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Iceland

Iceland initiates public consultation on Pillar Two tax legislation

The Ministry of Finance and Economic Affairs in
Iceland launched a public consultation regarding draft
legislation to implement the Pillar Two global minimum
tax rules on 5 June 2025.

The draft law incorporates the income inclusion rule
(ITR) and qualified domestic minimum top-up tax
(QDMTT) elements of the Pillar Two framework but
does not currently reflect most of the OECD’s
Administrative Guidance. Notably, it establishes a
QDMTT safe harbor, under which the IIR and UTPR
top-up tax in Iceland would be considered zero for
jurisdictions applying a QDMTT, provided certain
conditions are met. Additionally, a placeholder for a
safe harbor provision is included, with further details to
be provided in the future.

For the QDMTT, the calculation of the effective tax rate
and top-up tax liability would generally follow the
global anti-base erosion (GloBE) rules. However, for
QDMTT purposes, cross-border taxes such as controlled
foreign corporation (CFC) taxes and withholding taxes
on intragroup dividends—normally allocated to
domestic entities under GloBE—must be excluded.

Regarding compliance, the GloBE information
return (GIR) must be submitted within 15 months
after the end of the relevant fiscal year, except for
the first year, where the deadline is extended to 18
months. If a GIR is filed by a foreign constituent
entity, a notification must also be submitted
within the same timeframe.

PwC observation:

The proposed legislation, while Iceland is not an
EU member, is largely consistent with the EU
Minimum Tax Directive. It introduces a QDMTT
and an IIR applicable for fiscal years starting on
or after December 31, 2025. A decision on the
adoption of the undertaxed profits rule (UTPR)
has not yet been made.
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Italy

Hybrid mismatches: New deadline for penalty protection documentation

The Italian Government, on 6 December 2024, approved
the Decree implementing the penalty protection regime
for hybrid mismatch arrangements (the Decree) based
on anti-hybrid documentation as set forth by Decree no.
209 published in December 2023.

The anti-hybrid documentation must be digitally signed
and timestamped by the due date, which according to

the Decree, was June 2025 for FYs 2020, 2021 and 2022.

Now, for such FYs, with the extension provided by Law
Decree No. 84 of 17 June 2025 taxpayers are given:

. an extra 4 months if they are calendar year
taxpayers, the new deadline being 31 October 2025;

. up to even one year if they are non-calendar year
taxpayers (exact deadline depends on their fiscal
year closing date).

In summary, the deadline to prepare the documentation
for FYs 2020, 2021 and 2022 is now aligned to the
deadline provided for FYs 2023 and 2024: the
timestamp on the documentation should be put by the
deadline to file the tax return for the fiscal year in
progress on 6 December 2024 (i.e. 31 October 2025 for
calendar year taxpayers).

The preparation of the proper documentation
in accordance with the provisions of the
Decree is of critical importance for Italian
taxpayers part of multinational groups, as the
penalty-protection regime:

. protects them against the application of
administrative penalties;

. ensures that they have ready-to-exhibit
and adequate supporting documentation
against the application of anti-hybrid
rules (AHR) in case of a tax audit;

. proves to be beneficial in the context of a
due diligence process, and

. is evidence of proper management of
internal tax risks, also in case of
taxpayers entering the cooperative
compliance regime.

Please refer to our dedicated tax insight for
more details.

PwC observation:

Taxpayers that did not prepare the documentation
for FYs 2020, 2021 and 2022 now have the chance
to take advantage of the extended deadline and get
the penalty protection. Meanwhile, taxpayers that
had already prepared the documentation within
the initial deadline of June 2025 can choose to
reopen their documentations for further in-depth
analyses if they wish to.
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Italy
CFC regime amendments and changes to tax loss carry forward rules

Law Decree No. 84 of 17 June 2025,
introduced a few amendments to the
Controlled Foreign Company (CFC)

regime as summarized below:

QDMTT is indeed relevant for the
computation of the effective tax rate of
the foreign entity. The Law Decree
amends the criteria to be used for
allocating the Qualified Domestic
Minimum Top-up Tax (QDMTT) to the
foreign controlled entity. The new rule
gives relevance to the QDMTT
allocation criteria adopted by the
jurisdiction of the foreign entity.

When opting for the rule providing a
15% taxation on the adjusted profit of
the foreign entity, it is now clarified
that dividends paid by the foreign
entity will be no longer taxed in Italy
up to the amount of the adjusted profit
(already taxed at 15% rate) and that,
any portion exceeding the adjusted
profit, is taxed only for 5% of the
amount (1.2% effective tax rate).

Law Decree No. 84 also amended the tax attributes forfeiture
rules that provide for a specific threshold to the amount of
the tax attributes carried forward (i.e. tax losses, interest
expenses, NID) by the Italian entity upon specific
transactions such as: transfer of the majority of the Italian
shares, mergers, demergers and in-kind contribution of
business.

In particular, the threshold to the tax attributes amount that
is allowed to carry forward is equal to the market value of the
entity as long as sworn third-party appraisal is prepared
(otherwise accounting net equity threshold applies). Such a
market value shall however be adjusted in case of net equity
contributions occurred during the 24-months preceding the
extraordinary transaction.

PwC observation:

The election for the 15% alternative CFC regime may be
favorable especially where controlled foreign entities are
located in zero tax or very low tax jurisdictions.

Tax attributes forfeiture rules shall be duly considered in
case of extraordinary transactions (including indirect
transfer of Italian shareholding) by each parties involved
(seller and buyer): the opportunity to prepare the third-
party appraisal can prevent forfeiture of tax attributes.
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Mexico

Key tax considerations for FTC and exchange rate effects in Mexico

Mexican legal entities, resident in
Mexico for tax purposes, are subject to
worldwide taxation, meaning they
must pay Mexican income tax on their
global income regardless the source of
the same. To avoid double taxation,
Article 5 of the Mexican Income Tax
Law allows these entities to credit
income taxes paid abroad against their
Mexican income tax liability, but only
for taxes paid on income that is also
taxable in Mexico. Under certain
scenarios and circumstances, provided
there is no limitation based on the
applicable rules, Mexican legal entities
that own at least 10% of a foreign
subsidiary may also claim an indirect
credit for income taxes paid by the
subsidiary on profits distributed as
dividends. This credit could also be
available, under the applicable
limitations and requirements, for
subsidiaries at a second-tier level.
Taxpayers should consider the
following in connection with this
indirect credit for income taxes by the
subsidiary.

1.

The exchange rate to be applicable for the
indirect credit, given that the conversion to
Mexican pesos must be made using the
exchange rate published in the Official Gazette
prior to the last day of the fiscal year to which
the profits, from which the dividend or income
is paid, correspond. This means that while the
dividend would have to be converted and
taxed in Mexico considering the foreign
exchange rate on date the dividend was
received, the relevant and corresponding
exchange rate for the FTC is not the one on the
date the dividend was received, but rather the
one published before the last day of the fiscal
year in which the foreign entity generated the
profits being distributed.

The above is crucial, especially considering
that while historically the Mexican peso / US
dollar exchange rate has been consistent and
generally it increases over time, there are
some fiscal years, such as fiscal year 2023,
during which the Mexican pesos strengthened.
This could have an important impact when
modeling available FTC and its limitations,
potentially leading to less available FTC on
Mexican pesos paid abroad to offset current
fiscal year liabilities in Mexico.

2.

It is also key to maintain detailed records that clearly identify the fiscal
year to which the distributed dividends or profits correspond. This
documentation is necessary to support the application of the correct
exchange rate and to demonstrate compliance with the requirements of
Article 5, as well as to have the ability to pick and choose the fiscal year
to which the distributed dividends or profits correspond, once the
applicable modeling is completed.

PwC observation:

When addressing Mexican implications in connection with foreign tax
credits, it is essential to understand the specific requirements set forth
in Article 5 of the Mexican Income Tax Law, especially when dealing
with indirect FTC, applicable for the amount of corporate income tax
paid by the foreign subsidiaries, that can be indirectly credited in
Mexico when dividends or profits are distributed back to Mexico.

The correct determination of the foreign tax credit in Mexico hinges on
the precise application of the exchange rate rules established in the
Mexican Income Tax Law and the maintenance of comprehensive
records that link dividends or profits to their corresponding fiscal years.
For fiscal year 2023 or years when less Mexican pesos were needed to
get US dollars, special attention must be paid to the exchange rate
applicable for the indirect FTC, as this will determine the peso value of
the foreign tax credit. Proper compliance with these requirements is
essential to maximize the credit and avoid potential challenges with the
tax authorities upon audit.

20



A1 75 ]
RENNRS : MNERITERR

AP HAEL —RMEITELR T REMB ., -
EERELERE - LEEITEFIBMEARZL -

B 2025 F5 22 HEERBAMEESES
"ot ) WEE  OIE2ERL - BIERER
20% O] IZBNHIBR - 40 - BEELIFIER 80% BIM A
EMAEWMOELPIRITE -
ARZEMBF LU RITENEEATESES - 85F
MENEEMITERE AIFEELEREATE R
MENRNIGRY)  ERFEHEEREE  WRIE
B OEREEE  REEABRITEEE - B
FLUTENRWEE Y ERARKENSSZE -
BIEEMNE - KESBBEEHE MABIEEN
EEEYEE -

BRIEEEEA R LR - MR ABBILBIRE
(Bl - EWPIES)  MEMARATIBETEER
AEA - BINBE—EFIIMER - AR5 KIEME
LEHAUNEIEE  JEERRENRHHTEERE
DEER -

B ERR

BARIREMS S REAARER D - EARR
SENTERBESEETERENMBER - M
AERHERIBHRINEERE - BPAEHH
E—1% - R AT ERESHEAMES - BLEE
szl ERUERBER -

21



New Zealand

Investment Boost — accelerated depreciation incentive

New Zealand recently introduced an accelerated
depreciation scheme, the “Investment Boost”. The
regime is aimed at promoting economic growth and
encouraging companies to enhance their capital
expenditure strategies.

New capital assets purchased, or that become
‘available for use’ for the first time, from 22 May 2025
can be partially expensed by allowing 20% of the cost
of the asset to be immediately deducted. Standard
depreciation can also be claimed (based on the
remaining 80% of the cost basis).

Most assets that are depreciable for tax purposes will
qualify, including new commercial and industrial
buildings (despite these not being eligible for
depreciation deductions). Improvements may also
qualify if the relevant eligibility criteria are met.
Certain assets that are not classed as depreciable
property, but are allowed depreciation-like deductions,
are also eligible under the Investment Boost regime —
including improvements to farmland, aquaculture
business, forestry land and the planting of listed
horticultural plants.

There is no cap on the value of the asset or restrictions
with respect to the taxpayers’ own eligibility (e.g.,
revenue thresholds, etc). The Investment Boost is an
optional deduction. There are some exclusions, such
as trading stock and some types of intangible property,
and depending on circumstances there may be some
level of claw-back upon a future disposal.

PwC observation:

The Investment Boost has been widely welcomed in
New Zealand. Businesses operating in New Zealand
should consider their eligibility for Investment Boost
as part of their up-front capital project planning. As
with all new regimes, there are particular nuances
that will need to be worked through by taxpayers to
determine how the regime applies to their specific
facts.
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New Zealand

Infrastructure investments — thin capitalisation review

In response to concerns about the impact of current
thin capitalisation settings on foreign investment in
New Zealand infrastructure projects, the Government
has allocated funding in its latest budget for a
consultation process of the current regime. The
objective is to update the current settings to
encourage investment in privately-owned
infrastructure projects in New Zealand. The
proposals are in line with the broader goal of
enhancing New Zealand’s capital intensity and
productivity through attracting foreign direct
investment to help meet New Zealand’s
infrastructure deficit.

The consultation document released by Inland
Revenue acknowledges that there are genuine
commercial drivers for infrastructure projects to be
significantly debt funded more than the current safe
harbour limits, and that a denial of interest
deductions under the current settings may act as a tax
barrier to foreign investment.

The consultation considers the following two options:

. A targeted rule that applies only to third party
debt for infrastructure projects only, and

. A more general rule that would apply to all
third-party debt.

PwC observation:

The proposals are at an early stage, and it will be
some time before a law change is enacted. Our
initial view is that a general rule that applies to third
party debt appears more sensible as it is likely to be
complex to define what constitutes eligible
infrastructure projects. Submissions on the
proposals are due by 19 June 2025.
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Germany

Interest on withholding tax levied in breach of EU law

The anti-treaty shopping rules in Section 50d
(3) Income Tax Act (ITA) - as applicable in
the years of dispute (2009 through 2012) -
provide that a foreign company is only
entitled to full or partial relief from
withholding taxes under a double tax treaty
or applicable EU directive (e. g. the Parent-
Subsidiary Directive) if certain conditions are
met, namely if the foreign company meets
certain functional and substance
requirements. In the past, the Federal
Central Tax Office (FCTO) had refused to
refund withholding tax to numerous foreign
shareholders on the basis of Section 50d (3)
ITA which, according to the decisions of the
European Court of Justice (ECJ) in the cases
Deister Holding and Juhler Holding of 20
December 2017 - C 504/16 and C 613/16 was
in breach of EU law (against the freedom of
establishment and in violation of the Parent-
Subsidiary Directive - “PSD”). These
judgments referred to the prior version of
Section 50d (3) ITA (applicable until 2011).

In the case at hand, profit distributions from
a German stock corporation (AG) to its
Austrian parent company were initially taxed
at source. The refund of the withholding tax
for three of the profit distributions was
rejected by the FCTO which was not in line
with EU law.

For a further profit distribution, the Austrian
parent company initially obtained an
exemption certificate according to which the
AG would not have had to withhold the tax.
This exemption certificate was — again
wrongfully - revoked by the FCTO with
reference to Section 50d (3) ITA. Following
the above ECJ judgment Deister Holding and
Juhler Holding, the FCTO refunded the
withholding tax after the proceedings had
temporarily been suspended. However, it
rejected the applications for interest by the
Austrian parent: Interest was not to be paid on
withholding tax if the tax was refunded
following a successful appeal procedure. The
lower tax court, however, considered the claim
to be partially justified and granted the
payment of interest. In the opinion of the
court, the interest period was to begin after the
application has been processed by the FCTO,
i.e. 4 months after the application was
submitted.

The Supreme Tax Court held that the Austrian
parent company was entitled to interest in
accordance with EU law. The interest period
runs from the payment of the respective
advance payment to the refund of the unduly
levied tax. The obligation to pay interest
extends to the entire period during which the
amount was not available for the taxpayer.

In cases where a refund of withholding tax is applied for want of a prior
exemption certificate and where a refund is denied in breach of EU law, the
interest period commences three months after the submission of a formal
and valid refund application. It ends on the day the tax is reimbursed. In
cases where — also in violation of EU law - an exemption certificate is
subsequently revoked by the FCTO with reference to Section 50d (3) ITA, the
interest period runs from the date on which the tax is withheld by the AG
and ends on the date the tax is repaid. Finally, the Supreme Tax Court
clarified that the interest for the respective interest periods must be
calculated to the day and at 6% p.a. for interest periods prior to 1 January
2019.

For more information see our PwC Blog.

PwC observation:

The tax court of first instance based the determination of the plaintiff's
claims on interest periods that were too short. The Supreme Tax Court did
not consider the (initial interest-free) time of four months and 10 days spent
by the FCTO to process the application to be appropriate. Rather, Section
50d (2) sentences 6 and 7 ITA (as valid at the time; current version: Section
50c (2) sentence 6 ITA) specifies that the FCTO must decide on the
application for a tax certificate within three months. The deadline
commences following the submission to the FCTO of all evidence required
to decide on the refund application.

Foreign companies as shareholders that are eligible for a refund of
withholding tax in accordance with Art. 5 of the Parent-Subsidiary Directive
are entitled to interest under EU law if the refund of the tax amounts is
withheld from them in violation of EU law or if - for the same reason - tax is
withheld from the outset.
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India

Delhi bench of the Tribunal rules on India-Cyprus tax treaty benefits

Recently, the Delhi bench of the Income-tax
Appellate Tribunal (Tribunal) upheld the
entitlement to the India-Cyprus tax treaty in
favour of the taxpayer, regarding exemption on
long-term capital gains (LTCGs) from the sale of
shares and lower tax rate on dividend income. The
Tribunal rejected the Revenue’s allegations of tax
treaty abuse and the ultimate beneficiary being a
company based in the US, finding them to be
fallacious.

Tribunal’s ruling and observations

. The Tribunal noted from the gist of board
meetings placed on record that only one of
the directors from US was present in one
meeting. As regards the other meetings held
during the year, only directors based in
Cyprus were present. Therefore, it was
evident that the taxpayer was managed in
Cyprus and not the US. Therefore, findings of
the TO were misconceived and contrary to
the facts on record.

. The source of funds was not in the US but in
various jurisdictions. Once it is established
that the taxpayer is carrying its business
activities in Cyprus and has a tax residency
certificate (TRC) issued by the Revenue
authority in Cyprus, the Revenue’s allegation
that it is a merely pass-through entity is no
longer tenable.

The entity providing corporate secretarial
services to the taxpayer was different from
the entity whose name was mentioned in the
Panama Papers.

The Tribunal noted that the relevant
regulations show that the investing
institutions or persons must pass rigorous
scrutiny before they are granted approval to
invest in shareholding in the stock exchange.
Any shell company endeavouring to make
such an investment will be caught.

The Reserve Bank of India (RBI); Securities
and Exchange Board of India (SEBI); and
Foreign Investment Promotion Board (FIPB)
Unit are reputed agencies performing
various regulatory functions. Approvals
granted by such agencies cannot be
undermined, and said agencies’ procedure of
granting approval cannot be termed as mere
paperwork.

The Tribunal also referred to the ruling of the
coordinate bench. The bench, in a similar
fact pattern, deprecated the Revenue’s
approach in raising doubt over investigations
carried out by various government agencies
before granting approval and allowed the
taxpayer the benefit of the tax treaty

. Resultantly, considering the facts of the case and

documents on record, the Tribunal concluded that the
taxpayer is entitled to the benefits of the India-Cyprus
tax treaty.

For more information see our PwC Alert.

PwC observation:

This is one of the first rulings with a detailed finding on the
tax treaty entitlement after the stay by the Supreme Court on
the Delhi High Court’s decision. The Tribunal reaffirmed the
position that where the documents on record clearly
substantiate that the taxpayer’s head and brain are based in
the country of its incorporation and it holds a valid TRC,
there cannot be a case to deny tax treaty benefits to the
taxpayer. Any allegations of tax treaty abuse or conduit
arrangements in the absence of concrete evidence cannot
vacate the taxpayer’s claim to the beneficial provisions of the
tax treaty. The Tribunal also emphasized that regulatory
approvals from Indian authorities (the SEBI, RBI and FIPB)
involve rigorous scrutiny, and a taxpayer obtaining such
approvals cannot be regarded as a shell or paper company.
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Peru

Peru deposits instrument of ratification for the BEPS MLI

On 9 June 2025, Peru deposited its instrument of ratification
for the Multilateral Convention to Implement Tax Treaty
Related Measures to Prevent Base Erosion and Profit Shifting
(BEPS MLI) with the OECD. This marks a significant step in
aligning Peru’s tax treaty network with international
standards and reinforces its commitment to preventing treaty
abuse and base erosion by multinational enterprises. The
BEPS MLI will enter into force for Peru on 1 October 2025.

PwC observation:

Taxpayers should carefully assess the changes
introduced by the MLI to Peru’s tax treaties,
particularly anti-abuse rules such as the PPT, and
evaluate how these may affect the structuring and
taxation of their cross-border investments.
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Glossary

Acronym Definition Acronym Definition

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

EU Council Directive 2018/822/EU on cross-border tax

DAC6 SBT same business test
arrangements

DST digital services tax SiBT similar business test

DTT double tax treaty VAT value added tax

ETR effective tax rate WHT withholding tax
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