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Global trends: a year (or two) to remember

Shifting economy

Changing model
for tax administration

Accelerating pace
of globalization

M Rapid succession

of legislative and
regulatory changes
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Accelerating pace of globalization

Distinct difference in growth Shifting composition of the Fortune Global 500
rates by region, accelerated by

crisis. By 2015/6, emerging

countries will account for 76% 2000 2010

of all global growth.

Economic influence is being e
rebalanced from west to east R ol gg:: S Sites

— and more quickly than vel 35.8% serld TR

before.

China overtakes Japan output
in Q2 2010.

Chinz 2.2%

\\_E‘hinz 2.0%

» Butit’'s not just a China story!

» New consumer markets are

SFIETING) 65 B MY COmElE Global economic fortunes are
middle class” emerges in

many countries. becoming more interconnected.
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The corporate income tax landscape

Most industrialized countries have reduced
corporate tax rates in order to be more
competitive

More than 90% of OECD countries have
reduced their top corporate tax rate since
2000; with Japan recently reducing rate to
35.7%, only the US and Brazil remain
exceptions

Two-thirds of the top 50 countries have
reduced their corporate tax rate in the last
eight years

Average corporate income tax rate for the
top 50 countries has fallen from 37.5% in
2000 to 31.9% in 2010, ( drop of 5.6%)

Most major countries are moving toward a
territorial approach to taxation

» 2009: UK and Japan replaced worldwide
tax systems with territorial tax systems.

» Recent US international tax proposals go
against this trend.

Research incentives to the fore: reform,

improvement and introduction for the first time

“Canada will have the lowest overall tax rate on new business investments in the
G7 by 2010. And by 2012, it will offer the G7’s lowest statutory tax rate.”

“Invest in Canada” - Canadian Government
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The corporate tax landscape
Sharp reductions in corporate tax rates

Country 2000 statutory 2011 statutory Percent change
corporate tax rate corporate tax rate
G-7

Canada 43.6 28.5 (34.6)
France 37.8 34.4 (9.0)
Germany 52.0 33.0 (36.5)
Italy 39.5 31.4 (20.5)
Japan 43.3 35.7 (17.6)
United Kingdom 30.0 26.0 (13.3)
United States 39.2 39.1 (0.3)
BRIC
Brazil 34.0 34.0 —
Russia 35.0 20.0 (42.9)
India 42.0 340 (19.0)
Foreign cos. 42.2
China 33.0 25.0 (24.2)

Note : Includes both national and sub-national revenues. The 26% statutory corporate tax rate in the United Kingdom is effective April 1, 2011 and will drop to 23% in 2015. Japan’s
tax rate change from 40.7% to 35.7%, which is proposed, but not yet enacted, would become effective July 2011. France and Italy have discussed lowering their rates.
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The corporate tax landscape
Comparing the taxation of foreign source income

Top 10 countries with most 2011 statutory corporate Taxation of foreign-source income
Fortune global headquarters | tax rate?

Countries with worldwide tax regimes

us 39.1% Worldwide with deferral and foreign tax credit
China 25.0% Worldwide with deferral and foreign tax credit
Korea 24.2% Worldwide with deferral and foreign tax credit

Countries with territorial + exemption tax regimes

Japan 35.7% 95% dividend exemption enacted in 2009
France 34.4% 95% dividend and branch exemption
Germany 33.0% 95% dividend exemption

Italy 31.4% 95% dividend exemption

oK e I
Netherlands 25.5% 100% dividend and branch exemption
Switzerland 21.2% 100% dividend and branch exemption

a: Includes both national and sub-national statutory corporate tax rates. Japan’s tax rate change from 40.7% to 35.7% becomes effective April 2011.
Source: Fortune Global 500, Ernst & Young LLP.
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Tax Increases outside corporate tax

Increase in the rate of Minimum Alternate Tax
from 10% in 2008 to 15% in 2009 to 18% in 2010
Indirect tax reform

Focus on anti-abuse, indirect capital gains

New direct tax code expected to be implemented
by April 2012

Circular (2010) 35: imposition of 3% City
Construction Tax and Education Surcharge on all
foreign enterprises

Circular 98 introduces Local Education
Surcharge of 2% of total turnover taxes on all
foreign enterprises

Looking to reform GST

Super-profits tax on miningindustry

2% VAT increase introduce from July 2010 as
part of its “austerity budget”

Announced that the tax burden would have to
rise by as much as 1.5% of GDP

Announced increased capital gains tax

Obama Administration proposes $338 billionin
corporate tax increases.

Second VAT increase in 6 months, from 21%
to 23%

Hungary

India

Ireland

China

Australia

Mexico
Spain

; Greece
United States

France

Some moves to reduce budget deficits

Portugal

United Kingdom

Increased VAT from 20% to 25%

Reducing some personal income tax rates
Increase in corporate tax rate from 16% to 19%
but abolished 4% solidarity surtax

After a raft of early 2010 changes, a four year
austerity plan was unveiled which included an
increase in VAT from 21 to 23% by 2014, as well
as a number of additional measures which
increase the tax burden on individuals .

50% top rate of tax on highest earners
(>£150,000)

» Phase out of the tax-free allowance for higher

earners (>£100,000)
VAT increased to 20% on 4 January 2011
Bank levy and oil tax increase

New general consumptiontax at 2%, on top of
the 15% VAT

Temporary increase for 2010 in corporate income
tax rate to 30% (from 28%) through 2012; reduce
to0 29% in 2013 and back to 28% in 2014

Increased VAT rate to 23%, follows the 2%
increase in March 2010,

2011 Finance Act includes a 0.25% systemic
risk bank tax
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Changing model for tax administration
Acting internationally

Tax administrators are being asked to police the current tax base
more forcefully

Playing catch-up in a rapidly globalizing world

Under pressure to get “fair share” of global tax pie

Sharpening focus on closing the “tax gap”

Having to work smarter, more collaboratively and more efficiently

“This is also an excellent opportunity to look forward to what | see as
the next rung in the evolutionary ladder of international tax
administration: the progression from cooperation to coordinated
action on global tax issues. As you can see, we’re moving from just

cooperation and sharing of information to the very early stages of
planning actual coordinated efforts among countries.”

IRS Commissioner and OECD FTA Chairman Douglas Shulman, speaking before
the OECD and BIAC, 8 June 2010
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Increasing role of international organisations
Changing the dynamics of policy making

International Monetary Fund

Constructive
influence ...
... Or
cacophony?

World Trade Organization

The World Bank European Commission
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Looking to the future

The new challenges in international taxation

» Taxation choices increasingly governed by competitive
environment.

Greater alignment of interests between different governments
.. but still areas for tax competition: tax rates or tax base?
Focus by some on removing source of competition (CCCTB)
Global norm in taxing international activities.

International pressure has proved to be successful ...

vV Vv v VY

... but not in all areas (environmental, bank levies)

Key policy messages

No longer acting in a vacuum
Can shape the future

Needs engagement

Takes longer

Benefits are there
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Disclaimer
Anti-abuse rules

By nature, the information made available within the context of this presentation can
neither be exhaustive nor tailored to the specific needs of an individual case. Such
Information does not constitute advice, any other form of legally binding information or
a legally binding proposal on our part.

This presentation reflects our interpretation of the applicable tax laws, the corresponding
jurisprudence and rulings issued by the tax authorities.

This presentation is based on the legal status as of the date of this presentation. In the
course of time, tax laws, rulings and their interpretations by the tax authorities and the
jurisprudence may change. Such changes may influence the validity of the information
given in this presentation.

We are not obliged to draw your attention to changes in the legal assessment of issues
dealt with by us in this presentation.

We make no warranty, guarantee or representation as to the accuracy or completeness
of the content of this presentation. To the extent legally permissible, we do not assume
any liability for any action or omission that you have based solely on information
provided in this presentation. This also applies should the information prove to be
Imprecise or inaccurate.

This presentation and the handout is no substitute for consulting a tax advisor.
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Disclaimer
Copyright

Only the originator named in the presentation, and not Ernst & Young LLP is
responsible for the content of slides not produced by us.

Copyright: Ernst & Young LLP, United Kingdom — all rights reserved.

The presentation, reproduction, distribution, processing or any other usage of all
content and representations included in this publication is permitted only with the
prior written approval of Ernst & Young LLP
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Ernst & Young
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About Ernst & Young

Ernst & Young is a global leader in assurance, tax, transaction and advisory
services. Worldwide, our 144,000 people are united by our shared values and an
unwavering commitment to quality. We make a difference by helping our people,
our clients and our wider communities achieve their potential.

For more information, please visit www.ey.com.
Ernst & Young refers to the global organization of member firms of Ernst & Young

Global Limited, each of which is a separate legal entity. Ernst & Young Global
Limited, a UK company limited by guarantee, does not provide services to clients.
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