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] ] Invoice Flow ]
Taiwan/China Goods Flow ~ _TOIRe 77oW > Russia
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Local Supply e /

Import Export
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France Italy Czech Republic
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Tax audit trend in Europe

Additional information requests:

— Some countries, like France and
Germany, issue detailed written
questionnaires
Extra-territorial information (e.g.:

Tax reassessments are

significant in terms of
amount.

margins, tax regime of foreign
companies) may be requested
Possible requests for administrative

THOTCHTCUCTIERPPICe assistance from foreign tax

authorities

. eap
PwC Taiwan &5 24



| . .
Hot topics for European tax audits

(1) Transfer
pricing

(3)Intangibles

(5)Permanent
establishment

PwC Taiwan &
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|
(1) More and More TP documentation regulations

|
Dutch Muustry of Finance issues

new Decree on the arm’s length
principle

November 26,2013

In brief

L]
CZ ech R EP u b ll Cs M an da t‘_) r'y On November26, 2013 a new Decree of the Dutch Ministry of Finance was published in orderto provide

further guidance onthe application of the arm’s length principle. The official implementation date ofthe

reporting of related-party  ecreissovemberis 201

transactions

August 11, 2014

In brief

The Czech Tax Administration recently announced a new reporti
corporate income tax in the Czech Republic who have transaction
will be obliged to file a separate disclosure form “Overview of Tra
filing their corporate income tax return (CITR). This disclosure fi
periods starting on or after 1 Jannary zo14.

PwC Taiwan &

Since 1 January 2002, specific transfer pricing provisions have been included in Article 8b ofthe Dutch
Corporate Income Tax Act. The Dutch transfer pricinglegislationis largelybased onthe OECD
Guidelines, with some modificationsto reflect Dutch business practices.

elinesand
:zof30

French Tax Authorities released final
version of the “light” transfer pricing
documentation form

September 25, 2014

In brief

The Law against tax fraud and economic financial erime dated 6 December 2013 introduced new transfer
pricing documentation filing obligations.

French entities subject to the contemporaneous transfer pricing documentation requirements are
required to file with the French Tax Authorities (FTA) a document providing specific information on

their transfer pricing policy. 46



| European distribution activities

Intercompany transaction

. Sale of goods
Foreign > European European market
Manufacturer subsidiary p

Main topics addressed by European tax authorities

o Justification of the TP policy

* Recurrent losses (if any)

* Operating result

* Debate on benchmark comparables

* Positioning of operating margin within the range of comparables
e Audit of implementation of TP policy and year-end adjustments
« Existence of non-operating expenses

PwC Taiwan &
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|
Profit allocation to marketing intangible

Only acts as a routine distributor of

furniture developed and distributed

by Co. A. = Profit recognised on 2-
3% ROS (taxable profit $3M,

tax $0.9M)
@ Lb owner Furniture Furniture
(@ EUR82M) (@ EUR100 M) ! ,' -
] ] ¥
R&D gnd Distributor (Opex EUR15M) Customers
manufacturing (Cost i (Germany)
and Opex EUR60M) *Decentralization Around 70 staff
model with high
local autonomy
« Sal d
mailfest?r?g strategy Co. B has been actively involved in the development
+Develop German of German market, which creates a marketing
market intangible. Therefore, Co. B’s activity should
share a profit split of %2 derived from the sales
@ of furniture. The single year TP adjustment is
EUR9.5M with additional tax liability of EUR2.85M.
German tax authority The normal audit period is 3-5 years.
PwC Taiwan &3

Real-life cases with jurisdictions and figures being replaced to protect confidentiality

48



Intercompany services

Intercompany transaction

Services
Foreign Head Office > Eur(fp.ean
subsidiary

Main topics addressed by European tax authorities

« Would a third-party have paid for such services?
— Benefit test
— Duplication test
— Documentation
e Cost base charged: Exclusion of shareholder costs
e Method for allocation of costs
e Arm’s length nature of mark-up applied

PwC Taiwan &
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Shared services

Co. A * Regional headquarter
(Netherlands) * Shared service company

/ Service fee
Co.C Co.D
(Spain) (France)

Provide back office services
such as management, finance,
tax and legal services

Co. E
(Germany)

Group’s trading companies @

Z— German Tax authority

Questioned about:-

(1) Breakdown of the service fee details and nature of the services;

(2) Whether the service fee includes shareholder costs;

(3) Does Co.E has internal resource which can perform the same functions;
(4) Whether Co. E receives any benefits from the services.

PwC Taiwan &
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| . .
Hot topics for European tax audits

(1) Transfer
pricing

(3)Intangibles

(5)Permanent
establishment

PwC Taiwan &

51



|
(2) Restructuring costs

O Restructuring costs incurred locally by European entity
Main topics addressed by European tax authorities

«  Which entity has decided the restructuring?

« What is the business rationale of the restructuring?

« What is the own interest of the European company to undergo the
restructuring?

« Analysis of the possible conversion issues (e.g., exit charge)

e Documentation?

PwC Taiwan & 52



| .
Transfer of function

Exit
Cost plus charge
T tax
—Basist RE5—
Sale of goods Sale of goods oy
Manufacturer Sebisainarader Customers
(Germany)
Service fee
Sale of goods Sale of goods

Regional trading

In a third party condition, Co. B may not want to
transfer the customer list and sales function to Co.
C without remuneration. The restructuring
decision is made by Co. A. Co. B should be
remunerated accordingly for the transfer of
function and therefore, exit charge tax should be
@ imposed

. st German Tax authori
PwC Taiwan &35 v

Real-life cases with jurisdictions and figures being replaced to protect confidentiality
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| . .
Hot topics for European tax audits

(1) Transfer
pricing

(3)Intangibles

(5)Permanent
establishment

PwC Taiwan &
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(3) Intangibles

Main topics addressed by European tax authorities

Transfer of IP

e Isthis the real transfer?
 What should be the remuneration?

» Legal ownership is guiding but economic ownership is key (development,
enhancement, maintenance, protection and exploitation)

Use of IP (Licensing)

« What are the actual benefits received by licensee in respect of the intangible
assets licensed?

« Is it possible for the licensee to claim for any rights under “economic
ownership” (e.g. marketing costs for a trademark)?

« Reasonableness of the royalty calculations

PwC Taiwan & 55



Transfer of IP

@ —

Italian Tax authority

The Italian company had the obligation to file
income tax returns in Italy pursuant to the
presumptive “fictitious foreign corporate residence”

»

regime, commonly referred to as “deemed residence”.

, Trademark sold @
1 i © EUR360m
(Actual value: ard
Trademark EURa1billion) x
owners "\ Not arm’s
(Ttalian > length!
Managemen

team %

~

o

O

income

Performed mere
secretarial
function

PwC Taiwan &

/Ruhnm

income tax rate: 4%
laxrate: 4%

Receive royalty

CEO, CFO, Legal counsel
were sentenced to prison
because of avoiding EUR
600M tax.

56




Use of IP — Commonly seen challenges on royalty
charge

Example arguments that tax authorities may raise:

No royalty in the past, so royalty must have been +Value of the IP (e.g., Group name) is too low to
included in the transfer price. warrant a royalty.

«Some affiliates already pay a royalty instead of
participation in the R&D cost sharing and the HQ
cost sharing, i.e. duplication of royalty charges.

«Affiliate is called [Group] and cannot pay a
royalty for its own name.

«Value of the Group name has been developed by

«Royalty may have to be included in customs value. local affiliate.

. eap
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| . .
Hot topics for European tax audits

(1) Transfer
pricing

(3)Intangibles

(5)Permanent
establishment

PwC Taiwan &
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(4) VAT

Main topics addressed by European tax authorities

» Transactions not subject to VAT (e.g., service, export, intra-
community supply, etc.)

e Matching with records (e.g., VAT filing and import data)
e Triangulation transaction

e Documentation compliance (e.g., invoice)

PwC Taiwan & 59



| . .
Non-compliance cases in EU VAT
Case sharing — Inconsistency of the consignee’s name on the

import declaration form

I
I

I

I

1

I _

I 5

Forwarder clears customs on behalf of Co. C

~ N
e Correction of the information on the
importation declaration form and explanation
letters will be required by the local tax
authority.

e Violation may attract local tax authority’s
attention and give rise to further audits.

PwC Taiwan &3

Since Co. C did not have any
physical presence in the
Netherlands, it had to engage a
forwarder for customs
clearance. However, the
forwarder used the wrong
consignee’s name on the
import declaration form and
attracted local tax authority’s
attention for further audits.
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| . .
Hot topics for European tax audits

(1) Transfer
pricing

(3)Intangibles

(5)Permanent
establishment

PwC Taiwan &
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|
(5) Permanent establishment

Negotiation of selling
price and contract terms

Co.C

Sale of clothes (Italy)
@ EUR 30 M
Wholesaler /
Retailer
ManufaCturer \»
Service fee on
cost plus
EUR 550 K o

L

Designers & sales team

Ope. Cost EUR 500K, Ope.
Profit EUR50K, Tax EUR15K

Co. B is an agent of Co. A thus it
should generate profit based on
2% ROS. The single year
additional tax is EUR 165,000

Ttalian Tax authority

PwC Taiwan &5

Real-life cases with jurisdictions and figures being replaced to protect confidentiality
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