Require foreign tax law to meet a net gain requirement
Objective standard

Realization, gross receipts and net income ("cost recovery”) requirements - include
cost recovery of certain per se expenses - capital expenditures, interest, rents,
royalties, wages and other payments for services, and R&E

Attribution requirement

Added in response to novel extraterritorial taxes (e.q., digital services tax)

U S Forelq n Foreign tax not creditable unless the foreign law requires a sufficient nexus between
¥ the foreign country and the taxpayer'’s activities or investments
Tax Credit

. For any foreign taxes imposed on non-residents (e.g., withholding taxes) nexus
FI nal required under US tax principles for activities, sourcing, property situs

Regulations

For foreign tax imposed on residents of the foreign country, foreign law must permit
the worldwide gross receipts of a resident to be included in the foreign tax base and
require profit allocation to be arm’s length under transfer pricing rules

Income tax treaties may provide for taxes to be creditable

Applicability dates - For foreign income taxes paid or accrued in tax years

beginning on or after December 28, 2021 =
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About EY

EY is a global leader in assurance, tax, strategy, transaction and consulting
services. The insights and quality services we deliver help build trust and
confidence in the capital markets and in economies the world over. We develop
outstanding leaders who team to deliver on our promises to all of our
stakeholders. In so doing, we play a critical role in building a better working world
for our people, for our clients and for our communities.

EY refers to the global organization, and may refer to one or more, of the 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. Information about how EY collects and uses personal
data and a description of the rights individuals have under data protection
legislation are available via ey.com/privacy. For more information about our
organization, please visit ey.com.

About EY's Tax Services

Your business will only succeed if you build it on a strong foundation and grow it in
a sustainable way. At EY, we believe that managing your tax obligations
responsibly and proactively can make a critical difference. Our 50,000 talented tax
professionals, in more than 150 countries, give you technical knowledge, business
experience, consistency and an unwavering commitment to quality service -
wherever you are and whatever tax services you need.
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