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The 2026 EY tax policy and controversy outlook jurisdiction reports

~Y

e“pace of change in the world right now
Is dizzying and tax policy is no exception.
As a top tool to implement broader policy
goalsand with many measures already
slated for change, tax policy is anything
but predictable right now.

Aruna Kalyanam, EY Global and Americas Tax Policy Leader

Global policy is always evolving, and decisions do not
occur in isolation. Leaders worldwide are navigating

a complex web of competing priorities: growth, tight
budgets, security concerns and global coordination,
all at once. Those pressures are colliding in global tax
policy and controversy, making it more complex and
more connected than ever.

The new EY Tax Policy and Controversy Outlook site
offers a global perspective on these changes. In the
following pages, local EY policy and controversy leaders
share the top developments in their jurisdictions and
their expectations for the coming year.

Highlights for each jurisdiction include:
A Major issues to watch in 2026

A Expectations for key tax policy, controversy and
enforcement developments in 2026

A Key tax policy, enforcement and controversy
developments that occurred in 2025

A Significant audit focus areas and audit process
developments

The 2026 Tax Policy and Controversy Outlook is a
survey of EY tax policy and controversy leaders in
the jurisdictions concerned and represents only the
personal views of those respondents. The content is
current as of 15 January 2026.
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Key issues to watch in 2026

A After mid -term elections for Congress in
October 2025, the government has stated plans
to propose comprehensive tax reform in the last
two years of their term.

A Maintaining fiscal balance remains a top priority
of the current government.

Significant tax reform expected in 2026

A Issues to be covered are not completely
clear, but presumably tax reductions and
simplification will be proposed, as well as
coordination mechanisms between national
and provincial taxes.

Key drivers of tax policy change

A Tax simplification, reduction in amount of
taxes, concentration of tax collection in the
main taxes

A Changes to procedural laws to provide more
certainty; changes to tax criminal regime:
exclusion of technical discussions from the
criminal penalties and update of thresholds

>

Simplification of tax regime for individuals

Admittance of adjustment for inflation of tax
losses for future periods (a significant source
of controversy in past years)

A Update in transfer pricing rules

Changes to incentives or competitiveness

A Possible reduction of taxes for businesses,
within the limit of fiscal balance

A Implementation of promotional regimes for new
mid- or small-investments expected

A Possible new exemptions for individuals for sale
of immovable assets and rental of housing

Page 3

EY key contacts

Tax policy:
Ariel Becher

Return to contents

Tax controversy:
Jorge Lapenta

Significant tax developments in 2025

A

New treaties entered into force with China and
Tarkiye.

Multilateral Instrument was approved by
Congress in 2025, entry into force 1 January
2026.

Government implemented the refund of advance

l'v £z0820© £vyz ¥o VXX¥«o?
five -year emergency tax imposed on some
purchases of foreign currency to make

payments abroad, which was abrogated by the

end of 2024.

Top tax enforcement or controversy
trends

A Main controversy areas: adjustment for inflation

of tax losses, transfer pricing, intercompany
debts and/or capitalization

Key tax authority changes or trends

A Technological advances allow digital cross -

referencing of information from various

sources. If inconsistencies are detected,
companies receive automatic tax requests to
explain the situation. Not every inconsistency
between the source documentation and the tax
returns filed is an error, but taxpayers are at

risk of penalties if they do not comply timely
due to lack of reconciliations or if the IT systems
are not adapted.

Other highlights

A In 2025 there was a flexibilization of foreign

exchange rules, ability to make payments
abroad (among them, dividends accrued as
from 2025).

A Argentina reduced or eliminated export duties

for certain products.


mailto:ariel.becher@ar.ey.com
mailto:jorge.lapenta@ar.ey.com

Key issues to watch in 2026

A General Anti-Avoidance Rule: Expansions have been
proposed to apply to schemes that reduce tax paid
in Australia by accessing a lower withholding tax
rate on income paid to foreign residents and
schemes that achieve an Australian tax benefit even
where the dominant purpose of the scheme was to
reduce foreign income tax. Application would be
deferred to income years commencing after Royal
Assent of legislation.

A R&D incentives: A 2025 strategic examination of
the R&D system review report to government is
outstanding, with responses from government on
recommendations then required.

A Significant global entities withholding tax penalties:
From 1 July 2026, proposals would apply a penalty
to taxpayers who are part of a group with more
than AUD1 billion in global turnover annually that
are found to have mischaracterized or undervalued
royalty, dividend or interest payments, to which
relevant withholding tax would otherwise apply.

A Broadened capital gains tax (CGT) regime for
foreign residents: Proposals would clarify and
broaden the types of assets that foreign residents
are subject to CGT on, amend the point-in-time
principal asset test to a 365 -day testing period and
require new Australian Tax Office (ATO) reporting
prior to transactions being executed. Start date
deferred to first quarter after Royal Assent of
legislation. The proposals may be modified following
recent tax case losses by the ATO.

A Tax scheme penalties: Amendments are proposed
to make sure tax scheme penalties apply where
taxpayers are in a loss position, from 1 July 2026.

A Royalty withholding tax: ATO development of views
on royalty withholding tax in respect of software
and intellectual property rights are expected to be
finalized, including further updates following recent
tax case losses. A legislative change is possible for
withholding tax and diverted profits tax (DPT) law,
pending further ATO litigation.
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EY key contacts

1 Tax policy:
1 Tony Merlo
4 Alf Capito
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Tax controversy:
Fiona Moore

7 i 1

Significant tax reform expected in 2026

A

Net cashflow tax proposal: The Productivity
Commission has recommended to the government
that Australia shift to a hybrid corporate tax

system, combining a lower company income tax of
20% for small and medium businesses earning up to
AUD1 billion, and a tax rate of 28% for larger firms,
with a deductible net cashflow tax of 5% for all
companies.

Key drivers of tax policy change

A
A

\ ¥z " 0f£z02C0O {¥x«O© ¥uo £vaoy

Continued increased ATO funding for key tax
compliance programs to signal increased ATO audit
activity and potentially increased tax revenue

Ongoing drive for greater transparency in tax
disclosures, including focus on enhancing tax
transparency and disclosures of multinational
enterprises

Changes to incentives or competitiveness

A

R&D exclusions: For years commencing on or after
1 July 2025, proposed to exclude activities relating
to gambling and tobacco from the R&D tax incentive

Production tax incentives: Law enacted to introduce
a hydrogen production tax incentive and a critical
mineral production tax incentive (refundable tax
offsets) applicable for income years starting on or
after 1 July 2027 and before 1 July 2040


mailto:Tony.Merlo@au.ey.com
mailto:alf.capito@au.ey.com
mailto:fiona.moore@au.ey.com

Significant tax developments in 2025

A Public country -by-country reporting: ATO issued
final guidance to staff for granting exemptions from
reporting or making some disclosures. ATO XML
schema for submissions with draft instructions was
issued. Rules are now operative with first reporting
due 30 June 2026.

A Thin capitalization and debt deduction creation rules
to limit debt deductions: Final ATO guidance was
issued on various matters, including application of
integrity rules in respect of restructures in response
to the rules and ATO compliance approaches.

A Denial of deduction for interest penalties: Income
tax deductions for general interest charge (GIC)
and shortfall interest charge (SIC) penalties are
denied from income years commencing on or after
1 July 2025.

A Pillar Two: Further operative materials including
for lodgment exemptions and certain amendments
made. Significant ATO guidance has been issued.

Top tax enforcement or controversy
trends

A Use of statutory powers to conduct wide -ranging
inquiries and gather information in both written
form and by compelling individuals to attend
interviews

A The ability to reconcile and cross -check data, both
qualitative and quantitative

A Increased disclosure expectations through
transparency measures and associated lodgment
requirements

Page 5

Tax audits are generally expected to stay
at a highly intensive level; top audit
issues

A i "veoo{z" | " ~sengtlconditons v~ £CO

A Intangibles arrangements, particularly migration
and mischaracterization of activities concerned
with intangibles

A Debt and capital structures, including restructuring
in response to thin capitalization rules

Private equity transactions

v

A CGT implications of the disposal of assets or
businesses by foreign residents

A Application of general anti avoidance and diverted
profits tax rules

Key tax authority changes or trends

A Use of statutory powers to gather information C
both in written form and by conducting interviews

A Proactive management of tax debt

A Less latitude in penalty and interest remission
decisions

Trending business actions in 2026

A Desire for tax certainty

A Consideration of alternative dispute resolution
mechanisms in parallel with more traditional
litigation

A Development of generative Al use cases to enhance
tax controversy management

Other highlights

A New Supplementary Annual GST Return

A Guidance from the ATO on the implementation of
Pillar Two, including approach to penalties
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Tax policy and controversy:
Markus Stefaner
; Melanie Raab

Key issues to watch in 2026 A Fraud Prevention Act 2025:
A Implementation of the Government Program Aha” ~xaz” kVi z®z£]?3~¥no ;
2025 52029 residential properties and expanding
. . relevant cost categories
A Budget deficits
A Anti-fraud . q ‘ A Revision and partial restriction of the motor
nti-fraud expansion and stronger eniorcement vehicle registration tax reimbursement
A Digitalization of tax administration system
A Pillar Two implementation A Amendment of the EU Mandatory Disclosure
A Significant tax reform not expected in 2026 Act mgdlfylng th? exemption from t_he
reporting obligation for intermediaries
Key drivers of tax policy change A Implementation of DAC8
A\¥-z"0f£zo2C0O {¥x«O ¥o ~ z\«Amendmentiolthe Austkay Real Estate
deficit and stimulus in an inflationary Transfer Tax Act: aligning the consequences
environment of share deals with those of asset deals
A Ongoing drive for greater transparency in tax
A Ongoing drive for greater transparency in ta Top tax enforcement or controversy
disclosures
] _ trends
A Stronger anti -fraud measures i o o
P o ] o A Submission of tax notifications and requests
A Digitalization and administrative modernization electronically
A EU alignment and international tax coordination A New reporting obligations for license payments
. . . from 2026
Changes to incentives or competitiveness ) o
o o _ _ A AEol expanded and clarified, license fees added
A Tightening incentives Iandgqape, especially for to the list of income and assets subject to
labor costs and green mobility, no new R&D or automatic exchange

depreciation incentives introduced o o _
A ViDA-Package: Einvoicing and e-reporting -

A Temporary increase in investment allowance obligations
until 31 December 2026
A Intention to support industrial electricity prices Tax audits are general ly expected to

increase ; top audit issues

- A Subsidies (e.g., R&D premium, COVID19
A Tax Amendment Act 2025: obligation to issue subsidies)
receipts and the specification of digital receipts

Significant tax developments in 2025

A Transfer pricing

A CIT: new uniform 15% threshold for determining A VAT

low taxation abroad, replacing varying rates
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mailto:Melanie.Raab@at.ey.com

Key tax authority changes or trends

A

A

Expansion of tax audit and tax fraud audit
powers

Reflecting a broad shift toward more
transparency and enforcement, with significant
compliance requirements

Trending business actions in 2026

A

A

Strengthening tax compliance, audit readiness
and anti-fraud controls

Digital reporting enablement

Enhancing cross-border tax governance and
reporting and documentation readiness

Legal entity and transaction structure analysis

Accelerating digital transformation in
accounting and VAT

Page 7

Other highlights

A New VAT exemptions and reductions, notably
for health products and food: The Austrian
government announced that the VAT rate on
selected staple foods will be subject to the
reduced 5% rate with effect from 1 July 2026.




EY key contacts Return to contents

Key issues to watch in 2026 Significant tax developments in 2025
A Significant tax reform expected in 2026 with the A A DMTT is effective for fiscal years starting on or
introduction of a CIT, effective from 1 January after 1 January 2025.
2027, and expected transfer pricing regulations A TP documentation is required to be prepared and
A Introduction of e -invoicing maintained, i.e., TP Local File and TP Master File,
o _ ) _ _ as prescribed in the DMTT Executive Regulations.
A Changes to the excise tax regime with an aim to
, increase the overall excise tax income Top tax enforcement or controversy
A Introduction of a white land tax trends
A Changes to Labqur Market R_egulatory Authority A The government regularly announces the reporting
(LMRA) fee and implementation of Advanced Wages window to comply with the requirements of CRS
Protection System (WPS) and EATCA
A Taxes related to climate change and sustainability _
A Provided by the Central Bank of Bahrain (CBB): Tax audits are ge_ngrally expected to
guidelines on the reporting requirements for the increase; top audit issues
ESC; fa]Etors(?whlle not tgxeo!, all listed ;:_ompam;s, A While the National Bureau of Revenue (NBR) has
anks, financing companies, insurance firms an been issuing regular guidance around the
certqln investment firms to have ESG reporting applicability of VAT and excise matters, the
requirements precedence relating to practice and interpretation
A 2026 elections of the legislation is still proving challenging in
certain areas.
Key drivers of tax policy change A The NBR is increasingly enhancing the level of
A Fiscal reforms to reduce the dependency from oil - onsite _ms%ec'qon_?ht_o gderes_s tT‘X offenses on al'k
related revenue, as well as reduction in public debt pr_oactlve_ asis. 1nis in |cqt|ve Y COVETS ISSUES TIke
i _ _ o _ _ failure to issue VAT compliance invoices, acquisition
A Ongoing drive within GCC region to introduce and of excise goods with unpaid excise dues, providing
refine local tax regimes in line with gIobaI Ieading goods and services without excise stamp, etc.
practices _ A Alignment with GCC VAT framework and policies.
AW} " v~oCO x¥¥!z"va~¥am -~2a} a}lyz dZXY ~g~2~ya-,z7 ay

address harmful tax practices Key tax authority changes or trends

A The NBR has been focusing on onsite audits and

Changes to incentives or competitiveness inspections for VAT and excise tax to address

A The enhanced tax base commensurate with the noncompliance and fine companies identified to be
rapidly evolving tax landscape and resulting violating the law, as well as precautionary closing
compliance requirements may potentially impact of several businesses due to noncompliance.
business competitiveness. A The NBR may also take legal action against the

violating businesses and refer those who are proven
to have committed evasion crimes to the competent
authorities to initiate a criminal case against them.
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Tax policy: Tax controversy:
Bart Desmet Emilie Maes

Key issues to watch in 2026 A Stricter dividends received deduction (DRD)
regime Cnew qualitative threshold for

A Ongoing Pillar Two developments shareholders who do not qualify as small
A Increased use of data and Al as part of policy enterprises: Participations below 10% but above
i - " " EURZ2.5 million acquisition value are eligible
A Budget deficits and geopolitical complexities hd — ~ .
g geop P ¥o¢~ ~{ a8}z  §«ve~{ VO ¢
A Significant personal income tax reform expected . o . :
g P P A Group contributions in cases of negative results
Key drivers of tax policy change are no longer treated as a minimum taxable

base and, hence, the DRD can still be applied.

'?‘ Encouraging entrepreneurship and work A Lower labor costs for low - and middle-income
A Increased taxation on wealth groups are meant to boost competitiveness.
é AdJUStm_e_m of consumefion a_md (_en_ergy Hee _ Significant tax developments in 2025
A Modernizing (data, Al) and simplifying (reducing _
compliance burdens and complexity) the tax Corporate taxation
system A Harmonization of VVPRDbis regime and
_ _ . liquidation reserve: waiting period of three
Changes to incentives or competitiveness years before dividend distributions qualifying
A Retroactive modifications to the expat regime for the regimes can be made at a combined
zo}lvaoxz 2}z © ©2z£CO vy -y ceifeglivelayraie of 15% (igsiead of 30%)
taxpayers and researchers, such as improved A Changes to the DB-BEVEK/SICAV RDT regime
financial advantages and relaxation to include a 5% tax on capital gains upon exit
of qualifying conditions. and withholding tax to only be creditable if the
A gz~o?a ¥y«xa~¥o ¥{ 2}z v«a }rq@e|V@q;compaqy gran@ the mpinimugm z
for computer programs (IT sector) restores a y~ zx®¥ TzE«mz” ~¥o -~
tax-favored regime for software -related R&D A Mandatory Belgian transfer pricing
and creative digital outputs. documentation requirements for financial years,
A Retroactive changes to the new investment starting on or after 1 January 2025
deduction regime, such as allowing thematic A Public CbCR applicable to financial years
deductions to be combined with regional state starting on or after 22 June 2024

aid, indefinite transferability of the basic " . .
investment deduction, removal of the A Technical amendments to the Pillar Two

requirement for regional attestation for Ieglslatlon to include clarifications gnd ,
technology deductions and standardizing alignment of procedural aspects W'th. Be_lglan
the thematic deduction rate, are at 40% for Income Tax Code and amendments in view of

: . the QDMTT return deadline, which has been
Il tarting from tax year 2027. , '
a7 companies starting o postponed until 30 June 2026
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mailto:Bart.Desmet@be.ey.com
mailto:Emilie.Maes@be.ey.com

Significant tax developments in 2025
(continued)

Indirect taxation

A Postponement of the VAT chain until further
notice (new VAT refund procedure, new account
number and new payment method will not yet
come into effect)

A Mandatory e-invoicing for B2B transactions in
Belgium as of 1 January 2026

A New permanent 6% VAT rate for demolition and
reconstruction and exclusion of the 6% VAT rate
for environmentally unfriendly heating systems
in renovation and demolition and reconstruction
projects

Personal taxation

A First set of individual tax measures, part of a
broader personal income tax reform, such as
elimination of certain federal real estate tax
benefits, elimination of several tax benefits
and exemptions in personal income taxation,
indexation freeze of various tax reductions

>

Increased tax-free allowances

)

Exit tax extended to shareholders of the
emigrating company

)

More beneficial transitional regime concerning
tax deductions for expenses on rechargeable
hybrid vehicle

o)

Introduction of a capital gains tax for individuals

N

Reshaping of the Cayman tax 2.1. framework
following case law of the Belgian Constitutional
Court, which annulled four key provisions of the
existing Cayman Tax rules

Page 10

Other

A

A
A

Annual tax on securities accounts: new anti -
abuse rule and notification obligation

Adjustments to carried interest

Introduction of a capital gains tax for
individuals, including new withholding
requirements for financial institutions

Top tax enforcement or controversy
trends

A

>

>

)

The investigation and assessment periods

to generally revert to three years, four years for
semi-complex returns and, in fraud cases, it
will be reduced from 10 years to seven years

Introduction of a new investigation and
assessment period of six years, related to
Pillar Two legislation

No 10% tax penalty for first offenses committed
in good faith

Ongoing shift toward fewer post -tax audits
and more pre -tax support to assist taxpayers
in compliance rather than penalizing errors

Increased participation in the Cooperative Tax
Compliance Programme (CTCP) for large firms

Transposition of DAC8 and DAC9 Directives

Planned reform of the Ruling Commission and
establishment of a tax arbitration procedure

Access by the tax authorities to the Central
Point of Contact for accounts and financial
contracts (CPC)



Tax audits are generally expected to
increase; top audit issues

A

> >

Much stronger focus on transfer pricing group
audits, with increased focus on Belgian TP
compliance requirements and intercompany
transactions (products, services, licenses,
financing, etc.)

Ongoing tax audits regarding withholding tax

Increased focus on foreign companies
conducting business activities in Belgium
without formal VAT registration, with particular
attention to identifying the existence of a fixed
establishment for VAT purposes

Key tax authority changes or trends

A

Continuation of the 2025 policy and initiatives,
but general expectation for increased and more
detailed audits through specialized resources,
including an increased use of data mining and Al

Increased focus on addressing tax fraud and
organized crime through new legislation,
ongoing development of the digitalization

of the tax administration and additional
recruitment of personnel

Simple and more streamlined tax audits
through standard reporting, yet more in -depth
discussions

Expansion of e-audits and joint tax audits,
including cross-border efforts and a
commitment to international cooperation
and data sharing through digitalization

Page 11

Trending business actions in 2026

A Review of transfer pricing and intercompany
arrangements and documentation in light of
OECD updates or Belgian rulings practice

A Further implementation of Pillar Two

A Analysis of supply chains and indirect taxes to
respond to tariff changes, customs reforms,
updated trade regulations, digital reporting
requirements and obligations related to
electronic invoicing

Other highlights

A Plans to update customs policy to include new
administrative sanctions and stricter use of
binding tariff information for legal certainty

A Indefinite postponement of the VAT -chain
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Tax policy: Tax controversy:
Gustavo Carmona Rodrigo Munhoz

"% 1% Patrick Seixas Ademir Bernardo

Key issues to watch in 2026

A

General elections to take place at year end, for
president, state governors and both houses of
Congress

Launch of the new dual VAT system (CBS,
federal; IBS, subnational), with symbolic test
rates and mandatory invoice reporting (test
period)

Coexistence of legacy and new regimes,
increasing compliance complexity

Application of Complementary Law No. 224/
2025, which reduces federal tax incentives,
changes the interest on net equity (INE) rate
and updates the taxation framework for betting
companies and FinTechs

Additional significant tax reform not expected
in 2026

Key drivers of tax policy change

A
A

A

A

Structural simplification of the tax systems

Fiscal balancing needs amid slower projected
economic growth

Alignment with VAT -destination global norms
and OECD recommendations

Strong push for fraud prevention and
transparency via digital reporting

Changes to incentives or competitiveness

A

Mandated 10% reduction of federal tax
incentives beginning in 2026

Increase of the withholding tax rate on INE to
17.5%

Higher presumed profit margins, reducing
benefits of the Presumed Profit regime

Elimination of regional/state incentives by 2032
under the VAT reform.

Page 12

Rodrigo Munhoz Daniel Guerrissi
Ademir Bernardo Jr. Thalles Paixao

Significant tax developments in 2025

A Publication of Complementary Law 214/2025,
the cornerstone of the VAT reform

A Income tax reform (Law 15,270/2025)
introducing minimum tax and 10% dividend WHT

A Approval of Complementary Bill 224/2025
reducing federal incentives and raising INE
taxation

A PLP 108/2024 establishing the IBS
Management Committee (CGIBS) and clarifying
transition rules

TOp tax enforcement or controversy

trends

A Increased disputes during the overlap of old
and new consumption tax systems

A Tighter scrutiny on tax credit mechanisms
and contract adjustments

A Advance pricing agreement regulations still
pending

A Expansion of digital controls and real -time
monitoring by the tax authority

A Transition -year legal uncertainties likely to
drive litigation

Tax audits generally expected to increase;

top audit issues

A Post-testing enforcement of CBS/IBS is
expected to be significantly stricter

A CBS/IBS invoice compliance errors affecting
credit eligibility

A Proper application of new transfer pricing and
dividend WHT rules


mailto:gustavo.carmona@br.ey.com
mailto:patrick.seixas@br.ey.com
mailto:rodrigo.munhoz@br.ey.com
mailto:ademir.bernardo@br.ey.com
mailto:rodrigo.munhoz@br.ey.com
mailto:ademir.bernardo@br.ey.com
mailto:daniel.guerrissi@br.ey.com
mailto:Thalles.Paixao@br.ey.com

Key tax authority changes or trends Trending business actions in 2026

A Reinforced and centralized Receita Federal A Upgrading ERP/tax engines to accommodate
digital portal for guidance and transition CBSI/IBS structures
management

A Revising supply chains as state tax incentives
Agzo2" " «x2«”" ~o| ¥{ 2@}z gzxz~dminish zyz~ " v¢CO
department responsible for large taxpayers
under discussion, with the potential absorption
of the APA process, which is currently being

A Adjusting financial and capital structures in
response to reduced incentives and new
dividend taxation

regulated . . . .
i . A Global trade volatility pushing companies
A Formal establishment of the CGIBS toward more robust compliance and supply
A Intensified push for standardized layouts and chain diversification

real-time data reporting
Other highlights

A Continued effects of US tariff increases, with
Brazil redirecting exports to Asia and other
regions

A Projected 2026 trade surplus between
USD70 billion to USD90 billion

Page 13



ﬁ‘“@mﬁm&‘m’ N

Bulgaria

Return to contents

Tax policy and controversy:
Milen Raikov

Key issues to watch in 2026

)

> >

A

Introduction of SAF -T in Bulgaria in five stages
between 2026 and 2030

CBAM
gjaa-
similar

vy ~ 2 ~@windfgll takes édd © C

Significant tax reform not expected in 2026

Key drivers of tax policy change

A

Enhancing the voluntary tax compliance and
collection of public liabilities

Changes to incentives or competitiveness

A

Council of Ministers has approved a proposal for
introduction of an R&D tax incentive in the form

of 25% additional deduction of costs associated
with R&D.

A new state aid scheme under the EU CISAF
instrument has been approved to support
energy-intensive industries.

A state regional investment aid scheme has
been approved to provide cash grants for
priority investment projects certified by the
Bulgarian government.

Significant tax developments in 2025

A

Introduction of SAF -T in Bulgaria in five stages
between 2026 and 2030

Page 14

Top tax enforcement or controversy
trends

A Windfall taxes
A Transfer pricing
A Challenging input VAT deduction

Tax audits are generally expected to stay
the same; top audit issues

A Unlawful deduction of input VAT

A Transfer pricing

A Intercompany charges and transactions
with foreign entities

Key tax authority changes or trends

A Bad debt cases

A VAT refund checks

A Energy traders and producers checks

Trending business actions in 2026
A Implementation of SAF-T
A EURO conversion

Other highlights

A Etransport reporting and related controversy


mailto:milen.raikov@bg.ey.com

Key issues to watch in 2026

A The USMCA review or renegotiation and
possible tax and trade policy implications

>\

Further developments regarding US tariffs
imposed on Canada

N

Further developments on Pillar Two

N

The possibility of a federal general election

N

Significant tax reform not expected in 2026;
isolated reforms possible, but comprehensive
reform unlikely

Key drivers of tax policy change

A Maintenance of tax competitiveness with US

A Incentives to reverse trend of net capital
outflows from Canada to enable needed
productivity improvements

>

Need to shore up revenues in face of steep
new spending commitments and mounting
budgetary deficits and debt servicing charges

Changes to incentives or competitiveness

A Immediate expensing for manufacturing and
processing buildings

A Accelerated capital cost allowance for liquefied
natural gas facilities

A Enhancement of the scientific research and
experimental development (SR&ED) tax credit

Significant tax developments in 2025

Al ~"02 w«yl| z2a ¥{
newly elected government marked a clear
departure from budgets of the previous Trudeau
government, with emphasis on tax measures to
stimulate capital investment and economic
growth.
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Tax controversy:

zy dCg~¥"yva Paul Mulvihill

A Increase in capital gains inclusion rate,
proposed by previous government, dropped

A XvavyvCO y~| ~2ve¢ ©z"

A Federal consumer carbon tax (a.k.a. the federal
fuel charge) rescinded

- ~X2zC

Top tax enforcement or controversy
trends

A Broad audit coverage levels
A Shortening of audit response times
A Increasing unresolved double tax MAP cases

Tax audits are generally expected to
increase; top audit issues

A Transfer pricing
A Policing limits to interest deductibility

Key tax authority changes or trends

A Canada Revenue Agency to fully transition to
online correspondence for businesses

A New audit powers and continued development
of mandatory disclosure rules

A Implementation of legislation with expanded
transfer pricing rules

Trending business actions in 2026

A Efforts to diversify export markets in key
sectors affected by American tariffs and a risk
USMCA will not be renewed or renegotiated

b~o~®©®2z" bv'j Xv wz CO
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S ‘"!;‘" Victor Fenner

Key issues to watch in 2026

A

A

> >

Income and real estate taxes reform (corporate
tax rate to be lowered from 27 to 23%)

New government to decrease public spending
notwithstanding growing deficit/debt and CIT
reform to lower rates, which raises concerns

Increased enforcement of TP and GAAR

New tax administration leadership to arrive with
new government

Significant tax reform is expected in 2026

A

™ > > ™

CIT rate to be lowered from 27% to 23%, aiming
for effective tax rate of 20% by introducing tax
credit incentives for formal employment

Redesign of the real estate tax, exempting first
households

New SME incentives
New foreign investment statute

Elimination of capital gains tax on public
securities

Key drivers of tax policy change

Fostering investment, local and foreign,
especially by removing red tape

Focus on illicit commerce and tax evasion

CIT and real estate tax relief

Changes to incentives or competitiveness

A
A

A

CIT rate to be lowered from 27% to 23%

New foreign investment statute to guarantee
legal certainty

SME incentives to promote growth
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EY key contacts

Tax policy:

Tax controversy:
Janice Stein

Significant tax developments in 2025

A
A

>~

Significant increase of GAAR enforcement

Introduction of cooperative compliance and
tax sustainability regulations

Real estate tax under public scrutiny
R&D incentives extended until 2035

VAT on goods acquired abroad via online
platforms, entered into effect in 2025

Top tax enforcement or controversy
trends

A
A
A

Increase of GAAR cases
Audit increasingly focused on substance

Tax administration extending use of information
exchange agreements and MAPs

Audits focused on large business groups (both
local and multinational), encompassing several
entities within a single audit

Increased use of VAT subject change powers
by tax administration (i.e., reverse charge
mechanism in case of risky taxpayers)

Tax audits are generally expected to
increase; top audit issues

A

A

p )

p )

GAAR (focused on family business and
reorganizations)

Transfer pricing

Family business reorganizations, donations
and estates

Tax evasion and illicit commerce

Return to contents
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Key tax authority changes or trends Trending business actions in 2026

A New leadership to arrive with new government A Tax governance assessment and
in March implementation (internal tax policy; tax control
A framework; tax risk matrix and tax

A Director to resign mid -2025; audit sub -director

acting as assignee until government change transparency)

A Large Taxpayers Office reorganization to focus A Review of operating model effectiveness

on large economic groups and cooperative A GAAR assessment and controversy
compliance A Real estate tax assessment

Page 17
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Tax policy: Tax controversy:
Shirley Shen William WL Zhang

Key issues to watch in 2026 Changes to incentives or competitiveness
A Implementation of the VAT Law (effective A China is reviewing preferential policies to refine
1 January 2026) support for priority sectors:

A X} ~ovCO " z0©! ¥o©z 2¥ WZeh GCHEew 10% tax credit for qualifying foreign
reinvestment in encouraged industries

A Tax policy directions to be outlined in the 15th : ) .
(five -year holding requirement)

Five-Year Plan (national development blueprint
covering 2026 g2030) A Interest on newly issued bonds no longer

A Continued consumption tax (CT) reform (Draft eligible for VAT exemption

Xi av- ~moxC«yzy ~8 havaz X\¥VAT kcertti@Orationalized @tossintltipe
agenda) sectors (wind power, financial leasing,
aircraft maintenance, etc.)
Significant tax reform is expected in 2026 A Certain VAT reliefs (cross -border

A X} ~avCO " zO! ¥oOz-by®SMe 2} z d Z X &commeycea export returns, foreign
Package ~0©2 ~2«38~¥o©OC w¥oy ~oaz;

A Further refinement of the personal income tax 31 December 2025 with no renewal
announced to date

(PIT) system

A CT reform: shifting collection from production Significant tax developments in 2025
and import stage to sales stage, potential

adjustments to taxable items A The issuance of VAT implementation regulations

A Tax Administration Law (Draft) published for
public comment

A Revision to Tax Administration Law expected

Key drivers of tax policy change A Tax related information reporting requirements

A Finance Minister outlined fiscal policy by online marketplaces

priorities for the 15th Five -Year Plan period A Foreign reinvestment tax credit policy
(2026 82030). Key drivers include: introduced (10% credit for qualifying

A Elimination of regional tax barriers to create reinvestment in encouraged Sectors).
a seamless domestic market

A Further refinement of direct taxes and local
taxes

A Refinement of taxation of business, capital
and property income
A Maintenance of appropriate overall tax levels

1 ¢X}~avC ~o 2} ~0 x}v!az" "z{z"© 2¥ 2}z X}~wozOz £v-~utvaoy «  ~@y~x2a~¥noC
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Top tax enforcement or controversy
trends

A Data-driven tax audit selection: Tax authorities
viz ¢z-z"v|~a| 2}z Cw~|
enhance the precision of tax audit selection.

A Normalized joint enforcement: Multi -agency
collaboration (e.g., tax, police, customs) to
combat tax -related offenses is increasingly
routine.

A Intensified scrutiny in key areas: Regulatory
scrutiny continues to intensify in key areas,
such as tax incentives, the platform economy
and cross-border taxation.

Tax audits are generally expected to
increase; top audit issues

A Invoice compliance: Focusing on false VAT
invoice issuance and related anomalies

A Incentive eligibility: Addressing the abuse of
tax preferential policies

A Cross-border matters: Increased scrutiny of
indirect transfers, beneficial ownership and
controlled foreign corporation (CFC) rules.

Key tax authority changes or trends

A Techzovwetzy O«! z-
capacity for precise oversight, powered by
advanced data analytics, is set to grow

increasingly sophisticated.

A Advance rulings: More local tax authorities
are now offering advance rulings to provide
taxpayers with greater certainty.
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Trending business actions in 2026

A Restructuring impact assessment: In response
to BEPS 2.0 and new platform economy

y vepeitidg rules,petijoynd gompargies and cross -
border e-commerce companies are evaluating
the tax implications of potential equity and
supply chain restructuring.

A Tax incentive application: Companies are
conducting thorough internal reviews to verify
compliance before claiming tax incentives.

A Pre-IPO readiness: To capitalize on favorable
market conditions, pre -IPO companies are
undertaking comprehensive tax health checks
and due diligence.

A Evolving tariff landscape: Businesses are
monitoring frequent adjustments to customs
duties and trade measures and assessing supply
chain and transfer pricing implications.

Aay® v«a} ¥ ~27CO
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Key issues to watch in 2026

A Elections and economic direction: The upcoming
zCzx2a~¥o00© v 'z z®| zx?2zy
productive and economic strategy, increasing
uncertainty around medium - and long-term investment
decisions.

a¥

A Fiscal deficit and tax policy volatility: A widening fiscal
deficit is intensifying pressure to secure additional
{«oy~o| C [¥¢¢¥-~o| 2}z
tax reform in December 2025, the government issued
Executive Decree 1474, imposing tax increases,
particularly targeting sectors such as financial services
and hydrocarbons. Legality of the decree is under
review by the Constitutional Court.

A Structural labor and social security cost pressures:
High labor, pension and social security contributions
continue to weigh on productivity. On 29 December
2025, the government issued Decree 1469, where a
new minimum wage was set with an increase of 23.7%.

A Potential tax amnesties and normalization
programs: Rejection of tax reform left an estimated
USDA4.1 billion budget gap. Executive Decree 1474
created tax amnesties or voluntary disclosure
programs offering reduced rates to generate one -off
fiscal revenues.

Significant tax reform is expected in 2026

A A significant tax reform is expected in 2026, driven by
sustained fiscal pressure. The fiscal deficit is projected
at 6%g7% of GDP, with an estimated budget gap of
USD4 billion to USD6.5 billion. A tax reform may
include permanent sector -specific taxes, such as the
1% hydrocarbon export tax, or targeted adjustments
to the digital economy.

A In the second half of 2026, a more structural tax
reform is likely, particularly following a potential
change in government. This reform could address
broader revenue sustainability and tax system
efficiency, moving beyond temporary or sector -
specific measures.
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EY key contacts
Tax policy:

Catalina Sandoval
Margarita Salas

Return to contents

Tax controversy:

Margarita Salas
Ana Maria Barbosa

Daniel Martinez
w‘“ L Ll

Key drivers of tax policy change

A

Closing the projected fiscal deficit gap: Targeting a

"z y eduetiondront 7}1% of xGBRim 2025 to@eund 6.2%,

A

hzov?az

with potential alternative measures through targeted
revenue increases to avoid deeper borrowing or
spending cuts

Enhancing progressivity by taxing high -income
individuals and sectors: Focusing on higher marginal
1at@s for top earmefs w¥aith takds arfd purtaxes BrG K
financial institutions to shift the responsibility toward
the wealthiest 2% of Colombians

Broadening the VAT base and reducing exemptions:
Eliminating or limiting deductions on luxury goods,
tourism services and certain fuels to capture additional
revenue while protecting middle - and low-income
groups from direct impacts

Strengthening taxation of the digital economy:
Increasing significant economic presence (SEP) rates
and withholding on nonresident digital services
providers (e.g., streaming and e -commerce) to address
revenue leakage from foreign platforms

Combating tax evasion and promoting voluntary

compliance: Potential decree -based amnesties for
undeclared assets at reduced rates (e.g., 15%) and
zon}vexzy YAVc =~CzCA X¥C¥Ew-~
National Authority) tools to boost collections without

new broad legislation

Changes to incentives or competitiveness

A

i}z ¢X¥X"zveE xvee {¥7 |7
(165% super-deduction) for investments in creative
activities, culture and heritage, will be launched in
2026.

¥! Yo

The tax benefits for investments in R&D and innovation
(30% tax discount or 50% tax credit), the tax benefits
for investments in energy transition (150% super -
deduction and accelerated depreciation) and the tax
benefits for investments in environmental control (25%
tax discount) remain in effect for 2026.

The list of eligible goods and services for investments
under the energy transition tax benefit program has
been expanded.
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Significant tax developments in 2025

A Rejection of the tax reform bill, which sought to
raise funds through higher individual income tax
rates (up to 41%), increased dividend taxation (30%)
and financial sector surtaxes (additional 15%)

A Frequent administrative changes resulting in
inconsistent policy and enforcement focus

A Temporary domestic consumption taxes introduced
in 2025 extended for 90 days and upheld by the
Constitutional Court, reinforcing the use of short -
term fiscal tools

A Increased audits Cparticularly in the TMT sector C
focusing on compliance with minimum ef