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TAXATION, JOHNSON & JOHNSON




AGENDA

Welcome

The OECD’' s Perspective on Tax
Tax Reform: China

Tax Reform: India

Tax Reform: Mexico

Q&A



MODERATOR
T. TIMOTHY TUERFF — PARTNER,

WASHINGTON NATIONAL TAX,
INTERNATIONAL TAX, DELOITTE TAX LLP




POLLING QUESTION #1

In your opinion, what is the most pressing issue in
international taxation?

Competitiveness of tax rate

2. Exemption vs. credit system
3. Taxation of CFCs
4. No particular issue is of greater importance than

others

4 ©2010 TCPI



THE OECD' S PERSPEC(
ON TAX REFORM > =

JEFFREY OWENS — DIRECTOR, CENTRE FOR
TAX POLICY AND ADMINISTRATION,
ORGANISATION FOR ECONOMIC CO-

OPERATION AND DEVELOPMENT (OECD)




POLLING QUESTION #2

How do you rank the importance of non-resident
taxation rules in making investment decisions?

1. Critical

2. Veryimportant
3. Slightly important
4. lIrrelevant
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TAX REFORM: CHINA

ANDREW CHOY — PARTNER, CHINA DESK, ERNST
& YOUNG LLP




CHINA: MAJOR TAX UPDATES

Strengthening of Tax Collection and Administration on non-residents:

Guoshuifa [2009] No. 3 on all passive incomes

Guoshuihan [2009] No. 81 on dividends

Guoshuifa [2009] No. 124 on all incomes covered by DTAs
Guoshuihan [2009] No. 507 on royalties

Guoshuihan [2009] No. 601 on dividends, interest, and royalties

Do To Io Do To I

Guoshuihan [2009] No. 698 on capital gains

Timeline for the issuance of the relevant circulars:

Circular 3 Circular 81 Circular 124  Circular 507  Circular 601 Circular 698

| l l ll | l | | l ll l l ll | l |
| l l | l | | l | l l | l
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CHINA: MAJOR TAX UPDATES

Administrative measures on non-residents enjoying treaty
benefits:
A Circular Guoshufa (2009) No. 124 issued on 08/24/2009;

Effective 10/01/2009, entitlement to tax treaty benefits requires
pre-approval or registration.

A

A Retroactive application for tax treaty benefits and refund of tax
overpaid limited to three years.

A

Completion of the treaty claim form needs to be supported by
documentation such as a tax residence certificate, contracts,
agreements, payment receipts, etc. All documents must be in
Chinese or translated into Chinese and submitted before a tax
liability arises and/or a tax return filing is due.
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CHINA: MAJOR TAX UPDATES

China c¢clari fi es benefici al
e Circular Guoshuihan (2009) No. 601 issued on 10/27/2009

e Setting out guidelines on the interpretation and determination of
the term fbeneficial ownerounder double tax treaties, applicable
to the dividend, interest and royalty articles of the relevant Sino-
foreign tax treaties.

. Benefici al owner |l S a person
dispose of the income or the right to income and assets.

A beneficial owner is supposed to conduct substantive business
operations. The tax authorities will apply both a technical test
and a substance-over-form test. Circular 601 provides a list of
factors that may be disadvantageous.
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CHINA: MAJOR TAX UPDATES

China issued new rule on indirect share transfer:

A

11

Circular Guoshuihan (2009) No. 698 issued on 12/15/2009 with
retroactive effect from 1/1/2008 (transactions completed during 2008
and 2009 would be subject to the relevant requirements).

If a non resident investor indirectly disposes of its equity interest in a
Chinese resident company by selling the shares of an intermediate
holding company located in a jurisdiction where the effective tax rate is
lower than 12.5% or which exempts offshore income from tax, the non-
resident investor would be required to submit extensive documents to
its in-charge tax authorities.

Offshore conduit company holding shareholding in Chinese entities
without reasonable commercial purpose would be disregarded for
Chinese capital gain tax purpose.

©2010 TCPI



CHINA: MAJOR TAX UPDATES

i ess Tax transitional arr
t act s’

BuUs

con .

A Circular Caishui [2009] No. 112 issued on 8/25/2009
A

A

n
I

Contracts signed on or before 12/31/2008 but completed afterwards.
Old business tax regime continue to apply until the end of

12/31/20009.
New Rule | Old Rule
Services rendered outside China by nonresident Taxable Non-taxable
service providers to Chinese service recipients
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POLLING QUESTION #3

Given the growth in business activity in China, what
impact have the Chinese tax law changes had on the
time and expense devoted to China tax matters?

1. Significantly more time allocated

2. Slightly more time allocated

3. About the same

4. | am not directly responsible for Chinese tax issues
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TAX REFORM: INDIA

DWARAK NARASIMHAN — DIRECTOR,

INTERNATIONAL TAX,
PRICEWATERHOUSECOOPERS LLP




DIRECT TAX CODE —BACKGROUND

A Current domestic legislation — Income-tax Act, 1961
- Almost 5 decades old
- Over 5,000 amendments

ADr aft Direct Tax Code (“I
incorporate contemporary developments of last 2
decades; examples
- E-commerce
- Qutsourcing
- Cross border investments

A Applicable from financial year April 1, 2011 (some
provisions could apply earlier - April 1, 2010)
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OBJECTIVES AND APPROACH

A Stated objectives
- Simplicity
- Minimizing litigation
- Broadening the tax base, including minimizing
exemptions

Will the objectives be met?
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OVERVIEW OF KEY CHANGES

Positive

Lower tax rates

Introduction of APA and
safe harbour rules

Indefinite carry forward
of business and capital
losses

Negative Circumstantial

Introduction of sweeping Changes in capital gains
General Anti Avoidance Rules | legislation

Treaty override provisions

Minimum Alternative Tax

Residence status of foreign
companies

Comparable issues for foreign companies and Indian

subsidiaries of foreign multinationals

17
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OVERVIEW OF TAX RATES

Foreign companies Existing (%) * Proposed (%)*
Corporate tax 40 25

Branch Profits Tax - 15

Capital gains tax Varying 30
Royalty / FTS 10 20
Indian companies Existing (%)* Proposed (%)*
Corporate tax 30 25

DDT 15 15

MAT 15% on book profits 2 / 0.25 on assets
Capital gains tax Varying 25
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KEY ISSUES

A GAAR
- Sweeping powers given to tax officials

A Treaty override
- Existing provisions of beneficial choice overturned?
- Will GAAR override treaties?

A Minimum Alternative Tax
- Applicability to foreign companies
- Multiple level taxation
- Availability of credit?
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DUAL GST —CURRENT STATE OF PLAY

Proposed Dual GST Model

T

| ;
Existing Rate: 19-20% Existing Rate: 10%
GST: 16 % GST: 16 %
8%- CGST 8%- CGST
8%- SGST 8%- SGST
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DUAL GST —CURRENT STATE OF PLAY

Taxes Subsumed in Dual GST

-

' '

Central Taxes CGST SICICHEYGCS SGST

ACentral Excise A VAT
AAdditional duty of customs A Entertainment tax

AService Tax A Luxury tax
A Lottery taxes

A State cesses & surcharges

CST will be phased out
21
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KEY TAKEAWAYS

A Attempt at simplification, but some concerns

A Key hurdles
- Treaty override
- GAAR
- APA
- Minimum Alternative Tax
- Residential status
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POLLING QUESTION #4

The growth in Indian investment activity that | have
been involved with has been primarily related to:

1. Provision of services

2. Development of technology

3. Production of tangible goods

4. | am not directly involved with operations in India
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TAX REFORM: MEXICO

PIERRE-HENRI REVAULT — RODRIGO FERNANDEZ — SENIOR
PARTNER, INTERNATIONAL MANAGER, INTERNATIONAL
CORE OF EXCELLENCE (ICE) TAX, DELOITTE TAX LLP
GROUP LEADER, DELOITTE TAX
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MEXICO TODAY: REASON FOR A CHANGE

ASlow down in economy (reduced tax collection)
Alarge dependence on one industry
AHistory/tradition of low income taxation

ATax avoidance
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MEXICO TODAY: BACKGROUND OF THE 2010 TAX

REFORM

A Due to the current economic environment, the Mexican government
promoted a tax reform by the end of 2009, in order to face the drastic fall
in revenue generation, and be able to maintain solvent public finances in
the midterm, and stimulate economic recovery and growth, employment
generation and keep fighting poverty.

A Mexico historically has depended on revenues from oil exploitation, and
recently, due to a dramatic drop in its production, there has been a
significant oil revenues contraction, which has added up to the current
recession phase, and urges the need of changes to the tax policy seeking
for alternative revenue sources.

A Additionally, revenues from taxes in Mexico represent a significantly
lower % with respect to its GDP (9.4% in 2007), in comparison with the
average of OECD countries (24.7% in 2007).

A For these reasons, among others, the Mexican government has expressed
its need to increase the tax collection, and provide more efficient
administrative methods among taxpayers, and tax evaders.
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MEXICO TODAY: GOVERNMENT OBJECTIVES / CONTEXT

OF THE 2010 TAX REFORM

In order to face the midterm crisis the Mexican
government objectives are based on the following

iInstruments:
ATurn to a temporary and reasonable deficit
AUse non-recurrent revenue sources and savings

AGovernment expense cuts
Alncrease permanent tax collection (Tax Reform)
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TAX POLICY MEASURES

The tax reform covers different sources expected to provide an expansion
of the public -sillevenues’ base (non

1. Excise taxes and other contributions associated with consumption

A New 3% tax on public telecommunications services (with some
exceptions)

A Temporarily tax increase on alcoholic beverages and beer
A Additional charges on cigarettes or worked tobacco sold or imported

A Tax increases from 20% to 30% on games of chance involving bets
and raffles

A VAT increases from 15% to 16%, and from 10% to 11% in border
zones
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TAX POLICY MEASURES (CONT.)

2. Taxincreases on income/cash deposits

A Temporary income tax rate increase from 28% to 30% (30% for 2010-
2012; 29% for 2013; 28% for 2014)

A Changes on the tax consolidation regime (income tax deferral limited
to 5 years)

A Cash deposits tax increases from 2% to 3% (exemption limit is
reduced)
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TAX POLICY MEASURES (CONT.)

3. Administrative efficiencies

A Simplify tax compliance by taxpayers (i.e. enforce the use of digital
invoices/receipts since 2011)

A Information on deposits, services, trusts or any kind of operations
provided by financial institutions to tax authorities

A Tax authorities may request account statements for credit cards,
debit cards, service cards of taxpayers to financial institutions

A Immediate collection of the due and payable tax after a third
unanswered request by taxpayers

A Seize taxpayers assets or business if obstruction of a tax inspection

ATax authorities may freeze taxpa
institutions

AAddi tional restrictions and repo
auditors
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POLLING QUESTION #5

Increases in Mexico VAT and corporate income tax will
have the following impact on my operations in
Mexico:

A significant tax cost increase

2. Aslight tax cost increase
3. No tax cost increase
4. | am not directly involved with operations in

Mexico
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POLLING QUESTION #6

Other countries that are of interest to me regarding
tax law changes and tax developments

UK
Japan
France
Vietham

Canada

o Uk W E

Korea
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Join us at the 11t" Annual Tax Policy &
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Tax Reform: In Search of a 2Lentury U.S.

Tax System
Making a World of Difference

February 24 — 25, 2010
The Ritz Carlton
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ABOUT TCPI

The Tax Council Policy Institute (TCPI), which was created In
1997, is a 501(c)(3) neaprofit and nonpartisan public policy
research and educational organization. TCPI was created to
help bring about a better understanding of significant federal
tax policies that impact businesses and the national economy
through careful study, thoughtful evaluation and open
discussion.
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ABOUT DELOITTE

Deloitterefers to one or more of Deloitte Touche Tohmatsu, a
Swiss Verein, and its network of member firms, each of which is
a legally separate and independent entity. Please see
www.deloitte.com/us/about for a detailed description of the
legal structure of Deloitte Touche Tohmatsu and its member
firms. Please see www.deloitte.com/us/about for a detailed
description of the legal structure of Deloitte LLP and its
subsidiaries.
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This presentation contains general information only and is
based on the experiences and research of the presenters. TCPI
and Deloitte are not, by means of this presentation, rendering
business, financial, investment, 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.
TCPI and Deloitte, its affiliates, and related entities shall not be
responsible for any loss sustained by any person who relies on
this presentation.

©2010 TCPI



