimes
was a key focus areas of the changes,
resulting in changes to the process for
making claims as follows:

+ Mandatory documentation - Current
legislation does not require the
submission of documentation to
support an R&D claim. This would
change, with all future claims requiring
supporting documentation. Details
about this documentation has not
been announced.

* Pre-notification - Companies that have
not claimed credit in the last three years
would be required to pre-notify that they
will be making a claim. They would have
until six months after the accounting
period to make the notification.

+ Digital submission - claims, supporting
documentation and prenoatification would
need to be made by digital submission.

» Company sign off - claims would need to
be signed off by a senior officer within
the company.

» Agent disclosure - claimants would need
to disclose any agent that has supported
them with the claim.

Timing of changes

The new rules would apply for accounting
periods beginning on or after April 1, 2023.

PwC observation:

From a practical perspective, the

above requirementslikely would result
in an increased administrative burden
for some claimants and would need to
be considered before preparing future
claims. Companies would need to be
prepared in

advance of the
commencement date to make sure
they have appropriate documentation
and claim pre- notification processes
in place. Each company would need
to assess the changes to qualifying
costs in order to understand the
impact on their UK and global R&D
claims position.
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Uruguay

Public Consultation — New CIT provisions

The Executive Branch has presented a draft bill of
law for public consideration. The bill was sent to
Congress for consideration on July 28. This draft
includes new Corporate Income Tax (CIT)
provisions that comply with the government's EU
commitment to amend the current CIT rules that
could be considered potentially harmful and
encouraging unfair tax competition.

The draft proposes to tax by CIT certain items of
passive income obtained by entities of
multinational groups when the assets are
exploited outside Uruguay, and then grant an
exemption to the extent they comply with
substance requirements. These requirements
include:

* Income from patents and registered software
when not considered as ‘'qualified income'
(defined as the amount resulting from applying
a coefficient to the exploitation proceeds of
such rights, in line with the 'nexus approach' of
the OECD recommendations).

Income from real estate vyields, dividends,
interests, royalties, capital gains for the
transfer of the assets that generate such
income, obtained by an entity are not
considered qualified. An entity will be deemed
qualified to the extent it has an adequate
economic substance during the fiscal year,
which will ultimately depend on certain
requirements on which the regulations will
further elaborate.

PwC observation:

The draft bill aimsto amend the EU observations
on some potentially harmful aspects of the tax
system. After the Public Consultation period

ends, the final bill of law will be submitted to
Congress for consideration of being passed
before the end of 2022. The objective is an
effective date of January 1, 2023.
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Colombia
Significant Economic Presence: Taxation of the Digital Economy In Colombia

In order to tax the income earned by digital + (iii) Maintains an interaction or promotion
economy companies who develop their display with three hundred thousand or more
operations in Colombia, the recently elected Colombian users during the taxable year, and
government proposed to include the Significant allows them to view prices and make
Economic Presence (SEP) concept in its payments in Colombian currency.

proposed tax reform bill. Per this new concept,
income earned by a nonresident that is
attributable to its SEP, will be subject to
Corporate Income Tax at the general rate (35%

The SEP has not yet been enacted as a law, and
this is not yet enforceable.

for 2022).

. . . . : PwC observation:
A nonresident entity will trigger a SEP in - : :
Colombia when it fulfills any of the following Significant Economic Presence is a new
conditions: concept that mainly targets nonresident entities

of the digital economy. Although the conditions

* () Obtains annual gross revenues of COP that trigger a SEP are far less demanding than

1,189,525,200 (Approx. USD 290K for 2022)
from transactions involving goods or services
with persons in Colombia.

those that trigger a Permanent Establishment,
the consequences/implications are the same for
both. Subject to case-by-case analysis, tax
 (ii) Uses .co domains or Colombian websites. treaties enforceable in Colombia will provide
relief to income that is attributable to a SEP.
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United States of America (the)
US Book Minimum Tax

President Biden signed into law the Inflation
Reduction Act (the Act) on August 16. One key-
revenue raising provision is a 15% minimum tax
based on adjusted financial statement income (book
minimum tax, or BMT). This Insight focuses on certain
international aspects of the BMT. The BMT is effective
for tax years beginning after December 31, 2022. (For
a general overview of the BMT see prior PwC Insights,
Senate passes 'Inflation Reduction Act' reconciliation
bill and Corporate book minimum tax to be effective
for 2023.)

For more details see our PwC Insight.

PwC observation:

The legislation delegates a number of issues to be
determined by Treasury, both explicitly and implicitly.
Potentially affected taxpayers should expect
extensive regulations interpreting and supplementing
these provisions. If the IRS and Treasury do not
issue guidance before the BMT’s effective date,
taxpayers may need to take positions based on a
reasonable interpretation of the statute.Companies
should start preparing as soon as possible for the
2023 effective date.
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France
Administrative Supreme Court recognizes tax credit fox taxes paid abroad on dividends

Under the French participation exemption regime, 95% of the net dividends received from
subsidiaries may be excluded from the Corporate Income Tax (CIT) basis of parent companies
established in France that hold at least 5% of the subsidiaries’ issued capital. The remaining 5% of
the dividends are subject to CIT at standard rate.

The position of the French tax authorities was that the add back of 5% of the dividends should not
be considered as taxation, which prevented parent companies established in France from claiming
a tax credit in France for the withholding tax paid abroad for such dividends.

In a July 5, 2022 decision, the French administrative Supreme Court ruled the add back of 5% of
the dividends should be considered a genuine taxation in France. This decision therefore renders
possible a claim by the parent company for a tax credit in France.

PwC observation:

MNEs with holding companies in France should assess the opportunity to file a claim in order to

benefit from a tax credit in France. For dividends paid in respect of the 2019 financial year (CIT
paid in 2020), the deadline for filing a claim is December 31, 2022.
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Glossary
ATAD Anti-Tax Avoidance Directive EU European Union
ATO Australian Tax.Office MNE multinational enterprise
BEPS Base Erosion and Profit Shifting NID notionial interest deduction
CFC controlled foreign corporation OECD Organisation for Economic Co-operation and Development
CIT corporate income tax PE permanent establishment
CTA Cyprus Tax Authority R&D research & development
DAC6 Erlr,lag;):rr:]cilngrective 2018/822/EU on cross-border tax SBE Same business test
DST digital services tax SIBE Similar business test
DTT double tax treaty VAT value added tax
ETR effective tax rate WHT withholding tax
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