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Preface

Governments worldwide continue to reform their tax codes at
a historically rapid rate. Taxpayers need a current guide, such
as the Worldwide Corporate Tax Guide, in such a shifting tax
landscape, especially if they are contemplating new markets.

The content is straightforward. Chapter by chapter, from Albania
to Zimbabwe, we summarize corporate tax systems in 160 juris-
dictions. The content is current on 1 January 2022, with excep-
tions noted. Keep up-to-date on significant tax developments
around the globe with the EY Global Tax Alert library here. Only
some of the chapters in this Tax Guide reflect COVID-19 tax
policy measures. The United Kingdom chapter provides informa-
tion regarding Brexit. Readers should obtain updated information
regarding Brexit before taking actions.

Each chapter begins with contact information for the key peo-
ple in that jurisdiction’s EY member firm offices. Symbols
precede the names of individuals who hold the following func-
tions:

* National director of the listed tax specialty
+ Director of the listed specialty in the local office

We then lay out the facts about the jurisdiction’s corporate taxes,
beginning with an at-a-glance summary. With some variation, the
topics covered are taxes on corporate income and gains, determi-
nation of trading income, other significant taxes, miscellaneous
matters (including foreign-exchange controls, debt-to-equity rules,
transfer pricing, controlled foreign companies and anti-avoidance
legislation) and treaty withholding tax rates.

At the back of this Tax Guide, you will find a list of the names
and codes for all national currencies and a list of contacts for
other jurisdictions.

For many years, the Worldwide Corporate Tax Guide has been pub-
lished annually along with two companion guides on broad-based
taxes: the Worldwide Personal Tax and Immigration Guide and the
Worldwide VAT, GST and Sales Tax Guide. In recent years, those
three have been joined by additional Tax Guides on more-specific
topics, including the Worldwide Estate and Inheritance Tax Guide,
the Worldwide Transfer Pricing Reference Guide, the Worldwide
R&D Incentives Reference Guide, and the Worldwide Capital and
Fixed Assets Guide.

Each of the Tax Guides represents thousands of hours of tax
research. They are available free online along with timely Global
Tax Alerts and other great publications on ey.com.

You can keep up with the latest updates at ey.com/
GlobalTaxGuides.

The EY organization
July 2022


https://www.ey.com/en_gl/tax-alerts

This material has been prepared for general
informational purposes only and is not intended
to be relied upon as accounting, tax, legal or
other professional advice. Please refer to your
advisors for specific advice.

About EY's Tax Services

Your business will only succeed if you build it
on a strong foundation and grow it in a sustain-
able way. At the EY organization, 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 knowl-
edge, business experience, consistency and an
unwavering commitment to quality service —
wherever you are and whatever tax services you
need.

© 2022 EYGM Limited.
All Rights Reserved.
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EY Global Tax contacts
London GMT
EY +44 (20) 7951-2000

6 More London Place
London SE1 2DA
United Kingdom

EY Global Tax

Kathryn (Kate) J. Barton,
EY Global Vice Chair — Tax

Marna Ricker,
EY Global Vice Chair — Tax, Elect

Susan Pitter,
EY Global Deputy Vice Chair — Tax

Area Tax leaders

EY Americas
Marna Ricker

EY Asia-Pacific
Eng Ping Yeo

Fax: +44 (20) 7951-9308 (Tax)

New York: +1 (212) 773-8762
Boston: +1 (617) 585-6820
Mobile: +1 (617) 230-1500

Fax: +1 (866) 854-9928

Email: kate.barton@eyg.ey.com

+1(612) 371-6770

Mobile: +1 (612) 802-4267
Fax: +1 (866) 281-0440
Email: marna.ricker@ey.com

+49 (6196) 996-26317

Mobile: +49 (160) 939-26317
Fax: +49 (6196) 996-24740
Email: susan.pitter@de.ey.com

+1(612) 371-6770

Mobile: +1 (612) 802-4267
Fax: +1 (866) 281-0440
Email: marna.ricker@ey.com

+60 (3) 7495-8288
Mobile: +60 (12) 271-5215
Email: eng-ping.yeo@my.ey.com

EY Europe, Middle East, India and Africa

Rocio Reyero

+34 915-727-383
Mobile +34 619-743-698

Email: rocio.reyerofolgado@es.ey.com

EY Global Tax subservice line leaders

Business Tax Services
Rob Weber

+1(212) 773-5590
Mobile: +1 (617) 872-4999
Email: robert.weber@ey.com

Global Compliance and Reporting (Deputy Leader)

Ben Smith

+44 (20) 7951-8144
Mobile: +44 7990-792-134
Email: bsmith5@uk.ey.com
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Indirect Tax

Kevin MacAuley +44 (20) 7951-5728
Mobile: +44 7887-822-090
Email: kmacauley@uk.ey.com

International Tax and Transaction Services

Jeffrey M. Michalak +1 (313) 628-8460
Mobile: +1 (248) 207-1629
Email: jeffrey.michalak@ey.com

Law

Dr. Cornelius Grossmann +49 (30) 25471-25050
Mobile: +49 (163) 939-25050
Fax: +49 (30) 25471-21425
Email: cornelius.grossmann
@de.ey.com

People Advisory Services

Norman Lonergan +44 (20) 7980-0596

Mobile: +44 7711-151-211
Email: norman.lonergan@uk.ey.com

Tax and Finance Operate

David (Dave) H. Helmer +1(202) 327-8355
Mobile: +1 (703) 403-5565
Fax: +1 (866) 297-8415
Email: david.helmer@eyg.ey.com

Tax Technology and Transformation

Albert Lee +852 2629-3318
Mobile: +852 9664-2630
Email: albert.lee@hk.ey.com

EY Global Tax functional leaders

Steve Albitz, +1(214) 969-0677

EY Global Tax — Business Mobile: +1 (214) 755-5952

Development Leader Fax: +1 (866) 849-9585
Email: steve.albitz@ey.com

Martha Brown, +1(212) 7731777

EY Global Tax — Brand, Mobile: +1 (646) 206-1917

Marketing and Communications Leader ~ Fax: +1 (866) 700-8094
Email: martha.brown@ey.com

Katherine Fritts, +1(212) 773-2544

EY Global Tax Quality Leader Mobile: +1 (646) 258-0700
Fax: +1 (866) 867-5079
Email: katherine.fritts@ey.com

Jiten Shah, +1(732) 516-4621

EY Global Tax — Mobile: +1 (732) 794-7720

Chief Financial Officer Fax: +1 (866) 258-4844
Email: jiten.shah@ey.com

Jennifer (Jenn) Wishnie, +1(212) 773-5801

EY Global Tax — Talent Leader Mobile: +1 (914) 830-2377

Fax: +1 (866) 214-8286
Email: jennifer.wishnie@ey.com

Editor — Worldwide Corporate Tax Guide

Ronald Anes +1(732) 516-4551
Fax: +1 (866) 863-4590
Email: ronald.anes@ey.com



EY Global Tax Desk Network

Over the last 38 years, the EY organization has made a significant invest-
ment in building a Global Tax Desk Network. It consists of highly inte-
grated teams of more than 300 professionals spanning approximately
60 jurisdictions. The purpose of the Tax Desk Network is to help enable
home-country tax experience to be integrated within other jurisdictions
and provide services across several of our tax disciplines from hubs in the
United States, Brazil, Europe, and Asia-Pacific and China Mainland. The
Global Tax Desk Network offers clients a tremendous resource — acces-
sible, timely and integrated tax-planning advice on cross-border invest-
ments, providing them worldwide with a forum for information and idea
exchange as well as offering cross-disciplinary tax workshops for multina-
tionals. Our Global Tax Desk Network can be contacted at the numbers
listed below.

Head of Global Tax Desk Network
Ana Mingramm (resident in New York) +1(212) 773-9190

Head of Global Tax Desk Network, EY Americas
Ana Mingramm (resident in New York) +1(212) 773-9190

Head of Global Tax Desk Network, EY Europe, Middle East,
India and Africa (EMEIA)
Amit Jain (resident in London) +44 (20) 7783-0249

Head of Global Tax Desk Network, EY Asia-Pacific (APAC)
Jeremy Litton
(resident in the Hong Kong SAR) +852 3471-2783

Australia

Sydney

United States desk

Scott Hes +61 (2) 9248-5013

Austria
Vienna

Tax Policy Desk
Richard Stern +43 (1) 21170-4098

Bahrain

Manama

Netherlands/Europe desk

Miranda Baas +973 1751-4890
United States desk

Joe Kledis +973 3356-1183
Josh McKniff +973 1713-5122

Canada

Calgary

United States desk

Karen Coil +1 (403) 206-5158
Ryan Coupland +1 (403) 206-5405
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Montreal

United States desk
Denis Rousseau
Anna Tagalakis
George Tsitouras

Toronto

United States desk
George B. Guedikian
Chait Panday
Radhika Patel

Asif Rajwani

Michael Teper

Emad Zabaneh

Vancouver

United States desk
Richard Felske

China Mainland
Shanghai

United States desk
Peter Kao

Ling Lin

Lu Shen

Bridget Zhao

Europe desk
Moya Wu

France
Paris
Unites States desk
Paula Charpentier
Carmen L. Encarnacion
Mallory Whitley
(beginning September 2022)

Germany
Duesseldorf

Japan desk
Keniji Umeda

Frankfurt

Japan desk
Jorg Neumeister

United States desk
Dmitri Bordeville
Ann-Kristin Kautz
Lee-Bryan Serota

Munich

United States desk

Lydia Conklin

Austin Dail

Tom Day

Zsuzsanna Kadar

(beginning September 2022)

+1 (514) 879-8058
+1 (514) 879-8215
+1 (514) 874-4427

+1
+1
+1
+1
+1
+1

416
416
416
416
416
416

943-3878
943-2072
943-3264
943-2626
943-2952
943-2221

+1 (604) 643-5448

+86 (21) 2228-2788
+86 (21) 2228-6830
+86 (21)

(1)

+86 (2

1
1
1) 2228-8832
1) 2228-8115

+86 (21) 2228-9185

+33 7-60-36-47-18
+33 1-46-93-60-00
+33 1-55-61-10-00

+49 (211) 9352-13461

+49 (6196) 996-21343

+49 (6196) 996-24138
+49 (6196) 996-24423
+49 (6196) 996-26450

+49
+49
+49
+49

89
89
89
89

14331-21521
14331-20072
14331-16549
14331-0
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Hong Kong SAR

Europe QS desk
Helen Rice
Netherlands desk
Bas Sijmons

United States desk
Ashley Fedyshyn
Kevin Hughes
Peggy Lok

Jeremy F. Litton,
Head of Global Tax Desk Network, EY APAC
Lilian Liu

Winona Zhao
Israel

Tel-Aviv

United States desk
Dr. Amir Chenchinski

Tal Levy
Itai Ran

Italy
Milan
Germany desk
Georg Augustin

Japan desk
Takahiro Kitte

Japan

Tokyo

China Mainland desk
Emiko Okubo

Xiao Wu

India desk

Niladri Nag

Latin America desk
Raul Moreno
Netherlands desk
Joris Huijstee

United Kingdom desk
Richard Johnston
Vietnam desk

Thi Anh Huyen Nguyen

Netherlands
Rotterdam

Global Transfer Pricing desk
Ronald van del Brekel,

Global Transfer Pricing Market and Innovation Leader

Tax Policy Desk
Marlies De Ruiter
Maikel Evers

New Zealand
Auckland

Tax Policy desk
Matt Andrew

+852 2629-1910

+852 2846-9704

+852 2629-3195
+852 2515-4107
+852 2629-3866

+852 3471-2783
+852 2629-3896
+852 2515-4148

+972 (3) 568-7124
+972 (3) 568-7151
+972 (3) 623-2729

+39 (02) 851-4433

+39 (02) 8066-9230

+81 (3) 3506-2535
+81 (6) 6940-4517

+81 (3) 3506-2694

+81 (70) 4550-6154

+81 (3) 3506-2411

+81 (3) 3506-2110

+81 (3) 3506-2774

+31(88) 407-9016

+31 (88) 407-7887
+31 (88) 407-9656

+64 (9) 348-8260
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Singapore
Germany desk
Ruprecht Uckermann
India desk

Gaurav S. Ashar
Netherlands desk
Carel Boetzelaer

United States desk
Campbell Perry

Spain

Madrid

Latin America Business Center
Hector Hermosillo Machuca
Jaime Vargas

Sweden
Stockholm

United States desk
Russell V. Antonevich

Switzerland
Zurich

United States desk
Christian Koller
Michael Parets
Andrea Walker

United Kingdom
London

+65 6540-7467

+65 6340-2150

+65 6505-2545

+65 6718-1066

+34 917-499-884
+34 917-499-671

+46 (8) 520-590-00

+41 (58) 286-46-75
+41 (58) 286-39-92
+41 (58) 286-31-11

Head of Global Tax Desk Network, EY EMEIA, and India Desk

Amit Jain

Africa desk

Kwasi Owiredu
Australia desk

Naomi Ross

China Mainland desk
Cyril Lau

Global Structuring desk
Matthew Mealey,
Global Content Innovation Leader
India desk

Amit Jain

Italy desk

Domenico Borzumato
Japan desk

Masayuki Owaki

Latin America Business Center
Silvestre Del Rio
Claudia Leon Campos
Lourdes Libreros
Netherlands desk

Noor Blauw

Erwin Sieders

+44 (20) 7783-0249

+44 (20) 7951-4942

+44 (20) 7951-7625

+44 (20) 7197-7387

+44 (20) 7951-0739

+44 (20) 7783-0249

+44 (20) 7951-5693

+44 (20) 7980-9097

+44 (20) 7197-5024
+44 (20) 7980-9233
+44 (20) 7197-5101

+44 (20) 7197-0951
+31(88) 407-1468
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Transfer Pricing Controversy Desk
Joel Cooper

United States Desk
Noah Lewis,

Unites States Desk Leader
Ben Carter

Leif Jorgensen

Michael Kent

David Lanza

John Michalowski
(beginning August 2022)
David Padykula

Amit Sachdeva

Hannah Shepley

Jillian Symes

Scott Thompson

United States
New York

+44 (20) 7951-5832

+44 (20) 3523-4346

+44 (20) 7806-9063
+44 (20) 7951-1445
+44 (20) 7951-9786
+44 (20) 7951-2360
+44 (20) 7951-2000

+44 (20) 7951-1864
+44 (20) 7951-7071
+44 (20) 7951-4729
+44 (20) 7951-7863
+44 (20) 7951-7140

Head of Global Tax Desk Network and Head of Global Tax Desk Network,

EY Americas
Ana Mingramm
Africa desk
Brigitte Keirby-Smith
Dele Olaogun

Base Erosion and Profit Shifting (BEPS) desk

Jose Antonio Bustos
Serge Huysmans
Maaike Muit

Nadine Redford
Willy Van Exel

Belgium desk
Jean-Charles Van Heurck
Pieter-Jan Wouters
Canada desk

Trevor O'Brien

Caribbean Desk
Terrence Melendez
France desk

Mathieu Pinon

Frederic Vallat

Germany desk
Tobias Appl
Jasan Bsharat
Thomas Schmitz
Hungary desk
Gabor Kiss
Ireland desk
Deidre Fenton
Israel desk
Mark Alon

Lital Haber
Italy desk
Emiliano Zanotti

Luxembourg desk
Xavier Picha

+1(212) 773-9190

+1 (212) 466-9450
+1(212) 773-2546

+1(212) 773-9584
+1(212) 7732710
+1 (212) 773-2761
+1(212) 773-3786
+1 (212) 773-3969

+1 (212) 360-9813
+1(212) 773-7514

+1 (416) 943-5435

+1 (212) 773-3000

+1(212) 773-2021
+1 (212) 773-5889

+1(212) 773-5594
+1(212) 773-7213
+1(212) 773-4014

+1 (212) 773-8394

+1(212) 773-0019

+1(212) 773-7087
+1 (212) 773-9630

+1 (212) 360-9330

+1(212) 536-1355
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Middle East and North Africa
(MENA) desk
Asmaa Ali

Netherlands desk
Max ‘t Hart

Rodin Prinsen
Dirk-Jan (DJ) Sloof
Bas van Stigt

Nordics desk
Oscar Kruse, Sweden

Poland desk
Sylwia Migdal
Portugal desk
Francisco Silva

Spain desk
Andres Carracedo

Switzerland desk
Michael Bertschinger
Eric Duvoisin

Turkey desk
Gamze Durgun

United Kingdom desk
Sarah Belshaw

Paul MacDonald
Daniel Rees

Graham Shaw

New York — EMEIA Financial Services Desk
Alexander Magee, United Kingdom

Magdalena Mozdzierz, Luxembourg

Aine O’Connor, Ireland

Ricardo Vargas, Mexico and Latin America

Pablo Wejcman, Argentina and Latin America

+1(212) 773-1657

+1 (212) 466-9161
+1(212) 773-0018
+1(212) 773-1903
+1(212) 773-7682

+1 (212) 466-9967

+1 (212) 773-0095

+1 (415) 786-2930

+1(212) 773-2482

+1 (212) 466-9855
+1(212) 773-0762

+1 (212) 466-9542

+1 (212) 466-9157
+1 (212) 773-6406
+1 (212) 773-3000
+1 (212) 773-6064

+1(212) 773-3130
+1 (212) 466-9169
+1(212) 773-7848
+1(212) 7732771
+1(212) 7735129

New York — Transaction Tax Advisory — Global Tax Desk Network

Chintan Gala, India

Lars Goldhammer, Germany

Taisuke Hamano, Japan

Martijn Mulder, Netherlands

Alex Prince, United Kingdom

Celso Sousa Paranhos, Brazil

Edwin van Keulen,

Transaction Tax Advisory Desk Leader,
Netherlands

New York - Indirect Tax — US VAT Practice
Dominik Betz

Luigi Bucceri

Alex Cotopoulis
Gino Dossche

Edel Flynn

Michael Gallacher
Yigal Harkavy
Maria Hevia Alvarez
Kishan Madhok
Rita Mate-Kasza
Steve Patton

My Lai Phung
Claire Tam

+1 (212) 360-9667
+1 (212) 773-0181
+1(212) 466-9994
+1 (212) 773-4581
+1(212) 773-1093
+1(212) 466-9716

+1(212) 773-7542

+1(212) 773-0024
+1(212) 773-5346
+1(212) 773-8216
+1 (212) 773-6027
+1 (212) 773-3759
+1(212) 773-7954
+1 (312) 879-3598
+1(212) 773-6754
+1 (212) 773-0051
+1 (212) 773-0606
+1(212) 773-2827
+1 (212) 773-9838
+1(212) 773-5413
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New York — EMEIA Transfer Pricing — Global Tax Desk Network

Ronny Waldkirch, Germany

+1(212) 773-9192

New York - Asia-Pacific Business Group — Global Tax Desk Network

Chris J. Finnerty, Asia-Pacific Business Group Leader

David Burns, Australia
Sherilyn Chan, Singapore
Min Fei, China Mainland
Jessica Fulgencio, Philippines
Luke Hookings, Australia
Alvin Lin

Rex Lo, Hong Kong SAR
Ryan Lu, China Mainland
Gagan Malik

Amelia Malley

Pariyanuch Ngamcherdtrakul,
Thailand

Ly Nguyen, Vietnam

Russell Nicholas, Singapore
Aria Prakasa, Indonesia

Ajith Raghunath

Naomi Ross, Australia
(beginning October 2022)
Dhara Sampat, India

Roshan Samuel, India

Deep Shah, India

Young Ju Song, Korea (South)
Shan Min Tay

Ryuta Tosaki, Japan
Charlotte Wong

Di Yang, China Mainland
Bee-Khun Yap

Madeline Zulli, Australia

+1(212) 773-7479
+1(212) 773-5280
+1 (212) 466-9669
+1 (212) 773-5622
+1 (212) 466-9747

+1 (212) 773-3000
+1 (212) 360-9008
+1 (212) 773-7590
+1 (212) 360-9650
+1 (212) 773-5211
+1 (212) 360-9499

+1(212) 773-7512

+1 (212) 466-9748
+1 (212) 466-9345
+1(212) 773-3378
+1 (212) 773-6046

+1 (212) 773-3000
+1 (212) 773-3340
+1(212) 773-2776
+1 (212) 773-3000

+1 (212) 773-4496

+1(212) 773-6342

+1 (212) 466-9801
+1 (212) 466-9746
+1(212) 773-6825
+1(212) 773-1816
+1 (212) 466-9749

New York - Latin America Business Center — Global Tax Desk Network

Zulay Arevalo, Colombia

Jose Juan Carbajal Gastelum, Mexico
Roberto Chapa Espinosa, Mexico
Mauricio Escandon, Mexico

Sofia Hernandez, Chile

Rik Jansen, Mexico

Aline Milla, Brazil

Gabriela Moura, Mexico

Lucas Moreno,

LABC US Leader

Enrique Perez Grovas, Mexico
Jose Manuel Ramirez, Mexico
Ricardo Vargas, Mexico

Pablo Wejcman, Argentina

Luz Zapata, Mexico

Chicago

Luxembourg desk
Andres Ramirez-Gaston
Netherlands desk
Sebastiaan Boers

Daan Hoogwegt

+1(212) 773-9138
+1 (312) 879-3009
+1 (212) 466-9674
+1(212) 773-5716
+1(212) 773-5528
+1(212) 773-1562
+1(212) 773-5365
+1 (212) 773-9409

+1 (212) 773-3000
+1(212) 773-1594
+1(212) 773-3144
+1 (212) 773-2771
+1(212) 773-5129
+1 (212) 466-9481

+1(312) 879-3898

+1 (312) 879-3682
+1 (312) 879-3698
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United Kingdom desk

Sarah Logan +1(312) 892-2482
Chicago — EMEIA Financial Services Desk

Paloma Nunez +1 (312) 468-2645
Alexandre Pouchard +1(312) 879-3007
Chicago - Indirect Tax — US VAT Practice

Ronan le Gall +1(312) 879-5140
Volodymyr Rog +1(312) 892-2696

Chicago - Asia-Pacific Business Group — Global Tax Desk Network

Sam Barrett, OME +1(312) 892-2759
Kenny Guo, China Mainland +1(312) 892-3195
Pratik Kamdar, India +1(312) 892-2807
Pongpat Kitsanayothin +1(312) 879-6797
Clement Lim, Singapore +1(312) 879-6344
Lucy Wang, China Mainland +1(312) 879-6305

Chicago - Latin America Business Center — Global Tax Desk Network
Alejandra Sanchez De La Garza,

Mexico +1(312) 879-3597
Dallas - Indirect Tax — US VAT Practice
Eva Velin +1(214) 969-8953
Houston — Latin America Business Center — Global Tax Desk Network
Carlos Gonzalez, Mexico +1(713) 750-4517
Enrique Gonzalez Cruz, Mexico +1(713) 750-8107
Los Angeles — Latin America Business Center — Global Tax Desk Network
Tak Morimoto, Mexico +1(213) 977-4320
Los Angeles - Indirect Tax — US VAT Practice
Ela Choina +1(312) 879-2935
Miami — Latin America Business Center — Global Tax Desk Network
Jesus Castilla, International Tax — US Inbound Initiative +1(305) 415-1416
and Latin America

Carmen Encarnacion +1(305) 415-1644
Paulo Espindula +1 (305) 415-1311
Terri Grosselin +1(305) 415-1344
Naara Ramirez +1 (305) 415-1322
Adriana Sanmarti +1(305) 415-1906

Miami - Indirect Tax — US VAT Practice

Enrique Agresott Garcia +1 (305) 415-1742
Dominic Mackey +1 (305) 415-1629
Adriana Trujillo Castellanos +1(305) 514-1369

Raleigh - Indirect Tax — US VAT Practice
Eric Van Der Merwe +1(919) 981-3086

San Diego - Latin America Business Center — Global Tax Desk Network
Ernesto Ocampo, Mexico +1(858) 535-7383

San Francisco

Hungary desk
Richard Kocsis +1 (415) 984-7772
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Netherlands desk

Job Grondhout +1 (415) 984-7684
Laura Katsma +1 (415) 894-8923
Switzerland desk

Stefan Ruest +1 (415) 894-4317
San Francisco - Indirect Tax — US VAT Practice

Liz Day +1 (415) 894-8247
Anne Freden, US Leader, VAT Practice +1 (415) 894-8732
Samantha Payne +1(415) 419-1681
San Jose

Hungary desk

Richard Kocsis +1 (415) 984-7772
Ireland desk

Karl Doyle +1 (408) 947-4977
Netherlands desk

Laura Katsma +1 (415) 894-8923

San Jose - Asia-Pacific Business Group — Global Tax Desk Network
Aditya Modani, India +1 (669) 649-8967
Diana Wu, China Mainland +1 (408) 947-6873
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Albania

ey.com/GlobalTaxGuides

Tirana

GMT +1

EY

“Ibrahim Rugova” Str.
Sky Tower

6th Floor

1001 Tirana

Albania

Principal Tax Contact

* Milen Raikov
(resident in Sofia)

Business Tax Advisory
Milen Raikov
(resident in Sofia)

Anisa Jasini

Dairida Metalia

+355 (4) 241-9575
Fax: +355 (4) 241-9570

+359 (2) 817-7155
Mobile: +359 (886) 183-933
Email: milen.raikov@bg.ey.com

+359 (2) 817-7155

Mobile: +359 (886) 183-933
Email: milen.raikov@bg.ey.com
+355 (4) 241-9575

Mobile: +355 (69) 403-1208
Email: anisa.jasini@al.ey.com
+355 (4) 241-9575

Mobile: +355 (69) 709-4630
Email: dairida.metalia@al.ey.com

A. At a glance
Corporate Profits Tax Rate (%) 15
Capital Gains Tax Rate (%) 15
Branch Tax Rate (%) 15
Withholding Tax (%)
Dividends 8
Interest 15
Royalties from Patents, Know-how, etc. 15
Rent 15
Technical Services 15
Management Services 15
Financial Services 15
Insurance Services 15
Participation in Management and
Administration Bodies 15
Construction, Installation or Assembly
Projects and their Supervision 15
Payments for Entertainment, Artistic or
Sporting Events 15
Gambling Gains 15
Branch Remittance Tax 0
Net Operating Losses (Years)
Carryback 0
Carryforward 3%

* Taxpayers who invest in business projects worth over ALL1 billion can carry

forward losses up to five consecutive years.



ALBANIA 13

B. Taxes on corporate income and gains

Corporate income tax. Albanian companies are companies that
are incorporated in Albania or have their place of effective
management in Albania. They are subject to corporate income
tax on their worldwide income. Foreign companies are subject to
tax on profits generated from activities performed through a
permanent establishment in the country and on income from
Albanian sources.

Rates of corporate tax. The corporate income tax rate is 15% for
taxpayers with annual turnover exceeding ALL14 million
(approximately EUR113,000) while taxpayers with annual turn-
over up to ALL14 million (approximately EUR113,000) are
subject to 0% income tax.

As of 1 January 2021, no corporate income tax is levied on busi-
nesses with annual turnover less than ALL14 million (approxi-
mately EUR113,000), while for taxpayers with annual turnover
exceeding ALL14 million, the corporate income tax rate of 15%
applies.

Tax incentives. Tax incentives in Albania are described below.

The corporate income tax rate is 5% for software production and
development companies. Effective from 1 January 2019, a re-
duced corporate income tax rate of 5% also applies to agricul-
tural cooperatives and agrotourism businesses that are awarded
the status of “certified agrotourism entity” on or before until
31 December 2021. They benefit from the reduced corporate in-
come tax rate of 5% for a 10-year period following their certifi-
cation.

Investment in and operation of internationally recognized 4- or
S-star hotels and resorts that are awarded a special status by the
Council of Ministers are exempt from corporate income tax for a
10-year period starting from the commencement of the economic
activity, but no later than 3 years from the award of the special
status. This exemption applies to 4- or 5-star hotels and resorts
that are awarded the special status in or before December 2024.

Effective from 1 January 2020, legal entities that carry out eco-
nomic activities in the automotive industry are subject to a re-
duced corporate income rate of 5%. The Council of Ministers
will determine by decision the activities, criteria and procedures
for the implementation of this reduced corporate income tax rate.

Capital gains and losses. Capital gains derived from the disposal
of assets, including shares, are subject to tax at the standard rate
of 15%. Capital losses are deductible for tax purposes.

Capital gains derived by nonresidents from the alienation of im-
movable property located in Albania, exploitation and other rights
regarding minerals, hydrocarbons and other natural resources in
Albania and information related to these rights are taxed in
Albania. Also, capital gains derived by nonresidents from the
alienation of shares deriving more than 50% of their value at any
time during the last 365 days, directly or indirectly, from immov-
able property located in Albania or from any the abovementioned
rights or information are taxed in Albania.
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If a tax treaty is in place, capital gains derived from nonresidents
arising from the transfer of shares are taxed in accordance with the
provision of the treaty.

Administration. The tax year is the calendar year.

Taxpayers subject to corporate income tax make advance pay-
ments of corporate income tax on a quarterly basis. The payments
must be made by 30 March for January through March, by
30 June for April through June, by 30 September for July through
September and by 30 December for October through December.
However, taxpayers may opt to make monthly advance payments
of corporate income tax by the 15th day of each month. Newly
established companies involved in production activities are not
required to make quarterly advance payments for either a period
of six months or the period until the end of the fiscal year, which-
ever is shorter.

The advance payments for January through March are calculated
based on the corporate income tax of the tax year before the
preceding tax year. The advance payments for April through
December are calculated based on the corporate income tax of
the preceding tax year. The tax rate for the calculation of the ad-
vance payment is 15%. If the company demonstrates to the tax
authorities that the taxable income in the current year will be
substantially lower than the taxable income of the reference pe-
riod, the tax authorities may decide to decrease the advance pay-
ments. If the tax authorities approve the taxpayer’s request for the
reduction of the corporate advance payments and at year-end the
corporate tax liability exceeds the amount of advance payments
by more than 10%, default interest is applied to the difference. If
the tax authorities determine that the taxable income of the cur-
rent year will be increased by more than 10%, compared with the
taxable income realized in the reference period, they may decide
to increase the advance payments. Companies that generated
losses in the reference years make advance payments based on
their taxable profit projections for the current year.

By 31 March, companies must file the annual tax return and pay
the corporate tax due for the tax year less advance payments
made.

The annual tax return deadline for taxpayers who are subject to
the simplified profit tax is 10 February of the following year.
Taxpayers subject to this simplified profit tax regime make ad-
vance payments of profit tax (see Rates of corporate tax) on a
quarterly basis. The payments must be made by 20 April for
January through March, by 20 July for April through June, by
20 October for July through September and by 20 December for
October through December. Taxpayers with turnover of
ALLS5 million to ALL8 million are provided with tax stamps for
each payment made during the year (total of four). Taxpayers
must place the tax stamps in the upper corner of their National
Business Centre (Tax Identification Number) certificate.

As of 1 January 2021, no corporate income tax is levied on
taxpayers with annual turnover less than ALL14 million
(approximately EUR113,000). As a result, no advance payments
are required to be made by these taxpayers.
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During 2020, the Albanian government approved certain tax

measures in response to the COVID-19 pandemic. During 2021,

the following postponements of deadlines for income tax prepay-

ments apply:

* For taxpayers with annual turnover exceeding ALL14 million
(approximately EUR113,000), the tax prepayments for the sec-
ond and the third quarter of 2020 were postponed to April 2021
to September 2021, except for businesses operating in banking,
telecommunications and trading of pharmaceutical products,
food and groceries.

* For taxpayers operating in the tourism, toll-manufacturing and
call-center sectors, the tax prepayments for April 2020 to
December 2020 were postponed to April to December 2021.

Companies not complying with the filing and payment deadlines
described above are subject to interest and penalties. Late tax pay-
ments are subject to interest at a rate of 120% of the interbanking
loan interest rate published by Bank of Albania. The interest is not
deductible for corporate income tax purposes. Late tax payments
and inaccurate tax return filings are charged with a penalty of
0.06% of the amount of the unpaid tax liability and contribution
for each day of delay, capped at 21.9%. In addition, a penalty of
ALL10,000 (EUR81) for taxpayers subject to corporate income
tax or ALL5,000 (EUR40) for other taxpayers can be assessed if
the tax return is not filed by the due date. If the unreported tax
liability results from tax evasion, the penalty is 100% of the un-
paid liability.

Capital gains derived from the transfer of shares or voting rights

deriving more than 50% of their value, directly or indirectly, from

immovable property located in Albania, exploitation and other

rights regarding minerals, hydrocarbons and other natural

resources in Albania or from information related to these rights

are taxed at the level of the Albanian taxpayer, to the extent that

the taxpayer meets both of the following conditions:

« It is subject to a direct or indirect change of ownership by more
than 20%.

* It has an average turnover of ALL500 million for the last three
years.

The tax liability is computed on the difference between the fair
value and cost of the underlying asset, apportioned to the owner-
ship change percentage. This is a final tax, and the transferor of
shares is exempt from taxation on capital gains. If there is a
capital gain and if the Albanian taxpayer is not liable to pay tax
in accordance with the above rule, the obligation rests with the
transferor of shares.

A nonresident person that is subject to capital gain taxation in
Albania must declare the capital gains and pay the tax liability by
submitting an annual income tax return by 31 March of the fol-
lowing year.

The Albanian taxpayer should also report these ownership
changes with the tax authorities to the extent that the change is
more than 20% for all types of companies and more than 10% for
companies whose shares derive more than 50% of their value at
any time during the last 365 days, directly or indirectly, from
immovable property located in Albania or from exploitation and
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other rights regarding natural resources and information related
to these rights.

Failure to comply with these reporting obligations is subject to
heavy penalties.

Dividends. Dividends paid by Albanian companies to resident and
nonresident individuals and to foreign entities are subject to with-
holding tax at a rate of 8% unless the rate is reduced under an
applicable double tax treaty (see Section F). Dividends received
by Albanian companies are exempt from tax.

Foreign tax relief. Foreign direct tax on income and gains of an
Albanian resident company may be credited against the corporate
tax on the same profits. The foreign tax relief cannot exceed the
Albanian corporate income tax charged on the same profits. If a
company receives income from a country with which Albania has
entered into a double tax treaty, other forms of foreign tax relief
may apply, as stipulated in the provisions of the treaty.

C. Determination of trading income

General. The assessment is based on the financial statements
prepared in accordance with the local standards or International
Financial Reporting Standards (IFRS), subject to certain adjust-
ments for tax purposes as specified in the Albanian Tax Code and
other supplementary legal acts.

All necessary and reasonable expenses incurred for the business
activity that are properly documented are deductible, except for
the following:

* In-kind compensation.

» Wages and salaries not paid through the banking system.

» Write-off of debts if all legal means for their collection have not
been exhausted.

» Expenses for cross-border technical services and consultancy
and management fees if the corresponding withholding tax has
not been paid by 20 January of the year following the year in
which the service is provided, regardless of whether the pay-
ment of the invoice is made. In case of tax treaty protection, the
restriction above does not apply, and the provisions of the ap-
plicable treaty apply.

Other types of expenses may be deducted up to a ceiling. These

expenses include, but are not limited to, the following:

* Representative and entertainment expenses are deductible up to
0.3% of annual turnover.

* Production waste and losses, including losses from impairment,
are deductible to the extent provided by the relevant legislation.

* Sponsorships are generally deductible up to 3% of the income
before tax and up to 5% for media-related sponsorships.

* Per diems are deductible up to ALL3,000 per day for traveling
inside Albania and up to EUR60 per day for traveling abroad,
to the extent that the annual total of per diems is less than 50%
of the annual gross salary budget.

* Interest is deductible only to the extent that the rate does not
exceed the average interest rate published by Bank of Albania
and that the amount of the debt does not exceed four times the
equity. Effective from 1 January 2018, for related-party loans,
the net interest expense balance (that is, the difference between
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the interest expenses and interest revenues, exceeding 30% of
earnings before interest, tax, depreciation and amortization
[EBITDAY]) is not deductible for the tax period. Such interest
not deductible in the current period can be carried forward to
future tax periods, provided that a change of 50% in the entity’s
ownership does not occur. Such limitation does not apply to
banks, other financial institutions that are not banks, insurance
companies and leasing companies.

* Costs of improvements and maintenance are fully deductible in
the year in which they are incurred to the extent that they do not
exceed 15% of the remaining value of the asset.

» Expenses settled in cash are tax deductible if they do not exceed
ALL150,000 (approximately EUR1,150).

* Voluntary pension contributions made by employers in favor of
their employees to professional pension plans are tax deductible
up to an amount of ALL250,000 (approximately EUR1,920) per
year.

* Monetary donations are deductible up to 5% of the income
before tax during natural disaster emergencies.

Inventories. The inventory valuation rules stipulated in the ac-
counting law also apply for tax purposes. Inventory is valued at
historical cost, which is determined by using the weighted aver-
age, first-in, first-out (FIFO) or other specified methods. The
method must be applied consistently. Changes in the method must
be reflected in the books of the company.

Provisions. Companies may not deduct provisions, except for cer-
tain levels of special reserves specified by regulations regarding
insurance companies and provisions of financial service compa-
nies created in compliance with International Financial Reporting
Standards and certified by external auditors.

Tax depreciation. Buildings are depreciated separately for tax
purposes using the declining-balance method at a rate of 5%. If
the remaining value of the assets at the beginning of a tax period
is less than 3% of their historic acquisition cost, the entire re-
maining balance is recognized as a tax-deductible expense in that
tax period.

Intangible assets are depreciated using the straight-line method at
a rate of 15%.

Other assets are depreciated in groups, using the declining-balance
method. The applicable rates are 25% for computers, information
systems and software, and 20% for all other fixed assets. If the
remaining value of the assets at the beginning of a tax period is
less than 10% of their historic acquisition cost, the entire remain-
ing balance is recognized as a tax-deductible expense in that tax
period.

Relief for losses. Losses may be carried forward for three con-
secutive years. However, if a change of 50% in the entity’s owner-
ship occurs, the remaining losses are forfeited. Loss carrybacks
are not allowed. Taxpayers investing in business projects exceed-
ing ALLI billion (approximately EURS million) are allowed to
carry forward the tax losses incurred in a certain year over a
maximum period of five years.
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Groups of companies. Each company forming part of a group
must file a separate return. The law does not provide for consoli-
dated tax returns or any other group relief.

D. Other significant taxes

The following table summarizes other significant taxes.

Nature of tax Rate
Value-added tax; exempt supplies include

leases of land, supplies of buildings (optional)

and financial services

Standard rate 20%
Reduced rate for supplies of certain public
transport vehicles 6%

and 10% from 2022
Reduced rate for the supplies of
agricultural inputs (products) 10%
Reduced rate for certain services,
accommodation and restaurant
(except for drinks) supplies
from companies having the status
of “agritourism certified entity,”
advertisement services from audiovisual media
and supplies of books of any type 6%
Exports of goods and supplies of services
relating to international transportation 0%
Real estate property tax
Buildings
Buildings used for business purposes; rate
applied to value of building 0.2%
Buildings under construction; rate applied
to value of the construction surface of
buildings that have not been completed
as per the time frame stipulated in the

construction permit received 30%
Agricultural land ALL700 to ALLS5,600
per hectare

Plots of land ALLO.14 to ALL20

per square meter
Social security contributions, on monthly
salary up to ALL132,311; paid by
Employer 15%
Employee 9.5%
Health insurance contributions on monthly
gross salary; paid by
Employer 1.7%
Employee 1.7%
Excise duties imposed on specified goods
(tobacco products, coffee, alcoholic
beverages, petrol, diesel, fuel, kerosene
and lubricants); the tax is calculated as
a specific amount per unit Various
Consumption tax for petrol, gas, oil and coal ~ ALL27 per liter



ALBANIA 19

E. Miscellaneous matters

Foreign-exchange controls. Albania has a free foreign-exchange
market. The Albanian currency, the lek (ALL), is fully convert-
ible internally.

Residents and nonresidents may open foreign-currency accounts
in Albanian banks or foreign banks authorized to operate in
Albania. Residents may also open accounts in banks located
abroad. All entities must properly document all of their money
transfers to comply with the regulations of Bank of Albania. No
limits are imposed on the amount of foreign currency that may be
brought into Albania. Hard-currency earnings may be repatriated
after the deduction of any withholding tax.

Transfer pricing. Albanian transfer-pricing rules were introduced
in June 2014 and are aligned with the Organisation for Economic
Co-operation and Development (OECD) Transfer Pricing
Guidelines of 2010. Under these rules, taxpayers engaged in con-
trolled transactions are required to maintain transfer-pricing docu-
mentation, which must be submitted within 30 days following the
tax authorities’ request. Failure to prepare transfer-pricing docu-
mentation is not sanctioned with penalties, but fulfilling the re-
quirement protects the taxpayer from the assessment of penalties
in the event of transfer-pricing-related audit adjustments. Such
penalties equal 0.06% of the amount of the unpaid liability for
each day of delay, capped at 21.9% (equivalent of 365 days).

Only cross-border and controlled transactions are subject to the
transfer-pricing rules. Consequently, domestic transactions are not
subject to the rules. Controlled transactions are transactions be-
tween related parties, dealings between a permanent establish-
ment and its head office, and transactions with an entity resident
in a tax-haven jurisdiction. Two persons are considered related
parties if either one of them participates directly or indirectly in
the management, control or capital of the other, or the same
person(s) participate(s) directly or indirectly in the management,
control or capital of the two parties; that is, the same person owns
50% or more of the share capital of the other person or effec-
tively controls the business decisions of the other person.

The transfer-pricing rules refer to the application of the most ap-
propriate method among the OECD transfer-pricing methods,
which are comparable uncontrolled price, resale price, cost-plus,
transactional net margin and profit-split. If it can be proved that
none of the approved methods can be reasonably applied, taxpay-
ers are allowed to use other more appropriate methods.

Taxpayers are required to submit by 31 March of the following
year a Controlled Transaction Notice, which lists the intercompa-
ny transactions and the transfer-pricing methods applied to these
transactions, if their controlled transactions, including loan bal-
ances, exceed in aggregate ALLS50 million (approximately
EUR363,000).

Failure to timely submit the Controlled Transaction Notice
subjects the taxpayer to a penalty of ALL10,000 (approximately
EUR70) for each month of delay.
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In October 2018, the Albanian government approved the agree-
ment with the OECD for Albania to join the Inclusive Framework
on Base Erosion and Profit Shifting.

Debt-to-equity rules. Albanian tax law includes thin-capitalization
rules with respect to the deduction of interest on loans, which
apply if the debt-to-equity ratio exceeds 4:1. The ratio applies to
all debts owed to related and unrelated parties as well as to loans
obtained from financial institutions. However, the limitation does
not apply to banks and insurance and leasing companies. For
related-party loans, the net interest expense balance (that is, the
difference between the interest expenses and interest revenues,
exceeding 30% of EBITDA) is not deductible. Such interest not
deductible in the current period can be carried forward to future
tax periods, provided that a change of 50% in the entity’s owner-
ship does not occur.

Reorganizations. As of 15 February 2021, new amendments on
the income tax law entered into force with respect to the taxation
of transactions between Albanian tax residents on exchanges of
shares, transfers of a branch or branch activity, mergers, divisions
or partial divisions. Any cash payment received in exchange for
shares and quotas in a merger or division is recognized as a
capital gain and is taxable up to the amount equal to the differ-
ence between the market value of the shares or quotas received
and the purchase value of the shares or quotas transferred.
Capital gains realized from the transfer of assets and liabilities in
a merger with absorption, transfer of a branch or branch activity,
merger or division may be deferred until their actual disposal by
the acquiring company. The deferral is subject to meeting certain
criteria and the submission of a request from both parties with the
tax authorities.

F. Treaty withholding tax rates

Albania has entered into tax treaties with several jurisdictions. In
October 2018, the Albanian Council of Ministers approved for
Albania to become a signatory jurisdiction and party to the
Multilateral Convention to Implement Tax Treaty Related
Measures to Prevent Base Erosion and Profit Shifting (Multilateral
Instrument, or MLI), announcing that Albania will enter its reser-
vations and observations. In August 2019, Albania joined the
Inclusive Framework on Base Erosion and Profit Shifting. In July
2020, Albania ratified the MLI.

The table below providing the treaty withholding tax rates is for
illustrative purposes only. It does not reflect the various special
provisions of individual treaties or the withholding tax regula-
tions in domestic law.

Dividends Interest  Royalties
0, 0,

% % %
Austria 5/15 (a) 5(b) 5
Belgium 5/15 (a) 5 5
Bosnia and Herzegovina 5/10 (a) 10 10
Bulgaria 5/15 (a) 10 10
China Mainland 10 10 10
Croatia 10 10 10

Czech Republic 5/15 (a) 5 10
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Dividends Interest  Royalties
0 0,

% % %
Egypt 10 10 10
Estonia 5/10 () 5(b) 5
France 5/15 (a) 10 5
Germany 5/15 (a) 5(b) 5
Greece 5 5 5
Hungary 5/10 (a) 0 5
Iceland 5/10 (a) 10 (b) 10
Ireland 5/10 (a) 7 (b) 7
Israel 5/15 (a) 10 (b) 5
Italy 10 5(b) 5
Korea (South) 5/10 (a) 10 (b) 10
Kosovo 15 10 10
Kuwait 0/5/10 (g) 10 10
Latvia 5/10 (a) 5/10 (b) 5
Malaysia 5/15 (a) 10 10
Malta 5/15 (a) 5 5
Moldova 5/10 (a) 5 10
Montenegro 5/15 (a) 10 10
Netherlands 0/5/15 (c) 5/10 (d) 10
North Macedonia 10 10 10
Norway 5/15 (a) 10 10
Poland 5/10 (a) 10 5
Qatar 0/5 (h) 0/5 (b) 6
Romania 10/15 (a) 10 (b) 15
Russian Federation 10 10 10
Saudi Arabia 5 10 5/8 (j)
Serbia 5/15 (a) 10 10
Singapore 5 5(b) 5
Slovenia 5/10 (a) 7 (b) 7
Spain 0/5/10 (e) 6 (b) 15
Sweden 5/15 (a) 5 5
Switzerland 5/15 (a) 5 5
Turkey 5/15 (a) 10 (b) 10
United Arab Emirates 0/5/10 (g) 0 5
United Kingdom 5/15 (i) 6 (b) 0
Non-treaty jurisdictions 8 15 15
(a) The lower rate applies if the beneficial owner of the dividends is a company

(b)
()

(d)
(©

(other than a partnership) that holds directly at least 25% of the capital of the
payer. The higher rate applies to other dividends.

Interest on government and central bank loans is exempt from withholding
tax.

The 0% rate applies if the beneficial owner of the dividends is a company that
holds at least 50% of the payer and that has invested at least USD250,000 in
the capital of the payer. The 5% rate applies if the beneficial owner of the
dividends is a company that holds at least 25% of the payer. The 15% rate
applies to other dividends.

The 5% rate applies to interest paid on loans granted by banks or other finan-
cial institutions. The 10% rate applies in all other cases.

The 0% rate applies if the beneficial owner of the dividends is a company
(other than a partnership) that holds directly at least 75% of the capital of the
payer. The 5% rate applies if the beneficial owner of the dividends is a com-
pany (other than a partnership) that holds directly at least 10% of the capital
of the payer. The 10% rate applies to other dividends.

The lower rate applies if the beneficial owner of the dividends is a company
(other than a partnership) that holds directly at least 10% of the capital of the
payer. The higher rate applies to other dividends.
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(8

(b)

0

)

The 0% rate applies if the beneficial owner of the dividends is a government,
a government institution or an agency of the other contracting state. The 5%
rate applies if the beneficial owner of the dividends is a company (other than
a partnership) that holds directly at least 10% of the capital of the payer. The
10% rate applies to other dividends.

The 0% rate applies if the beneficial owner of the dividend is a government,
a government institution or an agency of the other contracting state. The 5%
rate applies to other dividends.

The 5% rate applies if the beneficial owner of the dividend is a company that
holds directly at least 25% of the capital of the payer or is a pension scheme.
The 10% rate applies to other dividends.

The 5% rate applies if the license fee is related to industrial, commercial and
scientific equipment. The 8% rate applies to other license fees.

Albania has signed tax treaties with India and Luxembourg, but
these treaties have not yet entered into force.
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A. At a glance
Corporate Income Tax Rate (%) 10/19/23/26 (a)
Capital Gains Tax Rate (%) 15/20 (b)
Branch Income Tax Rate (%) 19/23/26 (a)
Withholding Tax (%)
Dividends 15
Interest 10
Royalties from Patents, Know-How, etc. 30
Foreign Services 30
Fees for Technical Assistance and Other
Remuneration for Services 30
Branch Remittance Tax 15
Net Operating Losses (Years)
Carryback 0
Carryforward 4

(a) For details regarding these rates, see Section B.
(b) The higher rate applies to payments to nonresident individuals or companies.

B. Taxes on corporate income and gains

Corporate income tax. The following companies are subject to

corporate income tax (Impdt sur le Bénéfice des Sociétés, or IBS):

* Resident companies (those incorporated in Algeria)

* Nonresident companies that have a permanent establishment in
Algeria
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In general, IBS is levied on income realized in Algeria, which

includes the following:

* Income derived from trading activities carried out by compa-
nies

* Income of representative agents of companies

* Income of companies that do not have an establishment or a
representative agent but realize a complete cycle of commercial
activities

Tax rates. The following are the IBS rates:

* 10% (preferential rate) for companies carrying out a production
activity if they reinvest during the fiscal year. Reinvestments
can be made through acquiring production equipment and
shares or equity interests or similar securities of up to at least
90% in the capital of another company.

* 19% for companies carrying out production activities.

* 23% for companies engaged in the construction sector and tour-
ism.

* 26% for companies carrying out other activities, such as impor-
tation and resale in the same condition.

Companies carrying out activities that are subject to different
rates of IBS are charged an IBS rate for each activity according
to its portion (pro rata) of the consolidated turnover.

A complementary tax of 10% on company profits is introduced
for tobacco manufacturing companies. The tax base of this tax is
the same as the tax base subject to the corporate income tax.

Tax incentives. Law No. 16-09 relating to the development of
investments, which amended Law 01-03, provides for different
levels of investment incentives applicable to national and foreign
investments made in the production of goods and services, and
investments made within the framework of the granting of a
license and/or a concession.

For purposes of the above law, investments include the following:
* Acquisition of assets included in the creation of new activities,
capacity of production extension, rehabilitation and restructur-
ing
* Participation in the share capital of an Algerian company
Before the investments are made, they must be registered with
the National Agency for Investment Development (Agence
Nationale pour le Développement des Investissements, or ANDI)
to benefit from the incentives discussed below. Investments of
DZDS5 billion or more, as well as those that serve particular inter-
est of the national economy are subject to the prior decision of
the National Investment Council.

The advantages granted by the ANDI to investors depend on the
investment’s structure, as provided by Law 16-09.

Common advantages for all eligible investments. The advantages
described below apply to national and foreign investments made
in the activities of production of goods and services as well as
investments made within the framework of the granting of a
license and/or a concession.
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For investment projects in northern areas, during the setting up of

their investments, companies may benefit from the following

advantages:

» Exemption from customs duties on imported equipment direct-
ly involved in the investment setup

* Exemption from value-added tax (VAT) on goods and services
directly involved in the investment setup

» Exemption from property transfer tax and land publication fees
on all property acquisitions made within the framework of the
registered investment

* Exemption from registration duties, land publication fees and
state-owned property remuneration, for granted built and
unbuilt property assigned to the investment setup

* Ninety percent deduction on the annual rental fee amount set by
the government property authority for the investment setup
period

» Exemption from land tax on real estate within the framework of
the investment for a period of 10 years from the acquisition date

» Exemption from registration duties on acts of incorporation and
capital increases

When operating in northern areas, companies may be granted the

following advantages for three years:

* IBS exemption

* Tax on professional activity (see Section D) exemption

* 50% deduction on the annual rental fee amount set by the state
property department

For investment projects in southern areas (the highlands and
areas whose development requires a particular contribution of the
state), during the setting up of their investments, companies may
benefit from the following advantages:

» Exemption from customs duties on imported goods directly
involved in the investment setup.

» Exemption from VAT on goods and services directly involved
in the investment setup, whether they are imported or purchased
on the local market.

» Exemption from transfer tax payable on real estate acquisitions
made within the framework of the investment.

» Exemption from registration fees, land advertisement tax and
the state-owned property remuneration on built and unbuilt
properties granted for the investment projects’ setup. This ben-
efit applies for the minimum duration of the granted conces-
sion.

« Partial or total support by the state, after the ANDI's assessment
of expenditures concerning infrastructure works needed for the
setup of the investment.

» Exemption from land tax on real estate within the framework of
the investment for a period of 10 years from the acquisition
date.

» Exemption from registration duties on acts of incorporations
and capital increases.

* Reduction of the annual rental fee amount set by the state prop-
erty department, on the land concession for the investment
projects’ setup, in the following amounts:

— A symbolic dinar per square meter is paid for a period of
10 years and 50% of the annual rental fee amount is paid
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beyond this period for investments located in localities
within the highlands and other areas whose development
requires a special contribution of the state.

— A symbolic dinar per square meter is paid for a period of 15
years and 50% of the annual rental fee amount is paid
beyond this period for investment projects implemented in
the regions of the south.

During the investment exploitation period in southern areas,

companies may be granted the following advantages for 10 years:

* IBS exemption

* Tax on professional activity (see Section D) exemption

« Fifty percent deduction on the annual rental fee amount set by
the state property department

Additional advantages for privileged and jobs-creating activities.
Particular tax and financial incentives are available under legisla-
tion for tourist, industrial and agricultural activities, which can-
not be cumulated with the advantages of Law No. 16-09
provisions. The investor benefits from the most advantageous
incentive measure.

For investments that are set up in areas to be promoted and that
are generating more than 100 permanent jobs, the duration of the
tax exemption during the investment exploitation period is five
years.

Exceptional advantages to investments serving a particular inter-

est of the national economy. The following advantages are avail-

able to investments serving a particular interest of the national

economy during the investment setup period:

* All the common advantages for the setup period

* Granting, according to the legislation in force, of exemptions or
reduction of customs duties, taxes and other impositions with
fiscal character and subsidies, aids or financial supports, and
benefiting from any facilitation measures likely to be intro-
duced

* After the National Investment Council agreement is signed, the
possibility of the setup period advantages being transferred
from the investor to contracting parties in charge of the invest-
ment setup for the investor

The following advantages are available to investments serving a

particular interest of the national economy during the investment-

exploitation period:

* Extension for a period of up to 10 years, of the duration of the
common advantages granted during the exploitation period

* Granting of a duty-free purchase scheme for goods and materi-
als used in the production of goods benefiting from the VAT
exemption

* Granting for a period not exceeding five years exemptions or
reductions of duties and taxes, including VAT, applied on the
prices of goods produced within the framework of emerging
industrial activities

Capital gains. Capital gains are included in ordinary income and
taxed at the applicable IBS rate.
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Capital gains derived from the sale of fixed assets are taxed dif-
ferently, depending on whether they are short-term capital gains
(on assets held for three years or less) or long-term capital gains
(on assets held for more than three years).

The following percentages of capital gains derived from the par-
tial or total sale of assets within the framework of industrial,
commercial, agriculture or professional activities are included in
taxable profits:

* 35% of long-term capital gains

* 70% of short-term capital gains

Capital gains derived from the sale of shares realized by nationals
are taxed at a rate of 15%.

Unless otherwise provided by a double tax treaty, nonresident
individuals and companies that derive capital gains from the sale
of shares of an Algerian entity are subject to a final withholding
tax at a rate of 20%.

Administration. An annual tax return must be filed with the tax
administration within four months after the end of the financial
year. Foreign companies carrying out activities in Algeria through
a permanent establishment are subject to the same filing
obligations as companies incorporated in Algeria. These obliga-
tions include the filing of an annual corporate tax return (IBS
return, named G4 form or G4 Bis form), by 30 April of each year.

The IBS is generally paid in three down payments from
20 February to 20 March, from 20 May to 20 June and from
20 October to 20 November of the year following the financial
year, if profit has been realized and used for the base of tax cal-
culation. The amount of each down payment is equal to 30% of
the IBS due on profits realized during the last closed financial
year.

Permanent establishments of foreign companies must make an
IBS down payment equal to 0.5% of the amounts billed every
month. When filing the annual IBS return, these IBS down pay-
ments are offset against the IBS due.

Certain listed documents must be attached to the IBS return,
including the balance sheet and a summary of the profit-and-loss
account.

Taxes withheld at source and those paid in cash must be declared

on a monthly tax return (“G 50” form). These taxes include the

following:

* Personal income tax (Impdt sur le Revenu Global, or IRG)

» Withholding tax due on passive income and remuneration paid
to nonresident service suppliers

* TAP

* Professional training tax and apprenticeship tax

* IBS down payments

* VAT

This form must be filed within 20 days following the end of the
month of payment of the relevant remuneration together with the
payment of the related taxes.
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Dividends. Dividends paid are subject to a 15% withholding tax,
subject to double tax treaties.

Royalties. Unless otherwise provided by double tax treaties, a
30% withholding tax is imposed on royalties and remuneration
for services paid to nonresident entities.

For contracts relating to the use of computer software, a tax allow-
ance at a rate of 30% is applicable on the amount of the royalties.
Consequently, the effective rate of the withholding tax is 21%.

A tax allowance at a rate of 60% is applied to the amount of the
rent amount paid under an international leasing contract. As a
result, the effective rate of the withholding tax is 12%.

For royalties benefiting from allowances, VAT must be paid in
addition to withholding tax.

Foreign tax relief. The Algerian Direct Tax Code does not provide
for foreign tax relief.

C. Determination of taxable income

General. The computation of taxable income is based on financial
statements prepared according to generally accepted accounting
principles, provided they are not incompatible with the provi-
sions of the Algerian Direct Tax Code.

Taxable income is determined on the basis of profits and losses.
Taxable income includes operating income and “extraordinary
income,” such as capital gains, gains from the revaluation of busi-
ness assets and subventions, subject to certain exclusions and
business incentives.

In the determination of taxable income, any expenditure that is
wholly, exclusively and necessarily incurred for the purposes of
the exploitation of the business and the generation of income is
deductible from gross income.

Financial expenses related to overseas loans, royalties, technical
assistance fees and other fees payable in foreign currencies may
be deducted for tax purposes during only the financial year of
their effective payment.

Certain expenses are not deductible for tax purposes, including

the following:

» Expenses, costs and rents of any type that are not directly as-
signed to operations (for example, premises leased for accom-
modation of members of the company’s management)

* Fines, interest on late payments and penalties, interest and
increases in duties as a result of defaults or insufficiencies in
tax returns or payments

* Gifts (except those for advertisements, the value of which does
not exceed DZD1,000 per beneficiary) in a global amount limit
of DZD500,000

* Subsidies or donations except those made to humanitarian
organizations or associations or those made to nonprofit
research organizations up to DZD4 million

* Restaurant, hotel and entertainment expenses not directly
linked to the business
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» Expenses paid in cash in the case of an invoice exceeding
DZD300,000

* The portion of rental of passenger vehicles exceeding
DZD200,000 per year, and maintenance and reparation expens-
es of passenger vehicles that do not constitute the main tool of
the activity that are higher than DZD20,000 per vehicle

Amounts allocated to sponsoring, patronage and godfathering of

sports activities and the promotion of youth initiatives are

allowed as a deduction for the determination of the taxable
income, subject to being duly justified up to 10% of the turnover
of the exercise and within the limit of a maximum of

DZD30 million.

» Remuneration for services rendered by a company established
abroad to the extent it exceeds 20% of general expenses of the
debtor company and 5% of turnover or, for design and engi-
neering consulting firms, to the extent that it exceeds 7% of
turnover

* Interest paid to partners on account of sums made available to
the company, in addition to capital shares, whatever the form of
the company, to the extent that it exceeds the effective average
interest rate reported by the Bank of Algeria (a deduction for
such interest is allowed only if the capital has been fully paid up
and if the sums made available do not exceed 50% of the capi-
tal)

» Expenses incurred on behalf of third parties without a link to
the activities performed by the company

* Professional training tax and apprenticeship tax

» Expenses related to the promotion of pharmaceutical and para-
pharmaceutical products to the extent that they exceed 1% of
annual turnover

Inventories. Inventories are valued at cost in accordance with the
new Algerian accounting and financial system.

Provisions. Provisions are generally deductible for income tax

purposes if they satisfy the following conditions:

* They are established for losses or charges that are clearly iden-
tified and likely to occur.

* They are recorded both in the books and financial statements.

* They are listed on the statement of reserves attached to the
annual tax return.

Reserves or the portion of them that are not used in accordance
with their intended purposes or no longer have a purpose in the
following financial year must be added back to the income in such
financial year. Abusive establishment of provisions may result in
the provisions being added back to taxable income and related
penalties applied.

Depreciation. Under the Algerian Direct Tax Code, depreciation of

fixed assets must be calculated in accordance with the following:

* Generally accepted limits

* Applicable practices for each type of industry, business or
operations

* Rules provided in tax laws with respect to the depreciation
system
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The following are the three depreciation methods:
* Straight-line method

* Progressive method

* Declining-balance method

The straight-line method is the standard method, while progres-
sive or declining-balance methods may alternatively be used on
election.

Under the Algerian Direct Tax Code, the basis of computation of
deductible depreciation is limited for private passenger-type vehi-
cles to a purchase value of DZD3 million. This cap of DZD3 mil-
lion does not apply if such vehicles constitute the main object of
the company’s activities.

Relief for losses. Tax losses may be carried forward four years.
They cannot be carried back.

Groups of companies. Under the Algerian Direct Tax Code, relat-
ed companies subject to IBS may elect to form a tax-consolidated
group. The parent company must make the election for this re-
gime for a four-year period and the election must be accepted by
the affiliated companies.

The group tax consolidation regime is based on the consolidation
of the balance sheets of the related companies with the parent
company.

A tax consolidation group may consist of an Algerian parent com-

pany and Algerian subsidiaries in which the parent company owns

directly at least 90% of the capital if both of the following condi-

tions are satisfied:

* The capital of the parent company is not owned partially or
totally by the subsidiaries.

* 90% or more of the parent company is not owned by another
company eligible to be a parent company.

D. Other significant taxes

The following table summarizes other significant taxes.

Nature of tax Rate (%)
VAT; standard rate 19
Tax on professional activity
General rates 0/1.5
Transport by pipeline of hydrocarbons 3
Apprenticeship tax 1
Training tax 1
Social security contributions (total rate of 35%); paid by
Employer 26
Employees 9

Registration duties
On sales of shares in stock companies
and private limited companies 2.5
On sales of goodwill 5

E. Miscellaneous matters

Foreign-exchange controls. The currency in Algeria is the Algerian
dinar (DZD).
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Foreign-exchange regulations in Algeria are based on the princi-
ple of non-convertibility of Algerian dinars outside Algeria.

Payments or transfers made with respect to regular transactions
within the meaning of Algerian regulations (including foreign-
trade transactions involving goods and services) are free, provided
that certain conditions are fulfilled (particularly the bank
domiciliation [the procedure under which a local party registers
a contract with a local bank] and the delivery of a transfer
certificate by the tax authorities). Algerian accredited
intermediary banks must operate these transactions.

Dividends, profits and net proceeds from investments or the lig-
uidation of investments can also be freely transferred outside
Algeria, subject to compliance with certain requirements (partic-
ularly, the delivery of a transfer certificate by the tax authorities.

The realization of foreign investments, directly or in partnership,
except for share capital, must be financed through Algerian financ-
ing institutions.

Foreign loans from foreign banks are prohibited in Algeria.
However, an exception is provided for foreign financing through
a current-account contribution by a foreign shareholder. Executive
Decree No. 13-320 of 26 September 2013 determines the terms
and conditions for a current-account contribution by a foreign
shareholder.

Nonresidents may open bank accounts in Algerian dinars and/or
in foreign currencies at Algerian accredited intermediary banks.
These bank accounts are subject to specific conditions on opening
and operation.

Transfer pricing. Under the Algerian tax rules, for Algerian
taxpayers that are owned or controlled by an enterprise located in
Algeria or outside Algeria or that own or control an enterprise
located in Algeria or outside Algeria, the income indirectly
transferred to the related enterprise, either through an increase or
decrease of purchase or sale price or through any other means,
may be added back to the Algerian taxpayer’s taxable income. In
the absence of any relevant information for the reassessment of
tax, the taxable income is determined by comparison with
income of similar enterprises that are regularly operated.

Transfer-pricing documentation requirements. On request of the
tax authorities, in the framework of a tax audit, enterprises or
companies operating in Algeria and undertaking cross-border
and domestic transactions with related parties are required to
provide their transfer-pricing documentation within 30 days from
the date of the notification. Failure to answer or providing an
insufficient answer triggers a 25% penalty per fiscal year calcu-
lated on the basis of the transfer-pricing reassessments resulting
from the tax audit.

In addition, certain Algerian-based taxpayers (mainly companies
belonging to foreign international groups, legal entities or busi-
nesses operating in the hydrocarbon industry) must file transfer-
pricing documentation with their annual tax returns to the tax
authorities. The lack of documentation or insufficient documen-
tation at the time of the tax return filing triggers a DZD2 million
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tax penalty, and in the case of a tax audit, an additional penalty

of 25% of deemed transferred profits applies.
F. Treaty withholding tax rates

Dividends Interest Royalties

% % %

Austria 5/15 (a) 0/10 10
Bahrain 0 0 0
Belgium 15 0/15 (e) 5/15
Bosnia and Herzegovina 10 10 12
Bulgaria 10 10 10
Canada 15 0/15 (e) 15
China Mainland 5/10 (b) 7 10
Egypt 10 5 10
France 5/15 (a) 12 (e) 512
Germany 5/15 (a) 10 10
Indonesia 15 15 15
Iran 5 0/5 5
Italy 15 15 5/15
Jordan 15 0/15 (e) 15
Korea (South) 5/15 (b) 10 2/10
Kuwait 0 0 15
Lebanon 15 0/10 10
Netherlands 5/15 8 5/15
Oman 5/10 (d) 0/5 10
Portugal 10/15 (b) 15 10
Romania 15 15 15
Russian Federation 5/15 (b) 0/15 (e) 15
Saudi Arabia 0 — (D 7
South Africa 10/15 (b) 10 10
Spain 5/15 (a) 5 7/14
Switzerland 5/15 (c) 0/10 10
Syria 15 10 18
Turkey 12 10 10
Ukraine 5/15 (b) 0/10 10
United Arab Emirates 0 0 10
United Kingdom 5/15 (b) 7 10
Yemen 10 10 10
Non-treaty jurisdictions 15 10 30
(a) The 5% rate applies if the beneficiary of the dividends is a company, other

(b)

©

(d)

©
(®

than a partnership, that holds directly at least 10% of the capital of the payer
of the dividends. The higher rate applies to other dividends.

The lower rate applies if the beneficiary of the dividends is a company, other
than a partnership, that holds directly at least 25% of the capital of the payer
of the dividends.

The lower rate applies if the beneficiary of the dividends is a company, other
than a partnership, that holds directly at least 20% of the capital of the payer
of the dividends.

The lower rate applies if the beneficiary of the dividends is a company, other
than a partnership, that holds directly at least 15% of the capital of the payer
of the dividends.

The Algerian domestic rate of 10% applies if the rate under the treaty is
higher.

The treaty does not include an article regarding interest.
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A. At a glance
Corporate Income Tax Rate (%) 25 (a)(b)
Capital Gains Tax Rate (%) 25 (¢)
Branch Tax Rate (%) 25 (a)(b)
Withholding Tax (%)
Dividends 10 (d)
Interest 5/10/15 (e)
Royalties 10
Payments for Services 6.5 (f)
Branch Remittance Tax 10

Net Operating Losses (Years)
Carryback 0
Carryforward 5(g)

(a) The standard Corporate Income Tax rate is 25%. Income from certain activi-
ties, such as agriculture, forestry and cattle raising, is subject to tax at a rate
of 10%. National oil and gas companies, banks, insurance companies and
telecom operators are subject to tax at a rate of 35%.

(b) Tax exemptions or tax reductions are available under the Private Investment
Law as well as specific legislation for micro, small- and medium-sized com-
panies. For details, see Section B.

(c) Gains derived from the sale of securities that are not subject to Corporate
Income Tax or Personal Income Tax are subject to Investment Income Tax at
a rate of 10%. If such gains are derived from treasury bills, treasury bonds
and titles issued by the Angolan Central Bank (Banco Nacional de Angola, or
BNA) with a maturity of at least three years or from shares of listed compa-
nies, a 50% tax relief may apply.

(d) Certain dividends are exempt from tax (see Section B). A 5% rate applies to
dividends paid by listed companies during a five-year period beginning on
19 November 2014.

(e) Ingeneral, interest is subject to a 15% rate. However, certain interest, such as
interest on shareholders loans, corporate bonds, bank deposits, treasury bills,
treasury bonds and titles issued by the BNA is subject to a 10% rate. Interest
on treasury bills and treasury bonds and titles issued by the BNA is subject
to a reduced rate of 5% if the maturity is at least three years.
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(f) Some exceptions are available. A general withholding tax rate of 15% applies
to payments for services abroad. However, as per the 2022 State Budget, this
rate will remain at 6.5% on service payments made to foreign service provid-
ers. An exception may be available through double tax treaties.

(g) Mining companies may carry forward losses for seven years, up to a limit of
50% of the turnover.

B. Taxes on corporate income and gains

Corporate Income Tax. Companies carrying out industrial and
commercial activities in Angola are subject to Corporate Income
Tax (Imposto Industrial).

An Angolan company, which is a company that has its head office
or effective place of management and control in Angola, is sub-
ject to Corporate Income Tax on its worldwide profits.

Foreign entities with a permanent establishment in Angola are
subject to Corporate Income Tax only on profits allocated to the
Angolan permanent establishment. The tax law provides a force
of attraction principle for permanent establishments.

All companies, regardless of whether they have a permanent es-
tablishment in Angola, are subject to Corporate Income
Withholding Tax on services provided to entities established in
Angola for tax purposes.

Corporate Income Tax taxpayers are classified into the following

two regimes:

* General Regime: applicable to all companies in general

« Simplified Regime: applicable to companies that are not subject
to value-added tax

Rates of corporate tax. The standard Corporate Income Tax rate is
25%.

Income from certain activities, such as agriculture, forestry and
cattle raising, is subject to a reduced tax rate of 10%. National oil
companies, banks, insurance companies and telecom operators
are subject to tax at a rate of 35%.

A Private Investment Law was approved as Law No. 10/18 of
26 June 2018. This law provides that no minimum amount is re-
quired for foreign or domestic (national) investments.

Benefits and incentives vary according to the type of regime to
which the investment project is subject and the investment zones,
among other factors.

The standard regime provides, among other benefits, a reduction
of 20% on the final and provisional assessment rates for Corporate
Income Tax purposes, and a 25% reduction on the Investment
Income Tax rate on dividends. Both benefits have a duration of two
years.

The special regime applies to investment projects in priority sec-
tors. The benefits vary in accordance with the respective loca-
tion, and include, among others, the following:

* Reduction of the Corporate Income Tax rate by a percentage
ranging from 20% to 80%, for a period varying from two to
eight years

* Fifty percent increase of the depreciation rates for an eight-year
period
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* Reduction of the Investment Income Tax rate on dividends and
profits distributed or remitted, by a percentage ranging from
25% and 80%, for a period from two to eight years

The following are the priority sectors:

* Education, technical and professional training, higher educa-
tion, scientific research and innovation

* Agriculture, food and agro-industry

* Specialized health services

* Reforestation, industrial transformation of forest resources and
forestry

» Textiles, clothing and footwear

* Hotel and tourism

* Construction, public works, telecommunications and informa-
tion technology

* Airport and railway infrastructure

* Production and distribution of electricity

* Sanitation and solid waste treatment

The following are the four investment zones:

* Zone A: Province of Luanda, the capital municipalities of the
Benguela and Huila provinces, and the municipality of Lobito

* Zone B: Provinces of Bi¢, Bengo, Cuanza-Norte, Cuanza-Sul,
Huambo, Namibe and the other municipalities of Benguela and
Huila

» Zone C: Provinces of Cuando Cubango, Cunene, Lunda-Norte,
Luanda-Sul, Malanje, Moxico, Uige and Zaire

 Zone D: Province of Cabinda

Withholding tax. In general, resident companies are subject to a
withholding tax rate of 6.5%, while foreign companies are subject
to a withholding tax rate of 15%. An exception was introduced in
the 2022 State Budget for income obtained by nonresident service
providers, which will be subject to a withholding tax at a 6.5% rate
during 2022.

The following services are excluded from withholding tax:

* Teaching and similar services

* Health services

* Passenger transportation services

* Lease of machinery and equipment subject to Investment
Income Tax

A similar exclusion applies to financial and insurance intermedia-
tion services, hotel and similar services, and telecommunication
services, if the service provider has a taxable presence in Angola.
For local service providers, withholding tax does not apply to
documented recharges between related parties. Payments for raw
materials, parts and other materials used on services provided are
also excluded from the withholding tax base if the service pro-
vider has a taxable presence in Angola.

The payer must withhold the tax from each payment and remit the
withholding tax to the Angolan Revenue Authority. The tax
withheld is considered to be an advance Corporate Income Tax
payment if the service provider has a residence, head office or
permanent establishment in Angola. Excess withholding tax can
be carried forward if duly recognized by the Angolan Revenue
Authority. If the tax is withheld from a nonresident entity service
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provider with no permanent establishment in Angola, these values
are considered to be final.

Special taxation regimes. Income from oil and gas extraction is
subject to Petroleum Income Tax at a total rate of 50% (under
production-sharing agreements) or 65.75% (under other types of
joint ventures). Angolan companies benefit from a reduced
Petroleum Income Tax rate equivalent to that of Corporate
Income Tax. In addition, companies engaged in exploration and
production of petroleum oil, gas and similar products must pay
Petroleum Production Tax at a total rate of 20%. Petroleum
Transaction Tax and a Surface Surcharge may also be levied at
rates of 70% and USD300 per square kilometer, respectively.
Petroleum Production Tax and Petroleum Transaction Tax are not
payable under production-sharing agreements.

Contracts, such as production-sharing agreements, between oil
and gas companies and the Angolan government generally over-
ride the Petroleum Production Tax and Petroleum Transaction
Tax and may set forth different taxes and applicable rates.

Additional taxes and charges apply within the oil and gas and
mining industries. Also, specific tax rules apply to the liquefied
natural gas project, including withholding tax exemptions on cer-
tain interest, dividends, royalties and services income.

Capital gains. Capital gains on profits derived from the sale of
fixed assets are subject to Corporate Income Tax at the regular
tax rate of 30%. Capital gains derived from the disposal of shares
or other instruments generating Investment Income Tax (not tax-
able for Corporate Income Tax or Personal Income Tax purpos-
es) are subject to Investment Income Tax at a 10% rate.

However, a 50% relief is available for capital gains derived from
the disposal of listed shares or from corporate bonds, other secu-
rities, treasury bonds, treasury bills and BNA securities, if they
are negotiated in a regulated market and if their maturity is of at
least three years.

Administration. The tax year is the calendar year.

All companies engaging in activities in Angola must register with
the tax department to obtain a taxpayer number.

Companies, including foreign companies with a permanent es-
tablishment in Angola, must file an annual Corporate Income Tax
return, together with their financial statements and other docu-
mentation, by the end of April (Simplified Regime) or May
(General Regime) of the following year.

Penalties are imposed for a failure to file tax returns and other
required documents. If, on the final assessment, the tax authorities
determine that a further payment is required, in addition to the
unpaid tax, a penalty of 25% and compensatory interest, assessed
daily at a 1% monthly rate, will be due. Late payment interest also
applies to nonpayment of the above tax debt.

Dividends. Companies are not subject to Corporate Income Tax
on the gross amount of dividends received if the dividends have
been subject to Investment Income Tax.
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A 10% Investment Income Tax, which is withheld at source, is
imposed on dividends.

The Investment Income Tax Code provides a participation ex-
emption regime that sets an exemption whenever Angolan parent
companies from Angolan subsidiaries subject to Corporate
Income Tax hold a minimum of 25% of the share capital of the
company distribution of the dividends, and this is held for one
year.

Foreign tax relief. In general, no relief is granted for foreign taxes
paid by Angolan taxpayers.

C. Determination of taxable income

General. Taxable income is the income reported in companies’

financial statements, subject to certain adjustments. Expenses

considered indispensable in the production of income and the

maintenance of a production unit are deductible. The following

expenses, among others, are not deductible and are added back to

taxable income for Corporate Income Tax purposes:

* Provisions and depreciation deemed to be unlawful, excessive
or unauthorized by the tax authorities

* Bad or irrecoverable debts

* Interest on shareholders loans, on the component exceeding the
average annual rate published by the BNA

* Personal Income Tax, social security contributions by the em-
ployee, Investment Income Tax and Property Tax

* Costs associated with rented property, considered in the com-
putation of Property Tax

* Costs related to previous years

* Donations not covered by the Law of Patronage

* Non-documented expenses and improperly documented expenses

* Confidential expenses (an expense is considered a confidential
expense if no valid documentation legally supports the expense
and if its nature, function or origin are not materially justifiable)

* Fines and penalties

* Unrealized foreign-exchange losses

Unrealized exchange gains are not part of taxable income.

Rental of immovable property income subject to Property Tax
and income subject to Investment Income Tax are excluded from
the Corporate Income Tax base.

Stand-alone tax for certain expenses that are nondeductible for
Corporate Income Tax purposes. Certain expenses that are nonde-
ductible for Corporate Income Tax purposes are subject to a
stand-alone tax. This tax applies currently to confidential ex-
penses (30%, or 50% in certain situations) and donations not
made in accordance with the Law of Patronage (15%).

Inventories. Inventories may be valued by any currently accept-
able method provided that the method is consistently applied and
is based on documented purchase prices.

Provisions. Costs for provisions for the following items are

deductible for Corporate Income Tax purposes:

* Bad debts up to 4% (for the annual allowance regarding the
booking of a new provision or the increasing of a previous bal-
ance) or 10% (accumulated balance) of clients’ receivables, if,
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among other requirements, such credits have been claimed and
are due for more than six months and if steps to collect the
claim have been undertaken

* Provisions imposed by the public regulatory authorities of finan-
cial, insurance and gambling businesses

« Litigation processes regarding facts underlying the litigation
claims that would represent costs of that year

* Depreciation in the value of inventory, provided that it does not
exceed 0.5% to 3% in the current year (depending on the nature
of the activity), up to a limit that can vary between 2.5% and
12% of the value of the inventory

Tax depreciation. Depreciation rates are provided in the law. The
following are some of the applicable rates.

Asset Rate (%)
Vehicles 16.67 to 25
Office buildings 4
Industrial buildings 4o0r6
Machinery, equipment and devices 12.5 to 33.33
Furniture 8.33to 50

These rates may vary depending on the industry sector.

Relief for losses. Companies may carry forward tax losses for five
years, starting from 2017. This period is increased to seven years
for mining companies (up to a limit of 50% of the turnover). No
carryback is allowed.

Groups of companies. The Large Taxpayers Statute establishes that
Angolan Large Taxpayers that are integrated in a group of com-
panies may be taxed on the sum of the taxable results obtained by
the entities included in the group. For such purpose, a special
request through a specific official form must be submitted to the
tax authorities by the end of February of the tax year for which
the application of this special regime is requested. The Head of
the Large Taxpayer’s Office must expressly approve this request
and, accordingly, the application of the group taxation regime.

D. Other significant taxes
The following table summarizes other significant taxes.

Nature of tax Rate
Value-added tax
General rate 14%
Reduced rates 5%/7%

Excise duties; levied on specific goods
provided in Angola or imported into
Angola (included in the Excise Duty
Code, contained in Law 8/19 of April 24) 2% to 5%
Training levy, on oil and gas exploration
and production companies and their
subcontractors
Production companies and companies
engaged in refining and processing

of petroleum USDO.15 per barrel
Companies owning a prospecting
license USD100,000 a year

Exploration companies USD300,000 a year
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Nature of tax Rate

Subcontractors under a contract with
a term exceeding one year (levied on
annual gross income) and entities
engaged in the storage, transport,
distribution and trading of petroleum
(levied on revenue derived from such

activities) 0.5%
Stamp duty

On the acquisition of real estate 0.3%

On leasing and subleasing of real estate 0.1%/0.4%

On company’s share capital 0.1%

On guarantees 0.1% to 0.3%

On financing 0.1% to 0.5%

On financial leasing of real estate 0.3%

On leasing of movable property 0.4%
Custom duties on imports 2% to 70%
Customs emoluments 2%
Property Tax

Levied on 60% of the gross rent 25%

Levied on property transfers

(levied on transaction value) 2%

Social security contributions, on salaries

and additional remuneration; the

contributions are not payable by expatriates

working in Angola if they make contributions

to the social security scheme or a similar

scheme in their home countries; paid by
Employer 8%
Employee 3%

E. Miscellaneous matters

Foreign-exchange controls. The BNA supervises foreign-exchange
operations, which generally must be controlled by commercial
banks that usually act as intermediaries of companies to obtain
clearance from the BNA.

BNA issued Bank Order No. 2/20 of 9 January 2020. This order
sets out new foreign-exchange procedures to be adopted with
respect to current invisible operations carried out by resident
companies. The order eliminates the obligation for prior approval
of current invisible operations, regardless of their respective
amount. Commercial banks are responsible for the evaluation
and validation of all current invisible operations, registering them
at the Integrated Foreign Exchange Operations System (SINOC)
before their execution.

In general, repatriation of profits is allowed for approved foreign-
investment projects if certain requirements are met.

The oil and gas sector is subject to a specific foreign-exchange
control regime, which aims primarily to establish uniform treat-
ment in this sector by replacing the multiple exchange regimes
that have been applied to oil and gas upstream companies operat-
ing in Angola, thereby providing fair treatment to all investors.

These foreign-exchange control rules cover the trade of goods,
current invisible operations (according to the Angolan National
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Bank Instructive, these operations are services, royalties, interest,
travel costs and salaries) and capital investments.

For purposes of the rules, exchange operations encompass the

following:

* Purchase and sale of foreign currency

* Opening of foreign currency bank accounts in Angola by resi-
dent or nonresident entities and the transactions carried out
through these bank accounts

* Opening of national currency bank accounts in Angola by non-
resident entities and the transactions carried out through these
bank accounts

* Settlement of all transactions of goods, current invisible opera-
tions and capital movements

Thin-capitalization rules. No thin-capitalization rules are in effect
in Angola. However, the deductibility of interest costs with
respect to shareholders’ loans is limited for Corporate Income
Tax purposes. Costs are deductible up to the average annual rate
published by the BNA.

Anti-avoidance legislation. The arm’s-length principle applies in
Angola. Consequently, the tax authorities may adjust the taxable
income derived from transactions between related parties.

Related-party transactions. The Large Taxpayers Statute contains
specific rules governing “special relations” between taxpayers,
which entered into force in October 2013. Under this regime, a
special relationship is deemed to occur if one entity exercises,
directly or indirectly, a significant influence on the management
decisions of another entity. The law also establishes that a
taxpayer that has annual turnover exceeding AOA7 billion at the
date of closing the accounts must prepare and submit a
transfer-pricing file to the Angolan tax authorities. This transfer-
pricing file, which must be prepared on an annual basis, must
detail the relationships and prices established by the taxpayers
with the companies and entities with which they have “special
relations.” The transfer-pricing file must be submitted by the end
of the sixth month following the year-end to which the file
relates. With respect to the economic analysis of the transactions,
the new regime provides for the application of the following
methods only:

» Comparable uncontrolled price method

* Resale-minus method

* Cost-plus method

Invoice requirements. Requirements are imposed with respect to
the keeping and archiving of invoices or equivalent documents by
individuals or legal entities with their domicile, registered office,
effective management or permanent establishment in Angola.
Invoices should be issued through certified software, for certain
taxpayers.

Standard Audit File for Tax reporting. Certain companies are re-
quired to file, on a monthly basis, a Standard Audit File for Tax
(SAF-T). This file follows a standardized template, in an xml
format, to be extracted from the accounting software, which must
be duly certified. Currently, the monthly reporting corresponds to
the sales and purchases carried out in the preceding month.
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Tax-neutrality regime for mergers and demergers. A tax-neutrality
regime for mergers and demergers applies for Corporate Income
Tax purposes at the level of the merged or spun-off companies,
but not at the level of the respective shareholders.

F. Tax treaties

Angola has double tax treaties in force with Portugal and the
United Arab Emirates, which may allow for the potential reduc-
tion of the tax rates applicable to income paid to the relevant
countries.
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A. At a glance
Corporate Income Tax Rate (%) 25t0 35 (a)
Capital Gains Tax Rate (%) 0/15/25 to 35 (b)
Branch Tax Rate (%) 2510 35 (a)
Withholding Tax (%)
Dividends 0/7/35 (c)
Interest 15.05/35 (d)
Royalties from Patents, Know-how, etc. 21/28/31.5 (d)
Branch Remittance Tax 0/7/35 (c)
Net Operating Losses (Years)
Carryback 0
Carryforward 5

(a) For fiscal years starting from 1 January 2021, the corporate tax is calculated
through a progressive scale ranging from 25% to 35%. The scale is updated
annually based on the consumer price index. For 2022, annual income from
ARSO to ARS7,604,948.57 is subject to a 25% rate; income from
ARS7,604,948.57 to ARS76,049,485.68 is subject to a 30% rate; income
exceeding ARS76,049,485.68 is subject to a 35% rate. The amounts are
updated annually based on the consumer-price index. An increased rate of
41.5% applies for certain gaming activities.

(b) The 15% rate generally applies to capital gains derived by foreign residents
from sales of shares, quotas and other participations in entities. Capital gains
derived by foreign residents from listed shares and corporate and government
bonds, under certain circumstances, can benefit from an exemption.
Argentine corporate residents are subject to the regular corporate tax at rates
ranging from 25% to 35%.

(¢) A 7% dividend withholding tax rate applies to dividends paid out of profits
accrued in fiscal years started from 1 January 2018. Such rate applies to
distributions made to resident individuals or foreign investors, while distribu-
tions to resident corporate taxpayers are not subject to withholding. A 0%
dividend withholding tax rate generally applies to dividends paid out of
profits accrued during fiscal years that started before 1 January 2018; how-
ever, in these cases, a 35% withholding tax (known as “equalization tax”) is
triggered if the distribution exceeds the after-tax accumulated taxable income
of the taxpayer.

(d) These are final withholding taxes imposed on nonresidents only. For details
concerning the rates, see Section B.

B. Taxes on corporate income and gains

Corporate income tax. Resident companies are taxed on worldwide
income. Any profits, including capital gains, are taxable.
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Companies incorporated in Argentina and branches of foreign
companies are considered to be resident companies.

Rates of corporate tax. Corporate tax is payable at a scale ranging
from 25% to 35%. For 2022, annual income from ARSO to
ARS7,604,948.57 is subject to a 25% rate; income from
ARS7,604,948.57 to ARS76,049,485.68 is subject to a 30% rate;
income exceeding ARS76,049,485.68 is subject to a 35% rate. The
amounts are updated annually based on the consumer price index.
An increased rate of 41.5% applies for certain gaming activities.

Capital gains. Capital gains derived by tax-resident companies are
included in taxable income and taxed at the regular corporate tax
rate. Capital gains derived by foreign residents from the sale,
exchange, barter or disposal of unlisted shares, quotas, participa-
tions in entities and titles are subject to a 15% tax (indirect sales
are included under certain conditions). This tax may be calcu-
lated on actual net income or on 90% presumed income, thereby
resulting in an effective 13.5% tax on the sale price.

Capital gains derived by foreign residents from the transfer of
listed shares are covered by an exemption, to the extent that the
investor is not resident in, and the funds do not arise from, “non-
cooperating” jurisdictions.

Administration. The tax year for a company is its accounting year.
Companies are required to make 10 advance payments of corpo-
rate income tax. The first payment is equal to 25% of the preced-
ing year’s tax and the other payments are each equal to 8.33% of
such tax. The payments are due monthly beginning in the sixth
month after the end of the accounting year. The due dates depend
on the company’s taxpayer registration number.

Companies must file their tax returns and pay any balance due by
a specified date in the fifth month after their accounting year. If
the payment is late, interest is charged.

Dividends. The dividend withholding tax rate is 7% for profits
accrued in fiscal years started from 1 January 2018. The rates
mentioned above apply to distributions made to resident indi-
viduals or foreign investors, while distributions to resident corpo-
rate taxpayers are not subject to withholding. A 0% dividend
withholding tax rate generally applies for profits accrued during
fiscal years that started before 1 January 2018; however, in these
cases, a 35% withholding tax (known as “equalization tax”) is
triggered if the distribution exceeds the after-tax accumulated
taxable income of the taxpayer.

Withholding taxes on interest and royalties. Final withholding
taxes are imposed on interest and royalties paid to nonresidents.

A withholding tax rate of 15.05% applies to the following types
of interest payments:
« Interest on loans obtained by Argentine financial entities
* Interest on loans granted by foreign financial entities located in
the following jurisdictions:
— Jurisdictions not considered to be low- or no-tax jurisdictions
under Argentine rules
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— Jurisdictions that have signed exchange-of-information
agreements with Argentina and have internal rules providing
that no banking, stock market or other secrecy regulations
can be applied to requests for information by the Argentine
tax authorities

* Interest on loans for the importation of movable assets, except
automobiles, if the loan is granted by the supplier of the goods

The withholding tax rate for all other interest payments to non-
residents is 35%.

The general withholding tax rate for royalties is 31.5%. If certain
requirements are satisfied, a 21% rate may apply to technical assis-
tance payments and a 28% rate may apply to certain royalties.

Foreign tax relief. Resident companies may credit foreign income
taxes against their Argentine tax liability, up to the amount of the
increase in that liability resulting from the inclusion of foreign-
source income in the tax base.

Foreign tax credits are also available on the tax paid by the for-
eign entities in which the Argentine shareholder invests. In the
case of a direct participation, a 25% minimum ownership is
required, while in the case of an indirect ownership, a participa-
tion of at least 15% is required.

C. Determination of trading income

General. Tax is applied to taxable income, which is the accounting
profit earned in the tax period after adjustments provided for by
the tax law. Exemptions are usually insignificant.

Expenses are deductible to the extent incurred in producing tax-
able income, subject to certain restrictions and limitations, includ-
ing, among others, those applicable to the following:

* Representation expenses

* Directors’ fees

* Royalties for patents and trademarks paid to nonresidents

Depreciation, rental payments and all other automobile expenses,
such as license fees, insurance, fuel and maintenance, are also
deductible, subject to certain restrictions. In general, certain
limitations apply to the deductibility of interest payments to
related entities (see Section E).

Any expense incurred by an Argentine company in favor of a
foreign related party that is deemed Argentine-source income for
the recipient of the payment can be deducted for tax purposes in
the year of accrual only if the payment is made by the date when
the income tax return for that year is due. Otherwise, such expens-
es must be deducted in the year of payment. This limitation also
applies to expenses paid to individuals or entities located in “non-
cooperating” or “low- or no-tax” jurisdictions, regardless of
whether they are related parties.

Foreign-exchange losses. Foreign-currency gains and losses
arising from customary business transactions are normally treated
as business income or expenses for the year in which the exchange
fluctuation occurs. In the case of debts with related parties,
foreign-exchange losses are subject to the same deduction
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restrictions as interest, except in those years in which the tax
inflationary adjustment applies.

Inventories. Stock is valued according to procedures established
by the tax law, which result in values nearly equal to its market
value or replacement cost at the end of the tax period, depending
on the type of goods.

Provisions. A provision for bad debts is allowed. However, it must
be computed according to rules prescribed by the tax law.

Depreciation. Tangible assets may be depreciated using the straight-
line method over the assets’ expected lives. A method based on
effective use may also be acceptable. In general, buildings are
depreciated at an annual rate of 2%. However, a higher rate may
be acceptable if it is established that, because of the materials
used to construct the building, the expected useful life is less than
50 years. The law does not specify rates for movable assets.
Intangible property may be depreciated only if it has a limited life
based on its characteristics. Certain assets, such as goodwill and
trade names, may not be depreciated.

Inflationary adjustment. Adjustment for inflation is allowed in

accordance with the following rules:

* Inflation adjustment of new acquisitions and investments car-
ried out from 1 January 2018 and onward.

* Application of an integral inflation adjustment mechanism for
fiscal years beginning on or after 1 January 2018 if the varia-
tion of the Consumer Price Index supplied by the National
Institute of Statistics and Censuses is higher than 100% for the
36-month period before the end of the fiscal period.

Relief for losses. Tax losses may be carried forward for five tax
periods. Loss carrybacks are not permitted. Certain losses have a
specific nature and can only offset the same type of income, such
as losses from sales of shares and other types of securities, losses
from foreign-source activities and losses from gaming activities.

Except for hedge transactions, losses resulting from the rights
contained in derivative instruments or contracts may offset only
the net income generated by such rights during the fiscal year in
which the losses were incurred or in the following five fiscal
years. For this purpose, a transaction or contract involving
derivatives is considered a hedge transaction if its purpose is to
reduce the impact of future fluctuations in market prices or fees
on the results of the primary economic activities of the hedging
company.

D. Other significant taxes
The following table summarizes other significant taxes.

Nature of tax Rate (%)

Value-added tax (VAT), on goods delivered

and services rendered in Argentina,

on services rendered outside Argentina

that are used or exploited in Argentina,

and on imports
Standard rate 21
Other rates 5/10.5/27
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Nature of tax Rate (%)

Tax on financial transactions; generally
imposed on debits and credits with
respect to checking accounts; a portion
of the tax may be creditable against
other taxes

General rate 0.6
Other rates 0.05/0.075/0.1/
0.25/0.5/1.2

Various local taxes on gross receipts, real

estate and other items Various
Social security taxes (including medical

care contributions), on monthly salaries;

paid by employer; a portion may be

creditable against VAT; the creditable

portion varies depending on where the

employees render services 24/26.4
Export duties on goods; general rate; other rates apply

to certain exports (oil, grains and others)

Tax on personal assets; imposed on all legal

persons and individuals domiciled abroad

holding ownership interests in Argentine

companies; tax is calculated based on the

equity value of the Argentine company; tax

is paid by the Argentine company, but the

company may recover the tax paid from

the foreign shareholder 0.5

E. Miscellaneous matters

Foreign-exchange controls. From September 2019, the govern-
ment has reintroduced certain foreign-exchange controls which
are periodically reviewed and redefined.

Exporters must repatriate into Argentina the cash derived from
exports of goods and services, among other items, within a
specified time period.

Funds derived from loans granted from abroad must be settled in
the Argentine foreign-exchange market in order to be able to
make the repayment using the same mechanism.

Payment of debts to foreign parties can be routed through the
foreign-exchange market subject to compliance with certain
requirements.

Payments for imports of goods can be routed through the foreign-
exchange market subject to certain conditions. In the case of
payments for services rendered by nonresidents, prior clearance
by the tax authorities is required through the Comprehensive
System Monitoring Payments for Services Abroad (Sistema
Integral de Monitoreo de Pagos al Exterior de Servicios, or
SIMPES); in addition, prior Central Bank of Argentina approval
is needed if the payment is made to a related party. Payment of
dividends is also subject to the Central Bank of Argentina’s
approval. The Central Bank of Argentina’s prior approval is also
needed to access the foreign-exchange market to make invest-
ments abroad.
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Interest deductibility limitation. Under general principles, trans-
actions between related parties must be made on an arm’s-length
basis.

The Argentine income tax law establishes a limit for the deduc-
tion of interest arising from financial loans granted by related
parties. The limit equals 30% of earnings before interest, taxes,
depreciation and amortization (EBITDA) or a certain amount to
be determined by the Executive Power (currently ARS1 million),
whichever is higher. The limit each year is increased by the
amount unused (if applicable) in the prior three years. In
addition, if certain interest was not deductible in a given year due
to the application of the limitation, it can be carried forward for
five fiscal years. For this purpose, interest includes foreign-
exchange differences (however, comprehensive inflationary
adjustment applies).

The law provides exemptions from the deduction limit for certain
situations (for example, the interest is derived on loans obtained
by Argentine banks and financial trusts or the beneficiary of the
interest has been subject to tax on such income in accordance
with the Argentine income tax law). In addition, the limitation
does not apply to situations in which it is proved that the ratio of
interest to EBITDA of the Argentine borrower is equal to or
lower than the same ratio for its economic group with respect to
debt with unrelated lenders for the same fiscal year.

Transfer pricing. The Argentine law includes transfer-pricing
rules that generally apply to transactions between related parties.
In addition, transactions between unrelated parties may also be
subject to these rules. Transactions with entities and individuals
located in “non-cooperating” or “low- or no-tax” jurisdictions are
deemed to be not carried out at arm’s length.

In addition, the Argentine law includes rules on analyzing trans-
actions involving the import or export of goods with the partici-
pation of a foreign intermediary that is not the actual importer at
destination or exporter at origin, respectively, if at least one of the
foreign parties involved (that is, the intermediary, importer or
exporter) is a related party. In these cases, the law requires proof
that the foreign intermediary’s remuneration is in line with the
risks it assumes, the functions it carries out and the assets
involved.

The law provides for the following transfer-pricing methods:
» Comparable uncontrolled price method

* Resale price method

* Cost-plus method

* Profit-split method

* Transactional net margin method

For exports of goods with known prices and with the intervention
of an intermediary that is related, or located in “non-cooperating”
or “low- or no-tax” jurisdictions, the income tax law requires the
Argentine exporter to file the agreements supporting the transac-
tions with the federal tax authorities (Administracion Federal de
Ingresos Publicos, or AFIP). If the agreements are not filed, the
Argentine-source income from the export is determined consid-
ering the known prices on the date the goods are loaded into the
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transportation vehicle, with appropriate comparability adjust-
ments, if applicable.

F. Treaty withholding tax rates

Some of Argentina’s tax treaties establish maximum tax rates
lower than those under general tax law. To benefit from a reduced
treaty withholding tax rate, certain formal requirements must be
met. The following table shows the lower of the treaty rate and
the rate under domestic tax law.

Dividends (@) Interest (c) Royalties (c)
% % %

Australia 10/15 (b) 0/12 10/15
Belgium 10/15 (b) 0/12 3/5/10/15 (d)
Bolivia 0/7/35 15.05/35 21/28/31.5 (h)
Brazil 10/35 (b) 15 10/15 (e)
Canada 10/15 (b) 0/12.5 3/5/10/15 (d)
Chile 10/15 (b) 4/12/15 3/10/15
Denmark 10/15 (b) 0/12 3/5/10/15 (d)
Finland 10/15 (b) 0/15 3/5/10/15 (d)
France 15 15.05/20 18
Germany 15 10/15 15
Italy 15 15.05/20 10/18 (f)
Mexico 10/15 (b) 0/12 10/15
Netherlands 10/15 (b) 0/12 3/5/10/15 (d)
Norway 10/15 (b) 0/12 3/5/10/15 (d)
Qatar 5/10/15 (g) 0/12 10
Russian
Federation 10/15 (b) 15 15
Spain 10/15 (b) 0/12 3/5/10/15 (d)
Sweden 10/15 (b) 0/12 3/5/10/15 (d)
Switzerland 10/15 (b) 0/12 3/5/10/15 (d)
United Arab
Emirates 5/10/15 (g) 0/12 10
United
Kingdom 10/15 (b) 0/12 3/5/10/15 (d)
Uruguay 0/7/35 15.05/35 21/28/31.5 (g)
Non-treaty
jurisdictions 0/7/35 15.05/35 (f)  21/28/31.5 (g)

(a) The rates shown in the table apply only if the corresponding domestic with-
holding rate is higher than the tax treaty rate. According to the domestic law,
the dividend withholding tax rate is 7% for profits accrued during fiscal years
starting from 1 January 2018. A 0% dividend withholding tax rate generally
applies for profits accrued during previous fiscal years; however, in these
cases, a 35% withholding tax (known as “equalization tax””) may be triggered
if the distribution exceeds the after-tax accumulated taxable income of the
taxpayer.

(b) These treaties establish maximum rates of 10% or 15%. The 10% rate applies
if the beneficial owner of the dividend is a company that controls, directly or
indirectly, at least 25% of the voting power of the payer. The 15% rate applies
to other cases.

(c) The rates listed are the lower of the treaty or statutory rates. For details con-
cerning the domestic rates, see Section B.

(d) In general, the rates apply to the following categories of payments:

* 3% for the use of, or right to use, news

* 5% for the use of, or right to use, copyrights of literary, dramatic, musical
or other artistic works (but not royalties with respect to motion picture
films and works on film or videotape or other means of production for use
in connection with television)
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(©

(9]

(b)

* 10% for the use of, or right to use, industrial, commercial or scientific
equipment or patents, trademarks, designs, models, secret formulas or pro-
cesses, or for the use of or information concerning scientific experience,
including payments for the rendering of technical assistance

* 15% for other royalties

These categories may differ slightly from treaty to treaty.

The 15% rate applies to royalties for the use of, or right to use, trademarks.

The 10% rate applies to other royalties, under certain conditions.

The 10% rate applies to royalties for the use of, or right to use, copyrights of

literary, artistic or scientific works. The 18% rate applies to other royalties.

The 5% rate applies if the beneficial owner of the dividend is a government

of the other contracting state. The 10% rate applies if the beneficial owner of

the dividend is a company that controls, directly or indirectly, at least 25% of
the voting power of the payer. The 15% rate applies to other cases.

For details concerning these rates, see Section B.
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Because of the rapidly changing economic situation in Armenia, changes
are expected to be made to the tax law of Armenia. As a result, readers
should obtain updated information before engaging in transactions.

A. At a glance
Corporate Income Tax Rate (%) 18
Capital Gains Tax Rate (%) 18
Permanent Establishment Tax Rate (%) 18
Withholding Tax (%)
Dividends 5
Interest 10
Royalties 10

Insurance Compensation, Reinsurance

Payments and Income Received from

Freight 5
Income from the Lease of Property, Capital

Gains on Property (except Securities)

and Other Passive Income 10
Capital Gains on Securities 0
Income from Rendering of Services 20

Net Operating Losses (Years)
Carryback 0
Carryforward 5

B. Taxes on corporate income and gains

Corporate income tax. Resident and nonresident entities pay cor-
porate income tax in Armenia. Resident organizations are organi-
zations that are state registered in Armenia. Nonresident
organizations are organizations established in foreign countries.
Resident entities are taxed on their worldwide income, which
consists of income received from sources in and outside Armenia.
Nonresident entities are taxed on Armenian-source income only.

Income earned through a permanent establishment in Armenia,
net of tax-deductible expenses, is taxed at the regular corporate
income tax rate of 18%. A permanent establishment is defined as
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a fixed place of business activities in Armenia recognized by the
tax authorities through which the enterprise carries on its busi-
ness. It generally includes organizations or natural persons who
represent foreign legal entities conducting commercial activities
in Armenia. Domestic tax law and double tax treaties list activities
that do not result in a taxable permanent establishment. Foreign
legal entities deriving income from the source in Armenia with-
out a permanent establishment are subject to withholding tax on
their Armenian-source income at a rate of 5%, 10% or 20% (see
the withholding tax rates in Section A).

Armenian law allows foreign investment in various forms, includ-
ing investment through wholly or partially foreign-owned subsid-
iaries, share participations in joint stock companies and joint
ventures with Armenian legal entities and citizens, permanent
establishments and other types of presence.

Tax rates. The regular corporate income tax rate is 18%. For
investment funds, the corporate income tax rate is 0.01% of net
assets.

Capital gains. No separate capital gains tax is imposed in Armenia.
Realized capital gains are included in taxable income and are
subject to tax at the regular corporate income tax rate.

Realized capital losses can be carried forward together with other
losses and be offset against taxable income of future tax years.

Administration. The tax year is the calendar year.

Both Armenian and foreign legal entities conducting business
activities in Armenia through a permanent establishment must
make advance payments of corporate income tax during the year.
The amount payable is the lower of 20% of the amount of
corporate income tax calculated for the preceding tax year or 2%
of revenue received from the supply of goods, performance of
works and/or provision of services during the preceding quarter.
The advance payments must be made quarterly by the 20th day
of the last month of each quarter.

If the total sum of advance payments exceeds the tax due for the
tax year and if the taxpayer applies for a refund, the excess is
refunded to the taxpayer. However, in practice, refunds are rare,
and accordingly, taxpayers apply overpayments against future tax
liabilities.

The annual corporate income tax calculation must be filed and
submitted to the Tax Inspectorate by 20 April of the year follow-
ing the tax year. The corporate income tax must be paid to the
state budget by 20 April of the year following the tax year.

Fines are charged on late tax payments at a rate of 0.04% of the
tax due for each day of delay, up to a maximum of 730 days. If the
taxpayer fails to submit the corporate income tax declaration to
the Tax Inspectorate by the due date, a penalty equal to 5% of the
total amount of calculated tax is imposed on the taxpayer for each
15-day period. The total amount of the penalties cannot exceed the
total amount of the principal tax liability. For the underreporting
of taxable income, in addition to the collection of the
underreported amount of tax, a penalty equal to 50% of the
underreported amount is assessed to the taxpayer.
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Corporate income taxpayers also submit annual information on
the type of income, date and corporate income taxes withheld
from income paid to state-registered companies in the member
countries of the Commonwealth of Independent States. This
information must be submitted to the Tax Inspectorate by
20 April of the year following the tax year.

Dividends. Dividend withholding tax at a rate of 5% is imposed
on dividends paid from Armenian sources to individuals and
nonresident legal entities.

For nonresident legal entities, dividends are considered to be paid
on the date of the shareholders’ decision on distribution of divi-
dends from the reporting year’s net profit. This rule applies to
dividends attributable to periods after 1 January 2017.

Dividends paid to resident legal entities are not subject to with-
holding tax. Dividends received by resident taxpayers from par-
ticipations in the equity of other legal entities or enterprises that
do not have the status of a legal entity are not subject to tax.

Interest. Interest withholding tax at a rate of 10% is imposed on
interest paid from Armenian sources to individuals and nonresi-
dent legal entities. Armenian legal entities receiving interest pay-
ments include such payments in their taxable income and are
subject to tax on these payments at the normal corporate income
tax rate.

Foreign tax relief. The amount of corporate income tax withheld
from Armenian residents in foreign countries in accordance with
the laws of the foreign countries is credited against the corporate
income tax payable in Armenia. However, the amount of the
credit may not exceed the amount of the corporate income tax
payable in Armenia on the income received in the foreign coun-
try. If the amount of the credit exceeds the corporate income tax
liability for the tax year, the excess amount may be credited
against the corporate income tax in subsequent tax years.

C. Determination of taxable income

General. Taxable income is defined as a positive difference between
gross income of the taxpayer and all deductions allowed by the
law.

Gross income comprises all revenues of the taxpayer received in

the reporting year, except for revenues that are not treated as income

according to the law. Gross income includes the following:

* Trading income

* Capital gains

* Income from financial activities

* Gratuitously received assets and income from discounts or remis-
sions of liabilities

¢ Other items of income

Income received in foreign currency is converted into drams at the
daily exchange rate determined by the Central Bank of Armenia
for the date of receipt of the income.

Deductible expenses include all documentary supported entre-
preneurial expenses. However, certain expenses are nondeduct-
ible or partially nondeductible for tax purposes.
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Nondeductible expenses include, among others, the following:

* Fines, penalties and other proprietary sanctions transferred to
the state and municipal budgets or the funded pension system

* Assets provided, works performed and services provided free of
charge and remitted (forgiven) debts

* Depreciation expenses of fixed assets owned by the taxpayer
that are provided under leases (in their various forms) if the
lease contract stipulates that the right of ownership to the leased
property can pass to the lessee on expiration of the term of the
contract or prior to such expiration

» Expenses related to the obtaining of income that is deductible
from gross income

* Amount of value-added tax (VAT), excise tax and environmen-
tal tax that is offset (deducted) in accordance with the proce-
dure established by the Republic of Armenia Tax Code

* The amount of VAT and excise tax calculated and paid in accor-
dance with the procedure established by the Republic of
Armenia Tax Code for goods delivered, works performed or
services provided free of charge or at a substantially lower
value

« For taxpayers other than banks and credit organizations, interest
paid on loans and borrowings if such borrowings or loans are
provided by the taxpayers to third parties free of interest

» Payments made by taxpayers for leased assets if the assets are
provided by them to third parties for free-of-charge use

Partially nondeductible expenses include, among others, the fol-

lowing:

» Expenses for business trips outside Armenia that exceed 5% of
the gross income for the tax year. The limit of 5% is not taken
into account in the tax year of registration.

» Representative expenses exceeding 0.5% (but not more than
AMDS million) of the gross income for the tax year. The limit
of 0.5% is not taken into account in the tax year of registration.

* Fees paid by the taxpayer for management services received
from nonresident companies and individuals not having a per-
manent establishment in Armenia, exceeding 2% of the tax-
payer’s gross income for the reporting year. This measure does
not apply to management services rendered to resident compa-
nies by their nonresident founders if the companies are engaged
in innovative activities in the information technology and com-
puter technique fields, as well as management services ren-
dered to resident companies within the framework of
international credit (grant) agreements.

Payments made by the employer for an employee that are

within the terms of voluntary pension insurance in accordance

with the legislation and that exceed 7.5% of the employee’s
remuneration.

Amounts of financial aid, food provided to individuals, costs

for organization of social and cultural events and similar

expenses, exceeding 0.25% of the taxable income for the tax
year. If there is no gross income during the tax year, the limit is

1% of the total salaries and payments accrued during the tax

year.
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* Interest paid on loans and borrowings to the extent that it
exceeds twice the bank interest rate defined by the Central
Bank of Armenia (currently the deduction is limited to a rate of
24%).

* For taxpayers other than banks and credit organizations, the
amount of interest payable on borrowings from entities other
than banks and credit organizations in excess of twice the posi-
tive amount of equity on the last day of the tax year.

* For banks and credit organizations, the amount of interest pay-
able on borrowings from entities other than banks and credit
organizations in excess of nine times the positive amount of
equity on the last day of the tax year.

* For taxpayers other than banks and credit organizations, the
part of interest paid on loans and borrowings that exceeds the
amount of interest on loans and borrowings received by them
from lending the same amount to other taxpayers.

* The part of payments made by taxpayers for leased assets that
exceeds the payments received by them for providing the same
assets to other taxpayers under subleases.

To calculate taxable income, the taxpayer must account for in-
come and expenses on an accrual basis. Income and expenses are
accounted for, respectively, from the moment of the acquisition
of the right to receive such income or to recognize the expenses,
regardless of the actual period of the deriving of such income or
the making of such payments.

Inventories. Inventories are valued at acquisition cost. Costs for
storage and transportation must be included in the value of inven-
tory. The first-in, first-out (FIFO) method must be used to value
inventory.

Provisions. Bad debts are deductible in accordance with the pro-
cedure established by the government of Armenia. Banks, lending
organizations, investment companies and insurance companies
may deduct bad debts in accordance with the procedure estab-
lished jointly by the authorized body of the government of
Armenia and the Central Bank of Armenia.

In addition, the gross income of banks, lending organizations,
stock funds, investment companies or insurance companies may
be reduced by a reserve for possible losses in accordance with the
procedure established jointly by the authorized body of the gov-
ernment of Armenia and the Central Bank of Armenia.

Tax depreciation. Depreciation (amortization) allowances for
fixed and intangible assets are deductible for tax purposes in
accordance with the terms and conditions provided by the
Republic of Armenia Tax Code.

The annual amount of depreciation (amortization) allowances of
fixed and intangible assets is calculated by dividing the acquisi-
tion cost or revalued cost (the revaluation is carried out according
to the procedure established by the law) of fixed and intangible
assets by the number of years in the depreciation period for the
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appropriate group of fixed assets or for intangible assets. The fol-
lowing are the minimum depreciation periods.

Minimum
depreciation
Group Assets period (years)
1 Buildings and constructions of
hotels, boarding houses, rest
homes, sanitariums and educational
institutions 10
2 Other buildings, constructions and
transmission devices 20
3 Production equipment
Robot equipment and assembly lines 3
5 Computational and communication
devices and computers 1
6 Other fixed assets, including
growing cattle, perennial plants,
and investments intended for
improving the land 8

For purposes of the determination of taxable income, taxpayers
may choose a depreciation period for fixed assets other than the
periods mentioned in the above table, but the chosen period may
not be less than one of the abovementioned periods for the appro-
priate group.

Fixed and intangible assets with a value up to AMDS50,000 are
depreciated in the tax year of their acquisition.

Intangible assets are amortized over their useful economic lives.
If it is impossible to determine the useful life of an intangible
asset, the minimum amortization period for the asset is set at 10
years, but it may not exceed the period of the taxpayer’s activity.

Notwithstanding the abovementioned rules, taxpayers importing,
acquiring, constructing or developing fixed assets between 1 July
2020 and 31 December 2021 may set the depreciation period at
their discretion, but not less than one year.

Under the law, land cannot be depreciated.

Relief for losses. Enterprises may carry forward a loss incurred in
a tax year to the following five years. Losses may not be carried
back.

Groups of companies. Armenian law does not contain any mea-
sures allowing members of a group to offset profits and losses.

D. Other significant taxes
The following table summarizes other significant taxes.

Nature of tax Rate (%)

Value-added tax (VAT); imposed on

the delivery of goods and rendering of

services (including free of charge or partially

free of charge), the importation of goods through
the “Release for Domestic Consumption” customs
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Nature of tax Rate (%)

procedure and the importation of goods from
the Eurasian Economic Union, with the exception
of cases specified by law; reverse-charge VAT
is imposed on entrepreneurial activities subject
to VAT that are performed in Armenia by foreign
entities (including the import of goods to be
used by such entities) 0/20
Excise tax; imposed on certain goods (tobacco
products, alcoholic beverages, petrol, diesel
fuel and motor oils imported or produced in
Armenia as well as natural gas filled in gas stations);
the tax is calculated as a specified amount per unit
of the volume, weight or quantity of goods
subject to excise tax Various
Real estate tax; generally imposed at local
(municipal) level; applies to:
Buildings and constructions; tax base is

cadastral value (approximately the market value) Various
Land; tax base is cadastral value (approximately

the market value) or calculated net income 0.25to 15
Vehicles tax; tax base is traction-motor power Various

E. Foreign-exchange controls

The Armenian currency is the dram (AMD). The dram is a non-
convertible currency outside Armenia. Enterprises may buy or sell
foreign currencies through specialized entities in Armenia (banks,
branches of foreign banks operating in Armenia, credit organiza-
tions, payment and settlement organizations, foreign-currency
dealers and brokers licensed by the Central Bank of Armenia,
foreign-currency exchange offices and foreign-currency auction
organizers).

Armenia does not impose restrictive currency-control regula-
tions. Individuals and enterprises may open bank accounts
abroad without any restriction. In general, all transactions per-
formed in Armenia between resident legal entities or individuals
must be performed in Armenian drams. Transactions between
resident legal entities or private entrepreneurs and nonresident
legal entities or private entrepreneurs may be conducted in other
currencies.

F. Treaty withholding tax rates

Armenia has entered into tax treaties with 49 jurisdictions. The
following table lists the withholding tax rates under these trea-
ties. In general, if the withholding tax rate provided in a treaty
exceeds the rate provided by the Republic of Armenia Tax Code,
the domestic rate applies.

Dividends Interest (1) Royalties
% %

% %
Austria 5/15 (a) 0/10 (v) 5
Belarus 10/15 (b) 10 10
Belgium 5/15 (a) 0/10 (v) 8
Bulgaria 5/10 5/10 (ff)  5/10 (gg)
Canada 5/15 (d) 10 10

China Mainland 5/10 (g) 10 10
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Dividends Interest (1) Royalties

% % %

Croatia 0/10 (h) 10 5

Cyprus 0/5 (x) 5 5

Czech Republic 10 5/10 (e)  5/10 (f)

Denmark 0/5/15 (jj)  0/5/10 (kk) 5/10 (11)

Estonia 5/15 (i) 10 10

Finland 5/15 (i) 5 5/10 (j)

France 5/15 (k) 0/10 (v)  5/10 ()

Georgia 5/10 (g) 10 5

Germany 7/10 (hh) 5 6

Greece 10 10 5

Hungary 5/10 (g) 5/10 (ii) 5

India 10 10 10

Indonesia 10/15 (d) 0/10 (q) 10

Iran 10/15 (m) 10 5

Ireland 0/5/15 (bb)  5/10 (cc) 5

Italy 5/10 (n) 0/10 (w) 7

Kazakhstan 10 10 10

Kuwait 5 5 10

Latvia 5/15 (i) 10 10

Lebanon 5/10 (g) 8 5

Lithuania 5/15 (1) 10 10

Luxembourg 5/15 (a) 10 5

Malta 5/10 (mm) 5 5

Moldova 5/15 (o) 10 10

Netherlands 0/5/15 (p) 0/5 (v) 5

Poland 10 5 10

Qatar 5/10 (q) 5 5

Romania 5/10 () 10 10

Russian Federation 5/10 (s) 10 0

Serbia 8 8 8

Singapore 0/5 (nn) 5 5

Slovak Republic 5/10 (dd) 10 5

Slovenia 5/10 (g) 10 5

Spain 0/10 (y) 5 5/10 (z)

Sweden 0/5/15 (ee) 5 5

Switzerland S/15 (b) 0/10 (v) 5

Syria 10 10 12

Tajikistan 10 10 10

Thailand 10 10 15

Turkmenistan 5/15 (u) 10 10

Ukraine 5/15 (u) 10 0

United Arab

Emirates 3 0 5

United Kingdom 0/5/10/15 (aa) 5 5

Non-treaty jurisdictions 5 10 10

(1) Inseveral treaties, a 0% rate applies to interest paid to governmental entities,
political or administrative-territorial subdivisions, local authorities, central
banks or financial institutions owned or controlled by the government. This
provision is not reflected in the rates shown in the table.

(a) The 5% rate applies if the actual owner of the dividends is a company (other
than a partnership) that directly holds at least 10% of the capital of the com-
pany paying the dividends. The 15% rate applies in all other cases.

(b) The 10% rate applies if the actual owner of the dividends is a company (other
than a partnership) that directly holds at least 30% of the capital of the com-
pany paying the dividends. The 15% rate applies in all other cases.

(c) The 5% rate applies if the actual owner of the dividends is a company that has

invested in the payer more than USD100,000 (or the equivalent amount in
Armenian currency). The 10% rate applies in all other cases.
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The 5% rate applies if the beneficial owner of the dividends is a company that
holds directly at least 25% of the capital of the company paying the dividends
and if the capital invested by the beneficial owner exceeds USD100,000 (or
the equivalent amount in Armenian currency) on the date of declaration of the
dividends. The 15% rate applies in all other cases.

The 5% rate applies to interest on loans or credits granted by banks. The 10%
rate applies in all other cases.

The 5% rate applies to royalties for the use of, or the right of use, literary,
artistic or scientific works, including television or radio content (films and
compact discs). The 10% rate applies in all other cases.

The 5% rate applies if the actual owner of the dividends is a company (other
than a partnership) that directly holds at least 25% of the capital (assets) of
the company paying the dividends. The 10% rate applies in all other cases.
The 0% rate applies if the actual owner of the dividends is a company that
directly or indirectly holds at least 25% of the capital of the company paying
the dividends for a minimum period of two years before the payment of the
dividends and if the dividends are not subject to tax in Croatia. The 10% rate
applies in all other cases.

The 5% rate applies if the actual owner of the dividends is a company (other
than a partnership) that directly holds at least 25% of the assets of the com-
pany paying the dividends. The 15% rate applies in all other cases.

The 5% rate applies to the royalties for the use of, or the right of use, computer
software, patents, trademarks, designs or models, plans or secret formulas or
processes, or for information concerning industrial, commercial or scientific
experience (know-how). The 10% rate applies in all other cases.

The 5% rate applies if the actual owner of the dividends is a company that
directly or indirectly holds at least 10% of the assets of the company paying
the dividends. The 15% rate applies in all other cases.

The 5% rate applies to the royalties for the use of, or the right to use, copy-
rights. The 10% rate applies in all other cases.

The 10% rate applies if the actual owner of the dividends is a company (other
than a partnership) that owns at least 25% of the assets of the company paying
the dividends. The 15% rate applies in all other cases.

The 5% rate applies if the actual owner of the dividends is a company that
directly holds at least 10% of the capital of the company paying the dividends
for a minimum period of 12 months before the date of declaration of the
dividends and if the capital invested by the beneficial owner exceeds
USD100,000 or the equivalent amount in Armenian currency. The 10% rate
applies in all other cases.

The 5% rate applies if the actual owner of the dividends is a company (other
than a partnership) that holds at least 25% of the capital of the company pay-
ing the dividends. The 15% rate applies in all other cases.

The 0% rate applies if the profits out of which the dividends are paid have
been effectively taxed at the normal rate for profits tax and if the dividends
are exempt from tax in the hands of the company receiving such dividends.
The 5% rate applies if the actual owner of the dividends is a company (other
than a partnership) that directly holds at least 10% of the capital of the com-
pany paying the dividends. The 15% rate applies to dividends in all other
cases.

The 5% rate applies if the capital invested by the actual owner of the divi-
dends exceeds USD100,000. The 10% rate applies in all other cases.

The 5% rate applies if the actual owner of the dividends is a company that
directly holds at least 25% of the assets of the company paying the dividends.
The 10% rate applies in all other cases.

The 5% rate applies if the actual owner of the dividends is a company that
directly holds at least 25% of the share capital of the company paying the
dividends. The 10% rate applies in all other cases.

The 5% rate applies if the actual owner is a company (other than a partner-
ship) that directly holds at least 25% of the capital of the company paying the
dividends and if the capital invested by the beneficial owner exceeds
CHF200,000 (or the equivalent amount in Armenian currency) on the date of
receipt of the dividends. The 15% rate applies in all other cases.

The 5% rate applies if the actual owner of the dividends is a company that
owns at least 25% of the capital of the company paying the dividends. The
15% rate applies in all other cases.

The 0% rate applies to interest connected to sales on credit of industrial,
commercial or scientific equipment or business assets, and to interest on
loans granted by banking enterprises.

The 0% rate applies to the interest on loans granted by banking enterprises.
The 10% rate applies in all other cases.

The 0% rate applies if the capital invested by the actual owner of the divi-
dends exceeds EUR150,000. The 5% rate applies in all other cases.
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The 0% rate applies if all of the following conditions are satisfied:

* The beneficial owner of the dividends is a resident of the other contracting
state.

* The beneficial owner of the dividends has held, directly or indirectly, at
least 25% of the capital of the company paying the dividends for at least
two years before the date of such payment.

* Such dividends are not liable to profit tax in the other contracting state.

The 5% rate applies to royalties paid for the use of, or the right to use, copy-

rights of literary, artistic or scientific works, including cinematographic films

or films or tapes used for radio or television broadcasting. The 10% rate
applies in all other cases.

The 0% rate applies if the beneficial owner of the dividends is a pension

scheme. The 5% rate applies if the beneficial owner of the dividends satisfies

all of the following conditions:

« It is a company that is a resident of the other contracting state.

« It holds, directly or indirectly, at least 25% of the share capital of the com-
pany paying the dividends at the date of payment of the dividends.

« It has invested at least GBP1 million (or the equivalent amount in any other
currency) in the share capital of the company paying the dividends at the
date of payment of the dividends.

The 15% rate applies if dividends are paid out of income (including gains)

derived directly or indirectly from immovable property within the meaning of

Article 6 by an investment vehicle that distributes most of this income annu-

ally and if such vehicle’s income from this immovable property is exempted

from tax. The 10% rate applies in all other cases.

(bb) The 0% rate applies if the beneficial owner is a company (other than a part-

(co)

nership) that satisfies the following conditions:

It holds directly at least 25% of the capital of the company paying the
dividends.

It owned the holding for a period of at least two years before it made the
claim for the 0% rate.

In the contracting state in which the company is resident, the company is
relieved from tax on dividends by an exemption or would, but for this
measure in the tax treaty, be entirely relieved by a credit for tax paid with
respect to dividends paid by the company paying the dividends.

The 5% rate applies if the beneficial owner is a company (other than a part-
nership) that holds directly at least 10% of the capital of the company paying
the dividends. The 15% rate applies in all other cases.

The 5% rate applies if interest is paid with respect to loans granted by bank-
ing enterprises. The 10% rate applies in all other cases.

(dd) The 5% rate applies if the actual owner of the dividends is a company (other

(ce)

(f)

than a partnership) that directly holds at least 10% of the capital of the com-

pany paying the dividends. The 10% rate applies in all other cases.

The 0% rate applies if the beneficial owner is a company (other than a part-

nership) that satisfies the following conditions:

« It holds at least 25% of the capital or the voting power of the company
paying the dividends.

+ It has owned the holding for a period of at least two years before it made
the claim.

* The dividends are exempt from tax in its hands.

The 5% rate applies if the beneficial owner is a company (other than a part-

nership) that holds at least 10% of the capital or the voting power of the

company paying the dividends. The 15% rate applies in all other cases.

The 5% rate applies to interest on loans or credit granted by banks or finan-

cial institutions. The 10% rate applies in all other cases.

(gg) The 5% rate applies to royalties received as consideration for the use of, or

the right to use, copyrights of literary, artistic or scientific works, including
cinematographic films, and films or tapes for television or radio broadcast-
ing. The 10% rate applies in all other cases.

(hh) The 7% rate applies if the beneficial owner of the dividends is a company

(ii)
(i)

(other than a partnership) that directly holds at least 25% of the capital of the

company paying the dividends. The 10% rate applies in all other cases.

The 5% rate applies if the interest is paid in connection with a loan or a credit

granted by a bank. The 10% rate applies in all other cases.

The 0% rate applies if either of these two conditions is satisfied:

* The beneficial owner is a company that holds directly at least 50% of the
capital of the company paying the dividends and that has invested more
than EUR2 million or its equivalent in Armenian or Danish currency in the
capital of the company paying the dividends at the date of payment of the
dividends.



62

ARMENIA

* The beneficial owner is the other contracting state or the central bank of
that other state, or any national agency or any other agency (including a
financial institution) owned by the government of that other state.

The 5% rate applies if the beneficial owner is a company that holds directly

at least 10% of the capital of the company paying the dividends and that has

invested more than EUR100,000 or its equivalent in Armenian or Danish
currency in the capital of the company paying the dividends at the date of
payment of the dividends. The 15% rate applies in all other cases.

(kk) The 0% rate applies if the interest is paid to a contracting state or a local

(I

authority thereof, including the central bank of that other state, or any
institution, agency or fund owned by the government of a contracting state.
The 5% rate applies if the interest is paid with respect to a loan of any kind
granted by a banking enterprise. The 10% rate applies in all other cases.

The 5% rate applies to royalties for the use of, or the right to use, computer
software; patents; trademarks; designs, models or plans; any secret formulas
or processes; or for information concerning industrial, commercial or scien-
tific experience (know-how). The 10% rate applies to royalties for the use of,
or the right to use, copyrights of literary, artistic or scientific works, including
cinematographic films, or films or tapes for television or radio broadcasting.

(mm) The 5% rate applies if the beneficial owner is a company (other than a part-

nership) that holds directly at least 10% of the capital of the company paying
the dividends and has invested at least EUR1,500,000 (or the equivalent
amount in any other currency) in the share capital of the company paying the
dividends at the date of payment of the dividends. The 10% rate applies in all
other cases.

(nn) The 0% rate applies if the beneficial owner of the dividends is a company that

holds directly at least 25% of the capital of the company paying the dividends
or has invested at least USD300,000 (or the equivalent amount in any other
currency) in the share capital of the company paying the dividends. The 5%
rate applies in all other cases.



63

Aruba
ey.com/GlobalTaxGuides
Oranjestad GMT -5
EY +297 521-4400
Mail address: Fax: +297 582-6548
P.O. Box 197
Oranjestad
Aruba
Street address:
Vondellaan 4
Oranjestad
Aruba
Business Tax Advisory
* Bryan D. Irausquin +599 (9) 430-5075
(resident in Curagao) Mobile: +599 (9) 660-0707
Email: bryan.irausquin@an.ey.com
Fong-Mang Cheong +599 (9) 430-5071
(resident in Curagao) Mobile: +599 (9) 525-2920
Email: fong-mang.cheong@an.ey.com
Anushka Lew Jen Tai +297 521-4440
Email: anushka.lew.jen.tai@an.ey.com
Stefan van Riezen +599 (9) 430-5035

Email: stefan.van.riezen@an.ey.com

A. At a glance
Corporate Income Tax Rate (%) 25
Capital Gains Tax Rate (%) 25
Branch Tax Rate (%) 25
Withholding Tax (%)
Dividends 0/5/10 (a)
Interest 0
Royalties from Patents, Know-how, etc. 0
Foreign-Exchange Commission 1.3 (b)
Branch Remittance Tax 0
Net Operating Losses (Years)
Carryback 0
Carryforward 5

(a) The 0% rate applies to dividends paid to resident holding companies. The 5%
rate applies to dividends paid to nonresident publicly traded companies and
to dividends paid on qualifying shareholdings under applicable tax treaties.
The 10% rate applies in all other circumstances.

(b) A foreign-exchange commission (FEC) is imposed on all payments by resi-
dents to nonresidents. The FEC is withheld by banks on behalf of the Central
Bank of Aruba or paid directly to the Central Bank of Aruba by residents.

B. Taxes on corporate income and gains

Corporate income tax. Corporate income tax is levied on resident
and nonresident entities. A domestic entity is an entity that is
established in Aruba or incorporated under Aruban law.

Tax is levied on total profits earned from all sources during the
company’s accounting period. “Profit” means the total of net gains,
under any name or in any form. Branches of foreign entities are
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taxed on Aruban-source income, such as profits earned through
a permanent establishment.

Permanent establishment. A permanent establishment is deemed

to exist in Aruba in the case of the following:

* A permanent representative in Aruba.

» A foreign enterprise that builds, installs, maintains, cleans or
repairs capital assets on Aruba for more than 30 days. These
30 days include, among others, days spent on the technical
preparation and cleaning up of the site.

* Foreign shareholders (not natural persons) of Aruba fiscal
transparent companies with real economic presence in Aruba.

Rate of corporate income tax. The corporate income tax rate is
25%.

Special tax regimes for certain companies. Special tax regimes
available for certain companies in Aruba are described below.

Free-Zone Companies. Companies operating in the free-zone are
subject to corporate income tax at a rate of 2% on profits derived
from their qualifying activities and to a free-zone facility charge
of up to 1% on their annual gross turnover. The free-zone is a
defined territory in which no import duties are levied if the goods
are not imported for use in the domestic market. On approval,
services can be rendered outside of the defined territory. The
import duties exemption mentioned above does not apply for
service companies established outside the defined territory.

The free-zone law was amended as of 1 January 2020. The fol-

lowing are highlights of the amendments:

* Only services designated in a state decree can be rendered by a
free-zone company. No such (draft) decree had been published
at the time of writing.

* In addition to financial services (already prohibited prior to
1 January 2020), the following services cannot be rendered by
a free-zone company:

— Notary, lawyer, accountant, tax advisors and similar services

— Intellectual property (IP) activities

— Other services designated in a state decree (however, no
such [draft] decree had been published at the time of writ-
ing)

* Qualifying services can be rendered to both foreign and local
customers (so-called “ring-fencing” has been eliminated) at the
corporate income tax of 2%.

» Companies engaging in the following geographically mobile
activities must perform their so-called “core income generating
activities” in Aruba with sufficient substance:

— Shipping

— Head office

— Pure holding

— Distribution and other services
— Other service-related services

A grandfathering period of up to 30 June 2021 is applicable for
free-zone service providers performing IP activities as of
1 September 2018 and other free-zone service providers perform-
ing non-IP activities as of 15 November 2018.
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In addition, the following benefits are available to free-zone

companies:

* Exemption from turnover taxes with respect to the supply of
goods outside Aruba and the rendering of services to persons
outside Aruba

* On request, exemption from the FEC for payments abroad that
are not related to local sales

* A 0% dividend withholding tax rate

Imputation Payment Companies. Imputation Payment Companies
(IPCs) were subject to the regular corporate tax rate (see Rates of
corporate income tax). Under the IPC regime, part of the corpo-
rate income tax paid by a company was remitted to its sharehold-
ers in the form of an imputation payment. The IPC regime was
available to all companies conducting qualifying activities such
as hotel, financing, licensing or investment activities. The IPC
regime was abolished as of 2016. However, existing IPCs can
continue making use of this regime until 2026.

Special Purpose Companies. Special Purpose Companies (SPCs)

were introduced as of 2016. In principle, qualifying SPCs are

subject to a corporate income tax rate of 10%. However, for com-

panies performing qualifying hotel operations, the applicable

corporate tax rate can be 10%, 12% or 15%. In addition, SPCs are

exempt from dividend withholding tax. SPCs may engage only in

the following qualifying activities (in some cases, they must meet

certain additional requirements):

* Hotel operations

* Aviation operations

« Shipping operations

* Generation of sustainable energy

* Scientific or cultural activities that enhance the knowledge
economy

* Financing that is different from the financing offered by credit
institutions

» Making portfolio investments (other than in real estate)

* Holding of shares and participation rights

* Primary sector operations (agriculture, fishing, beekeeping and
livestock)

* Medical tourism

* Rehabilitation centers

* Sales of sustainable means of transportation with no or low CO,
emissions

* Tech startups

As of 1 January 2021, SPCs performing the abovementioned
qualifying activities are prohibited from deriving income from IP
activities. Furthermore, SPCs engaging in the following geo-
graphically mobile activities must perform as of 1 January 2021
their so-called “core income generating activities” in Aruba with
sufficient substance:

* Shipping

* Holding

* Financing

* Asset management
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A grandfathering period of up to 1 January 2023 is applicable for
SPCs whose activities and assets in terms of nature and size
existed already on 15 November 2018.

Exempt Companies. An Exempt Company is exempt from corpo-

rate income tax and withholding tax on dividends paid if it per-

forms one of the following activities:

* Financing (if the company does not qualify as a credit institu-
tion)

* Investing, other than in real estate

* Holding of shares and participation rights

* Insuring special entrepreneurial risks (activities of captive
insurance companies)

As of 1 January 2020, Exempt Companies performing the above-
mentioned qualifying activities are prohibited from deriving
income from IP activities. In addition, Exempt Companies
engaged in the abovementioned geographically mobile activities
must perform as of 1 January 2020 their so-called “core income
generating activities” in Aruba with sufficient substance. A
grandfathering period of up to 1 July 2021 is applicable for
Exempted Companies whose activities and assets in terms of
nature and size existed already on 15 November 2018.

Fiscal transparency. Aruban limited liability companies can opt
for fiscal transparency for Aruban corporate income tax and
dividend withholding tax purposes within one month after incor-
poration. If fiscal transparency is granted, the limited liability
company is treated as a partnership for Aruba income tax, corpo-
rate income tax and dividend withholding tax purposes; that is,
only the partners are taxed in Aruba on Aruban-source income,
unless the entity loses its fiscal transparency status.

As of 9 April 2019, all fiscal transparent entities are required to
have real economic presence in Aruba (also referred to as “sub-
stance requirements”) and as a result have a taxable presence in
Aruba. Fiscal transparent companies that existed prior to 9 April
2019 will have until 1 January 2022 to comply with the new real
economic presence (substance) requirements.

Fiscal transparent companies engaged certain designated activi-

ties must now perform their so-called “core income generating

activities” in or from Aruba with sufficient substance. The new

substance requirements apply to the following designated geo-

graphically mobile activities:

* Head office activities

* Insurance

* Distribution and other services

* Shipping

* Financing and leasing

* Holding

* Asset management

* Banking

« IP activities (fiscally transparent companies engaged in certain
so-called “enhanced risk IP activities” have an enhanced bur-
den to prove that their income relates to activities performed in
or from Aruba)



ARUBA 67

The existence of the “core income generating activities” in Aruba
may also be determined on a group level, meaning that the
required activities can be outsourced to affiliated entities estab-
lished in Aruba.

If the new substance requirements are not met in a certain year,
the fiscal transparent company will no longer be treated as a fis-
cal transparent company as of that year. Consequently, the for-
merly fiscal transparent company will become subject to profit
and dividend withholding tax in Aruba.

Fiscal transparent companies are required to annually report their
financial statements and the identity of their shareholder(s) to the
tax authorities within six months after the end of their financial
year. Noncompliance with this requirement may result in an
administrative fine of a maximum AWG10,000, a monetary fine
of AWG25,000, incarceration of a maximum of six months or a
loss of the fiscal transparent status.

It is possible to obtain an advance ruling from the local tax
authorities on the treatment of the local presence.

Branch profits tax. Branches of foreign companies are taxed at
the same rate as resident companies. No additional withholding
taxes are imposed on remittances of profits.

Capital gains. Capital gains are taxed as ordinary income.
However, certain capital gains are exempt from corporate income
tax under the participation exemption (see Participation exemp-
tion).

Administration. In principle, the corporate income tax return for
the preceding accounting period must be filed and the corre-
sponding corporate income tax due must be simultaneously paid
within five months after the end of the accounting period.

Dividends. A 10% withholding tax is imposed on dividends dis-
tributed to nonresidents. The rate is reduced to 5% for dividends
distributed to publicly traded companies. A 0% rate applies to
dividends distributed to resident companies that qualify for the
benefits of the participation exemption.

The Tax Regulation for the Kingdom of the Netherlands provides
for special dividend withholding tax rates (see Section E).

Participation exemption. Aruban resident companies are exempt
from corporate income tax on dividends and capital gains
derived from shares with respect to qualifying participations. A
qualifying foreign participation must satisfy both of the follow-
ing conditions:

* The shares must not be held as inventory or as a portfolio

investment.
* The participation must be subject to a tax on profits.

Foreign tax relief. Foreign tax relief is available through the Tax
Regulation for the Kingdom of the Netherlands. Foreign tax relief
is also available under the state decree for the avoidance of dou-
ble taxation.
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C. Determination of trading income

General. Commercial profits must be calculated in accordance
with “sound business practice” and generally accepted account-
ing standards.

Inventories. Inventories are generally valued using the historical-
cost, first-in, first-out (FIFO) or weighted average methods.

Depreciation. Depreciation may be calculated by the straight-line,
declining-balance or flexible methods.

D. Miscellaneous matters

Foreign-exchange controls. The Central Bank of Aruba regulates
the foreign-exchange market and carries out the necessary trans-
actions as executor of exchange policy. Remittances abroad
require an exchange license issued by the Central Bank of Aruba.

Debt-to-equity rules. Aruba does not impose a debt-to-equity ratio.

Controlled foreign companies. Aruba does not have specific con-
trolled foreign company legislation. However, numerous measures
limit tax deductions related to intercompany transactions that are
not at arm’s length and intercompany transactions with low-taxed
entities.

Transfer pricing. If a company or individual participates, directly
or indirectly, in the management, supervision or the capital of two
or more corporate entities, the conditions that apply to the supply
of goods and the rendering of services between these related enti-
ties must be at arm’s length. These conditions are similar to the
conditions that would have applied in transactions with unrelated
parties. Information to substantiate arm’s-length transactions must
include, among other items, the following:

* The agreement between the entities

* Transfer-pricing method that was chosen and why it was chosen
» How the consideration was determined

Country-by-Country Reporting. Local legislation implementing
Country-by-Country Reporting (CbCR) obligations and addi-
tional transfer-pricing documentation requirements has been
enacted as of 1 January 2020. The Country-by-Country (CbC)
report is applicable to Aruba tax resident entities that are mem-
bers of a multinational enterprise (MNE) group with a consoli-
dated group turnover exceeding AWG1.5 billion (approximately
USD833 million) in the fiscal year preceding the fiscal year to
which the CbC report applies. In addition, a group entity of an
MNE that is tax resident in Aruba should notify the tax authori-
ties by the last day of the financial year of the MNE about the
identity and tax residency of the CbC reporting entity.

Aruba tax resident entities of an MNE group are also required to
have a master file and local file. This requirement only applies to
Aruba tax resident entities of an MNE group that have a consoli-
dated group turnover exceeding AWG100 million (approximately
USDS56 million) in the fiscal year preceding the year to which the
tax return applies. The qualifying MNE group entity should have
the master file and local file available at the level of the Aruba
entity at the moment of filing the tax return. The Aruba tax
authorities can request these files from the Aruba entity.
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Noncompliance with the abovementioned transfer-pricing docu-

mentation requirements and the obligations to hold a master file

and/or a local file may lead to the following:

* A reversal of the burden of proof

* A monetary fine up to AWG25,000

* Criminal charges (including a fine or imprisonment)

 Payment of the amount of taxes that have not been collected as
a result of the noncompliance

E. Tax treaties

Provisions for double tax relief are included in the Tax Regulation
for the Kingdom of the Netherlands. These provisions avoid dou-
ble taxation between the countries of the Kingdom of the
Netherlands (Aruba, Curagao, the Netherlands [including
Bonaire, Sint Eustatius and Saba; these islands are known as the
BES-Islands] and Sint Maarten) regarding taxes on income,
capital and other items.

Under the Tax Regulation for the Kingdom of the Netherlands, the
general withholding tax rate of 10% on dividend distributions
from an entity resident in Aruba may be reduced to the following
rates:

* 7.5% if the recipient of the dividends is a company that has
capital divided in shares and that has a share interest in the
nominal paid-up capital of the Aruba entity of at least 25%

* 5% if such recipient of the dividends is also subject to tax on
profit at a rate of at least 5.5%

Effective from 10 October 2010, the Netherlands Antilles (which
consisted of five island territories in the Caribbean Sea) was dis-
solved as a country. As a result, the island territories of Curagao
and St. Maarten became autonomous countries within the Dutch
Kingdom. The island territories of Bonaire, St. Eustatius and Saba
(BES-Islands) have become a part of the Netherlands as extraor-
dinary overseas municipalities.

The Tax Regulation for the Kingdom of the Netherlands remains
in place until bilateral tax treaties have been concluded between
the countries in the Dutch Kingdom.

Aruba has entered into tax information exchange agreements with
Antigua and Barbuda, Argentina, Australia, the Bahamas,
Belgium, Bermuda, the British Virgin Islands, Canada, the
Cayman Islands, the Czech Republic, Denmark, the Faroe
Islands, Finland, France, Germany, Greenland, Iceland, Mexico,
Norway, St. Kitts and Nevis, St. Lucia, St. Vincent and the
Grenadines, Spain, Sweden, the United Kingdom and the United
States.

Aruba is recognized by the Organisation for Economic
Co-operation and Development as a jurisdiction that has substan-
tially implemented the internationally agreed tax standard and, as
such, is approved-listed.
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Email: tony.cooper@au.ey.com
+61 (2) 8295-6817

Mobile: +61 429-123-593

Email: richard.lambkin@au.ey.com
+61 (2) 8295-6226

Mobile: +61 416-194-314

Email: sean.monahan@au.ey.com
+61 (2) 8295-6735

Mobile: +61 414-268-391

Email: leonid.shaflender@au.ey.com
+61 (2) 9248-4272

Mobile: +61 416-121-250

Email: david.short@au.ey.com
+61 (2) 9248-4599

Mobile: +61 405-387-531

Email: russ.williams@au.ey.com

International Tax and Transaction Services — Transaction Tax Advisory

Sean Keegan

lan Scott

Andrew Sharp

+61 (2) 9276-9172

Email: sean.keegan@au.ey.com
+61 (2) 9248-4774

Mobile: +61 411-552-304

Email: ian.scott@au.ey.com

+61 (2) 9248-5566

Email: andrew.sharp@au.ey.com
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Matt Weerden

Adam Woodward

+61 (2) 8295-6788

Mobile: +61 409-604-778

Email: matt.weerden@au.ey.com
+61 (2) 9276-9808

Mobile: +61 418-930-988

Email: adam.woodward@au.ey.com

International Tax and Transaction Services — Transfer Pricing

Anthony Seve

Mark Thomas

David Tracey

Jason Vella

+61 (2) 9276-9906

Mobile: +61 412-152-865

Email: anthony.seve@au.ey.com
+61 (2) 9248-4780

Mobile: +61 413-345-535

Email: mark.thomas@au.ey.com
+61 (2) 9248-4885

Mobile: +61 404-040-399

Email: david.tracey@au.ey.com

+61 (2) 9248-4613

Mobile: +61 418-644-070

Email: jason.vella@au.ey.com

International Tax and Transaction Services — Tax Desks Abroad

David Burns

(resident in New York)
Dean Madsen
(resident in Auckland)

+1(212) 773-5280

Email: david.burns1@ey.com
+64 (9) 348-8131

Mobile: +64 (27) 381-5267
Email: dean.madsen@nz.ey.com

International Tax and Transaction Services — Inbound

European Business Group
David Short

North American Business Group

* Sean Monahan,
Consumer Tax Market
Segment Leader

Simon Tonkin

Business Tax Services (BTS)

* Jamie Munday,
Oceania BTS and Quantitative
Services Tax Leader

Tax Policy and Controversy

* Fiona Moore,
Oceania Tax Policy
and Controversy Leader

Alf Capito
* Martin Caplice, Asia-Pac
Tax Controversy Leader

Sandra Farhat

Craig Jackson

+61 (2) 9248-4272
Mobile: +61 416-121-250
Email: david.short@au.ey.com

+61 (2) 8295-6226

Mobile: +61 416-194-314

Email: sean.monahan@au.ey.com
+61 (2) 8295-6680

Mobile: +61 411-880-003

Email: simon.tonkin@au.ey.com

+61 (2) 9276-9087
Mobile: +61 416-125-210
Email: jamie.munday@au.ey.com

+61 (2) 9248-5931

Mobile: +61 421-966-842

Email: fiona.moore@au.ey.com
+61 (2) 8295-6473

Mobile: +61 416-295-888

Email: alf.capito@au.ey.com

+61 (8) 9248-4977

Mobile: +61 408-026-788

Email: martin.caplice@au.ey.com
+61 (2) 9248-5642

Mobile: +61 404-815-600

Email: sandra.farhat@au.ey.com
+61 (2) 9248-4905

Mobile: +61 411-645-953

Email: craig.w.jackson@au.ey.com
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Daryn Moore +61 (2) 9248-5538
Mobile: +61 419-609-164
Email: daryn.moore@au.ey.com

Global Compliance and Reporting (GCR) (Corporate Tax)

* Margherita Antonelli, +61 (2) 9248-4547
EY Global Common Delivery Mobile: +61 403-345-316
Program (CDP) Leader Email: margherita.antonelli@au.ey.com
Belinda Cerone +61 (2) 9276-9303

Mobile: +61 402-244-881

Email: belinda.cerone@au.ey.com
Rachel Charles +61 (2) 9248-5292

Mobile: +61 411-166-471

Email: rachel.charles@au.ey.com
Jon Dobell +61 (2) 8295-6949

Mobile: +61 433-145-338

Email: jon.dobell@au.ey.com
Colin Jones +61 (2) 9248-4724

Mobile: +61 411-752-734

Email: colin.jones@au.ey.com

* Andrew Lapa, EY Global +61 (2) 9248-4128
Tax Quality Deputy Leader Mobile: +61 413-706-141
Email: andrew.lapa@au.ey.com
Andrew Moore +61 (2) 9248-4223

Mobile: +61 402-310-897

Email: andrew.j.moore@au.ey.com
Michelle Mori +61 (2) 9248-5122

Mobile: +61 411-126-736

Email: michelle.mori@au.ey.com
Denise Parker +61 (2) 9276-9416

Mobile: +61 499-000-386

Email: denise.parker@au.ey.com
George Stamoulos +61 (2) 9248-4823

Mobile: +61 421-051-017

Email: george.stamoulos@au.ey.com
Melissa Tan +61 (2) 8295-6183

Mobile: +61 499-117-474

Email: melissa.tan@au.ey.com
Simon Tonkin +61 (2) 8295-6680

Mobile: +61 411-880-003

Email: simon.tonkin@au.ey.com
Jason Wrigley +61 (2) 9248-5303

Mobile: +61 403-601-537

Email: jason.wrigley@au.ey.com

Tax Technology and Transformation (TTT)

* Peter Sanders, EY Asia-Pacific +61 (2) 9248-5468
TTT Leader Mobile: +61 410-667-161
Email: peter.sanders@au.ey.com
Kelum Kumarasinghe +61 (2) 9248-4929

Mobile: +61 499-001-112
Email: kelum.kumarasinghe@au.ey.com

Financial Services Organization
Tony Do, +61 (2) 9276-9925
Transfer Pricing Financial Services Mobile: +61 406-106-793
Email: tony.do@au.ey.com
Danielle Donovan, +61 (2) 8295-6333
Transfer Pricing Financial Services Mobile: +61 418-288-236
Email: danielle.donovan@au.ey.com
* Antoinette Elias, EY Oceania +61 (2) 8295-6251
Financial Services Organization Mobile: +61 403-342-699
Tax Leader Email: antoinette.elias@au.ey.com
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Simon Jenner +61 (2) 8295-6367
Mobile: +61 438-225-337
Email: simon.jenner@au.ey.com
Paul McLean +61 (2) 9248-4630
Mobile: +61 413-739-710
Email: paul.mclean@au.ey.com

Adelaide, South Australia GMT +9%
Ernst & Young +61 (8) 8417-1600
EY Building Fax: +61 (8) 8417-1775

121 King William Street
Adelaide, South Australia 5000
Australia

Global Compliance and Reporting (Corporate Tax)
Sam Howard +61 (8) 8417-1672
Mobile: +61 414-368-112
Email: sam.howard@au.ey.com
Sean van der Linden +61 (8) 8417-1688
Mobile: +61 414-764-004
Email: sean.van.der.linden@au.ey.com

4 Craig Whiteman, +61 (8) 8417-1770

Adelaide and Northern Territory Mobile: +61 408-026-254

Tax Geography Leader Email: craig.whiteman@au.ey.com
Brisbane, Queensland GMT +10
Ernst & Young +61 (7) 3011-3333
111 Eagle Street Fax: +61 (7) 3011-3100
Brisbane, Queensland 4000
Australia

International Tax and Transaction Services — International Corporate Tax
Advisory
¢ Michael Chang, +61 (7) 3011-3126
Brisbane Tax Geography Leader Mobile: +61 421-612-808
Email: michael.chang@au.ey.com

International Tax and Transaction Services — Transaction Tax Advisory

* Reid Zulpo, EY Oceania +61 (7) 3243-3772
ITTS and Transaction Tax Advisory Mobile: +61 438-244-684
Leader Email: reid.zulpo@au.ey.com

International Tax and Transaction Services — Transfer Pricing
Kevin Griffiths +61 (7) 3243-3754
Mobile: +61 402-890-343
Email: kevin.griffiths@au.ey.com

Global Compliance and Reporting (Corporate Tax)

* Andrew van Dinter, +61 (3) 8650-7589
Markets Enablement Leader Mobile: +61 407-250-870
Email: andrew.van.dinter@au.ey.com

Business Tax Services

* |an Burgess, +61 (7) 3243-3711

Asia-Pacific EY Private Deputy Mobile: +61 414-470-402

and Tax Leader Email: ian.burgess@au.ey.com
Canberra, Australian Capital Territory GMT +10
Ernst & Young +61 (2) 6267-3888
121 Marcus Clarke Street Fax: +61 (2) 6246-1500
Canberra

Australian Capital Territory 2600
Australia
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Business Tax Services

* Todd Wills,
Government Services Health
Life Sciences Leader and
Canberra Geography Leader

+61 (2) 6267-3876
Mobile: +61 414-298-810
Email: todd.wills@au.ey.com

Melbourne, Victoria

GMT +10

Ernst & Young

EY Building

8 Exhibition Street
Melbourne, Victoria 3000
Australia

International Tax and Transaction Services — International Corporate Tax

Advisory
Liz Cullinan

+61 (3) 9288-8000
Fax: +61 (3) 8650-7777

+61 (3) 8650-7938
Email: liz.cullinan@au.ey.com

International Tax and Transaction Services — Transfer Pricing

Julian Hine

Michael Jenkins

+61 (3) 9655-2923

Mobile: +61 407-072-410
Email: julian.hine@au.ey.com
+61 (3) 8664-9812

Mobile: +61 412-746-130
michael jenkins@au.ey.com

International Tax and Transaction Services — Transaction Tax Advisory

Richard Buchanan

Edward Consett

Bruno Dimasi

Graeme Friend

Business Tax Services

Mark Chan,
Melbourne Tax Geography Leader

Tax Policy and Controversy
Rolf Drohn

* Tony Merlo,
EY Oceania Tax Policy Leader

Dioni Perera

Peter van den Broek

+61 (3) 9934-7012

Mobile: +61 448-039-192

Email: richard.buchanan@au.ey.com
+61 (3) 8650-7226

Mobile: +61 437-609-251

Email: edward.consett@au.ey.com
+61 (3) 8650-7686

Mobile: +61 412-338-058

Email: bruno.dimasi@au.ey.com
+61 (3) 9288-8236

Mobile: +61 402-456-431

Email: graeme.friend@au.ey.com

+61 (3) 9655-2523
Mobile: +61 402-892-693
Email: mark.chan@au.ey.com

+61 (3) 8650-7618

Mobile: +61 421-611-955

Email: rolf.drohn@au.ey.com

+61 (3) 8575-6412

Email: tony.merlo@au.ey.com

+61 (3) 9288-8948

Email: dioni.perera@au.ey.com

+61 (3) 8650-7560

Mobile: +61 439-208-921

Email: peter.van.den.broek@au.ey.com

Global Compliance and Reporting (Corporate Tax)

Cleedon Botha

Sarah Diss

+61 (3) 9655-2790

Mobile: +61 499-048-860

Email: cleedon.botha@au.ey.com
+61 (3) 9288-8230

Mobile: +61 418-539-366

Email: sarah.diss@au.ey.com
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Peter Janetzki

Paul Lombardo

Andrew Woollard

Financial Services Organization
Dale Judd

Brad Miller

* Sarah Ralph, EY Oceania
Law Leader

People Advisory Services

* Anne Giugni, EY Oceania People
Advisory Services Leader

+61 (3) 8650-7525

Mobile: +61 428-263-416

Email: peter.janetzki@au.ey.com
+61 (3) 9288-8745

Mobile: +61 401-679-367

Email: paul.lombardo@au.ey.com
+61 (3) 8650-7511

Mobile: +61 414-911-518

Email: andrew.woollard@au.ey.com

+61 (3) 9655-2769

Mobile: +61 412-340-900

Email: dale.judd@au.ey.com
+61 (3) 9655-2718

Mobile: +61 403-033-437

Email: brad.miller@au.ey.com
+61 (3) 8650-7427

Mobile: +61 403-129-288

Email: sarah.a.ralph@au.ey.com

+61 (3) 8650-7624
Mobile: +61 418-527-623
Email: anne.giugni@au.ey.com

Perth, Western Australia

GMT +8

Ernst & Young

EY Building

11 Mounts Bay Road

Perth, Western Australia 6000
Australia

+61 (8) 9429-2222
Fax: +61 (8) 9429-2436

International Tax and Transaction Services — International Corporate Tax

Advisory

* Mark McKenzie,
Buildings Environment and
Resources Leader

Mathew Chamberlain

Andrew Nelson

Martin Webster

4 Matthew Davidson,
Perth Tax Geography Leader

+61 (8) 9217-1831

Mobile: +61 427-033-599

Email: mark.mckenzie@au.ey.com
+61 (8) 9429-2368

Mobile: +61 406-067-438

Email: mathew.chamberlain@au.ey.com
+61 (8) 9429-2257

Mobile: +61 413-044-528

Email: andrew.nelson@au.ey.com
+61 (8) 9429-2191

Mobile: +61 409-097-071

Email: martin.webster@au.ey.com
+61 (8) 9429-2343

Mobile: +61 421-057-280

Email: matthew.davidson@au.ey.com

International Tax and Transaction Services — Transfer Pricing

* Joe Lawson,
EY Oceania Transfer Pricing
Leader

Caroline Walker

+61 (8) 9429-2489

Mobile: +61 421-163-633

Email: joe.lawson@au.ey.com

+61 (8) 9217-1897

Mobile: +61 417-008-815

Email: caroline.walker@au.ey.com

Global Compliance and Reporting (Corporate Tax)

lan Crisp

+61 (8) 9429-2310
Mobile: +61 413-059-504
Email: ian.crisp@au.ey.com
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* Scott Grimley, +61 (8) 9429-2409
Oceania Tax and Law Leader Mobile: +61 421-056-931
Email: scott.grimley@au.ey.com
Jaime Hayes +61 (8) 9217-1226

Mobile: +61 499-002-048

Email: jaime.hayes@au.ey.com
Elisabeth Messina +61 (8) 9429-2419

Mobile: +61 418-922-947

Email: elisabeth.messina@au.ey.com
Basil Mistilis +61 (8) 9429-2258

Mobile: +61 411-887-059

Email: basil. mistilis@au.ey.com

* Belinda Townsend, +61 (8) 9429-2374

EY Oceania GCR Tax Leader Mobile: +61 422-007-481

Email: belinda.townsend@au.ey.com

Indirect Tax

% Gavin Shanhun, +61 (8) 9429-2209
EY Oceania Indirect Tax Leader Mobile: +61 417-648-707
Email: gavin.shanhun@au.ey.com
Law
Chris Smailes +61 (8) 9429-2379
Mobile: +61 413-126-221
Email: chris.smailes@au.ey.com
A. At a glance
Corporate Income Tax Rate (%) 30 (a)
Capital Gains Tax Rate (%) 30 (a)
Branch Tax Rate (%) 30
Withholding Tax (%)
Dividends
Franked 0 (b)
Unfranked 30 (¢)
Conduit Foreign Income 0 (d)
Interest
General 10 (e)
Interest Paid by Australian Branch of
Foreign Bank to Parent 5(
Interest (Debentures, State and Federal
Bonds and Offshore Banking Units) 0 (g)
Royalties from Patents, Know-how, etc. 30 (h)
Construction and Related Activities 5(31)
Fund Payments from Managed Investment
Trusts 15 ()
Branch Remittance Tax 0

Net Operating Losses (Years)
Carryback Limited (k)
Carryforward Indefinite

(a) For the 2021-22 income year, a 25% company tax rate applies to eligible
companies with less than AUD50 million of turnover.

(b) Franking of dividends is explained in Section B.

(c) Thisis a final tax that is imposed on payments to nonresidents only. A reduced
rate (in recent treaties, reduced rates typically are 0%, 5% or 15%, depending
on the level of ownership) applies to residents in treaty countries.

(d) An exemption from dividend withholding tax applies to the part of the un-
franked dividends that is declared in the distribution statement to be conduit
foreign income.

(e) In general, this is a final withholding tax that is imposed on payments to
nonresidents only. However, withholding tax is imposed in certain circum-
stances on interest paid to residents carrying on business overseas through a



AUSTRALIA 77

permanent establishment (branch). Modern Australian tax treaties exempt
government and unrelated financial institutions from withholding tax.

(f) Interest paid by an Australian branch of a foreign bank to its parent is subject
to a rate of 5% on the notional interest rate based on the London Interbank
Offered Rate (LIBOR). The Australian Taxation Office (ATO) has issued a
discussion paper on the tax implications from transitioning from the use of
LIBOR (and other IBOR rates) to alternative risk-free rates; however, no law
changes have been proposed yet.

(g) Unilateral exemptions from interest withholding tax are provided for certain
publicly offered debentures, for state and federal government bonds and for
offshore borrowing by offshore banking units (OBUs). Concessional tax
treatment for OBUs will be removed from 2023-24.

(h) In general, this is a final withholding tax imposed on royalties paid to non-
residents. A reduced rate may apply to residents of treaty countries (the rate
is 5% in recent treaties).

(1) The filing of an Australian tax return to obtain a refund may be required if this
withholding results in an overpayment of tax. A variation of the rate to miti-
gate the adverse cash flow impact is available to certain taxpayers that have
previously filed tax returns in Australia.

(j)) Managed investment trusts that hold only energy-efficient commercial build-
ings constructed on or after 1 July 2012 may be eligible for a 10% withholding
tax rate.

(k) A new temporary tax loss carryback measure in 2020 provides for a tax off-
set. It is calculated based on the ability to notionally carry back eligible tax
losses incurred in the 2020, 2021, 2022 or 2023 income years to offset tax-
able income in 2019 or later years. Eligible entities must meet all of the fol-
lowing conditions:

They must have aggregate turnover of less than AUDS billion in the 2021,

2022 or 2023 income year in which the carryback offset is being claimed.

They must incur an eligible tax loss in the 2020, 2021, 2022 or 2023

income year.

They must have paid tax net of tax offsets in 2019 or a subsequent income

year.

They must have sufficient franking credits at the end of the 2021, 2022 or

2023 income year in which they are claiming the carry back tax offset.

B. Taxes on corporate income and gains

Corporate income tax. An Australian resident corporation is
subject to income tax on its non-exempt worldwide income. A
nonresident corporation is subject to Australian tax only on
Australian-source income.

Corporations incorporated in Australia are residents of Australia
for income tax purposes, as are corporations carrying on busi-
ness in Australia with either their central management and con-
trol (CMAC) in Australia or their voting power controlled by
Australian residents.

Current guidance from the Australian Taxation Office (ATO)
suggests that foreign companies with Australian CMAC might
also be carrying on a business in Australia. Extensive scenarios
cover the application of the CMAC test for foreign-incorporated
companies; relevant factors include the high-level decision-
making process of the boards, virtual decision-making and evi-
dence of the decision-making.

In response to the uncertainty created by the ATO’s interpreta-
tion, the government had committed to amend the law to treat a
company incorporated offshore as an Australian tax resident if
both the company’s core commercial activities are undertaken in
Australia and CMAC is in Australia, creating a “significant eco-
nomic connection to Australia.” The slow progress of developing
enabling legislation is creating uncertainty, but taxpayers are to
have the option of applying the new law from 15 March 2017.
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For corporations, capital gains are taxed at the relevant corporate
income tax rate.

Income of a nonresident corporation not operating in Australia
through a permanent establishment may be subject to withhold-
ing tax, as discussed below.

Rates of corporate tax. The standard tax rate for resident corpora-
tions is 30%.

A 25% rate applies to base rate entities. These are defined as
corporate tax entities with no more than 80% of their assessable
income being passive income and with an aggregate turnover of
less than AUD50 million.

A concessional patent tax rate of 17% was announced in May
2021 to apply from 1 July 2023 to certain income derived from
medical and biotechnology patents registered after 11 May 2021.

Resource taxation

Petroleum resources. The Petroleum Resource Rent Tax (PRRT)
is imposed at a rate of 40% on project profits from the extraction
of non-renewable petroleum resources. The PRRT applies to
offshore petroleum projects in Commonwealth waters. Onshore
petroleum projects can reduce taxpayer’s PRRT liabilities for
offshore projects because of the transfer of exploration expendi-
ture.

Minerals exploration. The Junior Minerals Exploration Incentive
(JMEI) enables eligible companies to generate tax credits by giv-
ing up a portion of their tax losses from greenfield mineral
exploration expenditure, which can then be distributed to share-
holders. Tax credits can only be generated for shares of stock
issued in that income year. The scheme applies until 30 June
2025, and the Australia-wide credit limit is AUD25 million in
2021-22.

Costs of acquiring exploration rights or information first used for
exploration that are not eligible for an immediate deduction are
depreciated over the lesser of 15 years or the effective life of the
mine.

Carbon-pricing mechanism. Effective from 1 July 2014, the previ-
ous carbon-pricing mechanism was replaced by a Direct Action
Plan.

Capital gains

Income and capital gains. Australia’s tax law distinguishes in-
come (revenue) gains and losses from capital gains and losses,
using principles from case law. Broadly, capital gains and losses
are not assessable or deductible under the ordinary income tax
rules.

However, the capital gains tax (CGT) provisions in the tax law
apply to gains and losses from designated CGT events. For cor-
porations, capital gains are taxed at the relevant corporate income
tax rate. Designated CGT events include disposals of assets,
grants of options and leases, and events arising from the tax-
consolidation rules (see Section C).
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For CGT purposes, capital gains are calculated by identifying the
capital proceeds (money received or receivable or the market
value of property received or receivable) with respect to the CGT
event and deducting the cost base. CGT gains are reduced by
amounts that are otherwise assessable.

Special rules apply to assets acquired before 20 September 1985.

CGT deferrals (rollovers). CGT rollover relief may be elected for
various transfers, restructures and takeovers, including scrip
takeovers. The effect of the relief is to defer taxation until a sub-
sequent disposal or CGT event, if further rollover relief is not
available. Transfers within a tax-consolidated group are ignored
for tax purposes (see Section C).

Capital losses are deductible only from taxable capital gains; they
are not deductible from ordinary income. However, ordinary or
trading losses are deductible from net taxable capital gains. The
Australian Board of Taxation is conducting a review of CGT
rollovers so that it can recommend legislative reform to the
Australian government.

Foreign residents and CGT. Foreign residents are subject to CGT
if an asset is “taxable Australian property,” which includes broad-
ly the following:

* Taxable Australian real property: real property located in Australia
including a leasehold interest in land, or mining and quarrying
or prospecting rights, if the minerals, petroleum or quarry mate-
rials are located in Australia.

* Indirect Australian real property interest: broadly, a non-portfolio
interest in an Australian or foreign entity if more than 50% of the
market value of the entity’s assets relates to assets that are taxable
Australian real property. Integrity rules to prevent the double
counting of intercompany assets apply to consolidated and
multiple-entry consolidated groups (see Tax comsolidation in
Section C).

* The business assets of an Australian permanent establishment.

Purchasers obligation to make a 12.5% non-final withholding to
support foreign resident CGT regime. Purchasers are required,
broadly, to make a non-final 12.5% foreign resident CGT with-
holding with respect to the purchase of certain direct or indirect
taxable Australian property from foreign residents. The obliga-
tions apply to direct real property transactions with a value of
AUD750,000 or more, to certain indirect property transactions
including company and trust interests and to options and rights to
acquire such property or interests. Australian resident vendors of
direct property must provide an ATO clearance certificate to not
be subject to withholding. These rules must be factored into all
acquisition and disposal processes and allow for rate variations
and declarations in some cases.

CGT participation exemption for disposals of shares in foreign
companies. The capital gain or capital loss derived by a company
from the disposal of shares in a foreign company may be partly
or wholly disregarded to the extent that the foreign company has
an underlying active business, if the holder company held a direct
voting interest in the foreign company of at least 10% for a pe-
riod of at least 12 months in the 2 years before the disposal. This
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participation exemption can also reduce the attributable income
arising from the disposal of shares owned by a controlled foreign
company in another foreign company (see Section E).

Venture capital. Venture capital investment concessions provide a
20% nonrefundable tax offset on investments in eligible innova-
tion companies, capped at AUD200,000 per investor per year and
a CGT exemption up to 10 years (provided that investments are
held for at least three years).

Investors receive a 10% nonrefundable tax offset on capital in-
vested in registered Early Stage Venture Capital Limited
Partnerships (ESVCLPs).

Startup financial technology businesses can also access the ven-
ture capital investment tax concessions.

Administration. The Australian tax year ends on 30 June. For cor-
porate taxpayers with accounting periods ending on other dates,
the tax authorities may agree to use a substituted accounting pe-
riod (SAP).

In general, companies with an income year-end of 30 June must
file an annual income tax return by the following 15 January.
Companies granted permission to adopt an SAP must file their
returns by the 15th day of the 7th month after the end of their
income year.

Under a pay-as-you-go installment system, companies with turn-
over of AUD20 million or less continue to make quarterly pay-
ments of income tax within 21 days after the end of each quarter
of the tax year. The amount of each installment is based on the
income earned in the quarter. The installment obligations for
larger companies with turnover in excess of AUD20 million in-
volve monthly payments.

Measures affecting certain corporate tax entities with respect to
public disclosures of their tax positions and their tax-governance
processes are outlined below.

ATO reporting of selected tax data for larger companies. The ATO
is required to publicly report selected tax data for all corporate
entities paying PRRT and selected income tax data for large cor-
porate entities (turnover exceeding AUDIO0 million
[AUD200 million for Australian majority-owned private compa-
nies]). The ATO reports are made, broadly, in December and cover
the data for the tax returns filed in the year ended 30 June of the
preceding year. Some companies might want to consider supple-
mentary disclosures in their own communications channels.

Voluntary Tax Transparency Code. The Australian government
encourages larger companies to adopt a Voluntary Tax
Transparency Code (TTC) to promote public understanding of
businesses’ compliance with Australia’s tax laws. The TTC, devel-
oped by the Board of Taxation, is a set of principles and minimum
standards to guide disclosure of tax information by businesses.
The disclosures vary by companies’ size, with larger businesses to
consider, in addition to reconciliations of accounting to tax
aggregates, their tax policy, strategy, governance, total tax
contribution and foreign related-party dealings. Business groups
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are encouraging companies to consider compliance, and over
190 companies and entities are listed on the public register of
signatories.

Some companies to file General Purpose Financial Statements.
Significant global entity companies (global turnover greater than
AUDI billion) with an Australian presence that do not file
General Purpose Financial Statements (GPFS) with the Australian
Securities and Investments Commission (ASIC) are required to
file GPFS with the ATO. The ATO is then required to forward
such GPFS to the ASIC. GPFS obligations apply to a narrower
“country-by-country reporting entity” subset of significant
global entities (SGEs; see Section E).

Payment Times Reporting Scheme. From 1 January 2021, the
Payment Times Reporting Scheme imposes a mandatory report-
ing requirement for large businesses to disclose their payment
terms and practices with small business suppliers. This scheme
broadly applies to entities with a total income of AUD100 million
or more, and entities may also voluntarily elect to register and
report under the scheme.

ATO New Investment Engagement Service. Starting 1 July 2021,
the ATO introduced the New Investment Engagement Service
(NIES), an investor-initiated service for businesses planning
significant new investments in Australia.

Dividends. Dividends paid by Australian resident companies are
franked with an imputation credit (franking credit) to the extent
that Australian corporate income tax has been paid by the
company on the income being distributed. Tax rules constrain
companies from streaming imputation credits to those sharehold-
ers that can make the most use of the credits, at the expense of
other shareholders.

A company may select its preferred level of franking with refer-
ence to its existing and expected franking account surplus and the
rate at which it franked earlier distributions. However, under the
“benchmark rule” for private companies, all distributions made
within a franking period must generally be franked to the same
extent.

The franking credit is intended to equal the tax paid by the paying
company. For base rate entities benefiting from the reduced cor-
porate rate, the imputation rules require them to determine
whether they frank at 25% or 30%, based on the prior year’s pas-
sive income and aggregated turnover.

A New Zealand company may choose to maintain an Australian
franking account and attach Australian franking credits to divi-
dends paid to Australian resident shareholders, for Australian
company tax paid on that income.

The consequences of receiving a franked dividend vary depend-
ing on the nature of the recipient shareholder.

Resident corporate shareholders. Franked distributions received
by resident companies from other Australian resident companies
are effectively received free from tax. A recipient company receiv-
ing franked distributions grosses up the dividend amount received
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by the amount of its franking credit, and includes the grossed-up
amount in its assessable income. The recipient company is entitled
to a tax offset (rebate) equal to the amount of the franking credit
on the distribution received; the offset may be used against its own
tax payable. In addition, the recipient company is allowed a frank-
ing credit in its own franking account; the franking credit may be
distributed to its own shareholders.

A resident company is subject to tax on unfranked dividends re-
ceived, but special rules apply for certain income passed to non-
resident shareholders (see Nonresident shareholders: corporate
and non-corporate).

If a company’s entitlement to a tax offset exceeds its tax payable,
it can convert the excess franking offset into an equivalent amount
of tax loss. The tax loss may then be carried forward indefinitely
for deduction in subsequent years.

Resident individual shareholders. The shareholder includes the
dividend received plus the full imputation credit in assessable
income. The imputation credit can be offset against personal tax
assessed in the same year. Excess credits relating to dividends
received are refunded to the shareholder.

Nonresident shareholders: corporate and non-corporate. Issues
relevant to dividends and foreign shareholders include the fol-
lowing:
* Franked dividends paid to nonresidents are free from dividend
withholding tax.
 Refunds of imputation credits are not available for nonresidents.
* A deduction may be available under dividend flow-through rules
if an Australian company wholly owned by a nonresident com-
pany receives unfranked non-portfolio dividends (from holdings
of at least 10% of the voting power in the company paying the
dividends) and pays an unfranked non-portfolio dividend to its
nonresident parent. Various conditions must be satisfied, and
anti-avoidance rules apply.
“Conduit foreign income” that flows through Australian
companies to foreign investors may also achieve flow-through
treatment. Broadly, “conduit foreign income” is foreign-source
income earned by an Australian company that is not taxed in
Australia. A conduit income distribution that an Australian
corporate tax entity makes to a foreign resident is not subject to
dividend withholding tax and is not assessable income, to the
extent that the entity declares it to be conduit foreign income.

Foreign tax relief. Australian residents are subject to Australian
tax on their worldwide income, but they may receive a foreign
income tax offset (FITO) for foreign taxes paid on foreign-source
income included in assessable income. FITOs must be used in the
year in which the related foreign-source income is included in
assessable income. Otherwise, they are lost without having pro-
vided any relief from double taxation. For controlled foreign
companies (CFCs; see Section E), a modified system applies.

C. Determination of trading income

General. Taxable income is defined as assessable income less
deductions. Assessable income includes ordinary income and
statutory income (specifically listed in the tax law as being
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assessable income). Non-cash business benefits may be included
as income in certain circumstances.

Australia’s tax law distinguishes income (revenue) gains and
losses from capital gains and losses, using principles from case
law. Broadly, capital gains and losses are not assessable or deduct-
ible under the ordinary income tax rules; however, the capital
gains provisions in the tax law may apply (see Section B).

Broadly, the following types of income are not included in assess-

able income:

* Profits from foreign branches of Australian companies (other
than, broadly, income that would be attributable under the CFC
rules, see Section E).

* Amounts paid out of income previously taxed under the CFC
rules (see Section E).

* Foreign equity distributions received by Australian corporate
entities on participation interests. This covers dividends or non-
share dividends received from a foreign company with respect
to an interest in a company classified as equity under Australian
tax rules, subject to a 10% participation requirement. Such
distributions received through interposed entities, such as trusts
and partnerships, may now also be eligible.

Expenses. Losses or outgoings are deductible to the extent they
are incurred in gaining or producing assessable income or are
necessarily incurred in carrying on a business for the purpose of
gaining or producing assessable income. Provisions for amounts
not “incurred” (this term is not defined in the law) during the
year, such as leave entitlements of employees, are generally not
deductible until payments are made.

Expenses of a capital nature (except business black hole expen-
diture; see Five-year deduction for black hole business expendi-
ture) and those incurred in the production of exempt income are
not deductible. Apportionment of expenses having dual purposes
is possible.

Fringe benefits tax (see Section D) is deductible. Entertainment
expenses are not deductible unless they represent fringe benefits
provided to employees. Penalties and fines are not deductible.

Under commercial debt forgiveness rules, the net amount of debts
forgiven during an income year reduces the debtor’s accumulated
revenue tax losses, capital losses, certain undeducted expenditure
and cost bases of assets.

Research and development. A tax credit system applies for eligi-
ble research and development (R&D) expenditure of companies
incorporated in Australia for R&D conducted in Australia.

Core and supporting R&D activities must be registered.
Supporting R&D activities must be directly related to core R&D
activities. Activities that result in the production of goods or ser-
vices are eligible only if they are undertaken for the dominant (or
sole) purpose of supporting the core R&D activity (the “domi-
nant purpose” test).

Eligible R&D expenditure in excess of AUD20,000 is a notional
deduction, which is not deductible but gives rise to tax offsets.
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The following rules apply for R&D claims with respect to assess-

ments for income years commencing before 1 July 2021:

» Larger R&D entities with an aggregate turnover of AUD20 mil-
lion or more will be entitled to a non-refundable R&D tax offset
equal to their corporate tax rate plus a premium based on the
level of R&D intensity calculated by reference to notional R&D
deductions of the R&D entity divided by total expenditure.
Claimants will receive a benefit of 8.5% above the corporate
tax rate or base rate up to a level of intensity of 2%. Incremental
expenditure resulting in levels of intensity above 2% will
receive a benefit of 16.5%. Notional deductions over and above
AUD150 million will attract an offset of 30%.

* Small R&D entities with an aggregate turnover of less than
AUD20 million are eligible for the refundable R&D tax offset,
which equates to a single rate of 18.5% R&D premium linked
to the company’s corporate tax rate (base rate).

* Australia’s general avoidance rules have been extended to deal
with certain R&D schemes.

Debt and equity classification. Specific debt-and-equity rules focus
on economic substance rather than on legal form. If the debt test
is satisfied, a financing arrangement is generally treated as debt,
regardless of whether the arrangement could also satisfy the test
for equity. The test is complex and extends well beyond an ex-
amination of whether a borrower has a non-contingent obligation
to repay an amount of principal.

The debt or equity classification affects the taxation of dividends
(including the imputation requirements), payments received from
nonresident entities, thin-capitalization regime, dividend and in-
terest withholding taxes and related measures, but does not limit
the operation of the transfer-pricing rules.

Hybrid mismatch rules. Australia introduced a law to adopt the
Organisation for Economic Co-operation and Development
(OECD) hybrid mismatch rules for income years beginning on or
after 1 January 2019. Broadly, they prevent entities liable to
income tax in Australia from being able to avoid income taxation
or obtain a double non-taxation benefit, by exploiting differences
between the tax treatment of entities and instruments across dif-
ferent countries. However, the imported mismatch rule (other
than when an importing payment is made under a structured
arrangement) applies to income years beginning on or after
1 January 2020. Imported mismatches are mismatches whereby
receipts are sheltered from tax directly or indirectly by hybrid
outcomes elsewhere in a group of entities or a chain of transac-
tions.

A targeted integrity rule seeks to prevent arrangements circum-
venting the hybrid mismatch rules by routing investment or fi-
nancing into Australia via an entity located in a no- or low-tax
(10% or less) jurisdiction.

Under the rules, an amount is “subject to foreign tax” if income
tax is payable under a law of the foreign country with respect to
the amount because the amount is included in the tax base of that
law for the foreign tax period. This is also the case if income is
included under a provision equivalent to Australia’s controlled
foreign company (CFC) rules (see Controlled foreign companies
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in Section E). However, as far as the US global intangible low-
taxed income (GILTI) regime is concerned, the ATO maintains
that the regime is not equivalent to Australia’s CFC rules.

The ATO expects work to be undertaken to prove that the im-
ported mismatch rules do not apply before a deduction can be
taken for any payment made by Australia to foreign group enti-
ties and places a substantial burden of proof on taxpayers to
demonstrate that an appropriate inquiry has been made to estab-
lish that no Australian payments have a nexus with an offshore
hybrid mismatch (between non-Australian entities). The ATO has
released final guidance providing taxpayers with a risk-zone
framework ranging from white zone (the ATO has provided clear-
ance), through green (low risk) to red (very high risk). Taxpayers
may be required to self-assess the risk of the imported hybrid
mismatch rule.

Financial arrangements. Extensive rules deal with the taxation of
“financial arrangements” (as defined) for specified taxpayers.

The default methods are accruals and realization methods. These
are supplemented by various methods available at a taxpayer’s elec-
tion, using accounting approaches with respect to certain financial
arrangements. The elective accounting methods include hedge
treatment, fair-value reporting, retranslation for foreign-currency
arrangements and, in certain cases, use of the values in financial
reports for the financial arrangements.

Individuals are not mandatorily covered by these rules.
Superannuation entities must apply the rules if the value of their
assets exceeds AUD100 million. Approved deposit-taking institu-
tions or securitization vehicles must apply the rules if their aggre-
gate turnover exceeds AUD20 million. All other entities must
apply the rules if either their aggregate turnover exceeds
AUDI100 million or if the value of their assets exceeds
AUD300 million. Taxpayers not covered by the rules can never-
theless elect to apply the rules.

Foreign-exchange gains and losses. Rules for the tax treatment of

foreign-currency gains and losses provide broadly the following:

« Foreign-currency gains and losses are brought to account when
realized, regardless of whether an actual conversion into
Australian currency occurs.

* Foreign-currency gains and losses generally have a revenue
character.

* Specific translation rules apply to payments, receipts, rights and
obligations denominated or expressed in a foreign currency.

* Functional-currency rules allow an entity that operates pre-
dominantly in a foreign currency to determine its income and
expenses in that currency, with the net results being translated
into Australian currency for the purposes of calculating its
Australian income tax liability.

Inventories. In determining trading income, inventories may be
valued at cost, market-selling value (the current selling value of
an article of trading stock in the taxpayer’s trading market) or
replacement price, at the taxpayer’s option. The last-in, first-out
(LIFO) method may not be used. If the cost method is elected,
inventories must be valued using the full-absorption cost method.
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Bad and doubtful debts. Provisions for doubtful trading debts are
not deductible until the debt, having been previously brought to
account as assessable income, becomes bad and is written off dur-
ing an income year.

Capital allowances (depreciation)

Uniform capital allowance regime. Capital allowance rules allow
a deduction for the decline in value of a “depreciating asset” held
during the year.

A “depreciating asset” is an asset with a limited effective life that
may be expected to decline in value over the time it is used. Land,
trading stock and intangible assets not specifically included in
the regime are not considered to be depreciating assets.

The depreciation rate for a depreciating asset depends on the ef-
fective life of the asset. Taxpayers may choose to use either the
default effective life determined by the tax authorities or their own
reasonable estimate of the effective life. A taxpayer may choose to
recalculate the effective life of a depreciating asset if the effective
life that was originally selected is no longer accurate because of
market, technological or other factors.

Taxpayer re-estimation of effective life is not available for certain
intangible assets; the law prescribes their effective lives (for ex-
ample, 15 years for registered designs or 20 years for standard
patents). Statutory life caps that result in accelerated rates are
provided for certain assets used in the oil and gas, petroleum,
agricultural, and transport industries, as well as for Australian-
registered ships.

Taxpayers may choose the prime cost method (straight-line
method) or the double diminishing value method (200% of the
straight-line rate) for calculating the tax-deductible depreciation
for all depreciating assets except intangible assets. For certain
intangible assets, the prime cost method must be used. Treasury
is consulting on an Exposure Daft Bill, allowing taxpayers to
self-assess tax effective lives of certain depreciating intangible
assets (including patents, copyrights and licenses) from 1 July
2023.

The cost of a depreciating asset is generally the amount paid by
the taxpayer plus further costs incurred while the taxpayer holds
the asset. The depreciable cost of a motor car is subject to a maxi-
mum limit of AUD60,733 for the 2021-22 income year.

Pooling of assets may be chosen for pool assets costing more than
AUD300 but less than AUD1,000 as well as assets that have been
depreciated to less than AUD1,000. The pool balance is depre-
ciable at a rate of 37.5% (18.75% for additions during the year),
applying the declining-balance method. If the choice is not exer-
cised, the relevant assets are depreciated based on their respective
effective lives.

Software development expenditure may be allocated to a software
development pool. Beginning in the year following the year of the
expenditure, the expenditure is deductible at a rate of 30% per
year for three years, followed by a 10% rate in the final year.

The 2020-21 Federal Budget introduced temporary full expensing
of depreciating assets, which broadly allows eligible businesses
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to deduct the full cost of eligible depreciating assets first used or
installed ready for use for a taxable purpose (and certain capital
improvements) from 6 October 2020 until 30 June 2022.
Legislation introduced into parliament in October 2021 proposes
to extend this temporary regime to 30 June 2023.

Construction of buildings. Capital expenditure on the construction
of buildings and structural improvements may be eligible for an
annual deduction of either 2.5% or 4% of the construction expen-
diture, depending on the type of structure and the date on which
construction began. The 2.5% rate applies to construction begun
after 15 September 1987.

Disposals of depreciable assets. For assets other than buildings, if
the proceeds received on the disposal of an asset exceed its
adjustable value, the excess is included in taxable income. If the
proceeds received on the disposal of an asset are less than its
adjustable value, a deductible balancing adjustment is allowed.

Five-year deduction for black hole business expenditure. Certain
types of business expenditure of a capital nature may be deducted
under the capital allowance regime to the extent that the expendi-
ture is not taken into account elsewhere in the income tax law and
is not expressly nondeductible for tax purposes. This type of ex-
penditure is known as “black hole business expenditure.” The
deduction is available on a straight-line basis over five years.
Expenditure qualifying for the deduction includes expenditure to
establish or alter a business structure, expenditure to raise equity
and expenditure in an unsuccessful takeover attempt or takeover
defense. Eligible small business taxpayers are entitled to an im-
mediate deduction for certain startup costs.

Relief for losses. Tax losses may be carried forward indefinitely
against assessable income derived during succeeding years. A loss
is generated after adding back net exempt income.

To claim a deduction for past losses, companies must satisfy either
a continuity of ownership test (more than one-half of voting, divi-
dend and capital rights) or a same business test. A modified con-
tinuity of ownership test applies to widely held companies. The
modified rules simplify the application of the continuity test by
making it unnecessary to trace the ultimate owners of shares held
by certain intermediaries and small shareholdings. An alterna-
tive, more flexible “similar business test” is available with
respect to losses incurred in income years beginning on or after
1 July 2015.

Losses are generally not transferable to other group members
other than within a tax-consolidated group (see Tax consolida-
tion).

The 2020-21 Federal Budget introduced a temporary loss carry-
back measure, which allows corporate tax entities the option to
claim a carryback tax offset in their 2020 or 2021 income tax
return. Broadly, the carryback tax offset is calculated based on
the ability to notionally carry back eligible tax losses incurred in
the 2020, 2021 or 2022 income years to offset taxable income
in 2019 or later years. Legislation introduced into parliament in
November 2021 proposes to extend this temporary regime to
losses incurred in the 2023 income year.
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Designated infrastructure projects loss concessions. Companies
that only carry on activities for certain designated infrastructure
projects are not required to test the recoupment of losses incurred
in the 2012-13 and following income years under the continuity
of ownership or same business tests. The losses are also increased
by the long-term government bond rate. Projects must be desig-
nated by Infrastructure Australia by 30 June 2018, and a cap of
AUD2S5 billion on the value for all projects applies.

Tax consolidation. Tax consolidation is available for groups of
wholly owned companies and eligible trusts and partnerships that
elect to consolidate. Australian resident holding (head) companies
and their wholly owned Australian resident subsidiary members
of the group are taxed on a consolidated basis. Consolidation is
desirable because no grouping concessions (such as the ability to
transfer losses to other group members) are otherwise provided.

The head company becomes the taxpayer, and each subsidiary
member of the group is treated as if it were a division of the head
company. Transactions between members of a consolidated group
are generally disregarded for Australian income tax purposes. The
head company assumes the income tax liability and the associated
income tax compliance obligations of the group.

Tax consolidation is also available for Australian entities that are
wholly owned by a single foreign holding company. The resulting
group is referred to as a multiple-entry company (MEC) group,
which includes the Tier-1 companies (Australian resident compa-
nies directly owned by a foreign member of the group) and their
wholly owned Australian resident subsidiaries. A Tier-1 company
is selected as the head company. The types of entities that may be
subsidiary members of an MEC group are generally the same as
those for a consolidated group.

The consolidation rules are very significant for merger and acqui-
sition and restructuring transactions. If a tax consolidated group
acquires a “joining entity,” the tax cost base of the underlying
assets of the joining entity is reset, under complex rules, which
can affect the tax treatment of those assets (including the calcula-
tion of any tax deductions with respect to such assets). If an en-
tity leaves a consolidated group, the group’s cost base of shares in
the leaving entity is reset under specific exit rules. MEC groups
are subject to cost base pooling rules to determine the cost base
of shares in Tier-1 companies.

The tax-consolidation rules have been subject to various complex
ongoing changes affecting ongoing tax positions.

Demergers. Tax relief is available if eligible company or fixed-
trust groups divide into two separately owned entities. The de-
merging company (or fixed trust) must dispose of at least 80% of
its ownership interests in the demerged entity, and the underlying
ownership interests must not change because of the demerger.
The rules provide investors optional CGT rollover relief, as well
as dividend exemptions, which are available at the option of the
demerging entity. The demerger group is also provided with lim-
ited CGT relief.
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D. Other significant taxes
The following table summarizes other significant taxes.

Nature of tax Rate (%)
Goods and services tax 10
Fringe benefits tax on non-cash employee benefits 47

Payroll taxes paid by employers (vary by state) 4.75 to 6.85

Customs duty is levied on imports of various products into
Australia. Other significant taxes include stamp duty and land
tax.

E. Miscellaneous matters

General anti-avoidance regime. Australia’s general income tax

anti-avoidance regime (GAAR, or Part IVA) has been expanded

by the following measures focused at significant multinational

businesses:

* Multinational Anti-Avoidance Law targeting certain schemes
to avoid Australian permanent establishments

* Diverted Profits Tax targeting certain international schemes
with insufficient economic substance

Part IVA generally applies if, taking into account eight specified
matters, it is determined that the dominant purpose of the parties
entering into a scheme was to enable the taxpayer to obtain a tax
benefit. If the Commissioner of Taxation makes a Part IVA deter-
mination, the tax benefit is denied, and significant penalties may
be imposed.

Broader significant global entity definition. Several anti-avoidance
and penalty regimes outlined below apply only to significant
global entities (SGEs) which broadly are entities with global
turnover greater than AUD1 billion. When the SGE definition
was broadened from 1 July 2019 to also apply to groups of enti-
ties headed by an entity other than a listed company, a “country-
by-country reporting entity” became a narrower subset to the
SGE definition.

Multinational Anti-Avoidance Law. The Multinational Anti-
Avoidance Law (MAAL) expands Part IVA and, broadly, allows
the Commissioner of Taxation to potentially target schemes
entered into by SGEs if all of the following apply:

* A foreign entity makes a supply of certain goods or services to
an Australian customer.

* Activities are undertaken directly in Australia in connection
with the supply by an Australian entity or permanent establish-
ment that is an associate of or commercially dependent on the
foreign entity.

* The foreign entity making the supply derives income, some or
all of which is not attributable to an Australian permanent estab-
lishment of the foreign entity.

« Taking into account the relevant factors, it can be concluded that
a principal purpose of the transaction is the enabling of a rele-
vant taxpayer to obtain an Australian tax benefit and/or reduce
tax liabilities arising under foreign law, including some deferrals
of foreign taxes. A principal purpose is a lower threshold than
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the dominant purpose discussed in General anti-avoidance re-
gime. Relevant factors include the role of the parties in the value
chain and their capacity, staffing and resources to carry out their
designated functions (to distinguish the parties from insubstan-
tial parties).

Diverted Profits Tax. The Diverted Profits Tax (DPT) expands
Part IVA. Under the DPT, if SGEs divert certain profits from
Australia and the Commissioner of Taxation issues a DPT assess-
ment, the tax payable on the amount of the diverted profits is
subject to a penalty rate of 40%. The DPT applies, broadly, if the
following conditions are satisfied:

* The relevant Australian entity or permanent establishment is an
SGE for the year of income.

* A scheme exists, and the Australian taxpayer obtains a tax ben-
efit in connection with the scheme (considering reasonable al-
ternative situations).

» A foreign entity that is an associate of the relevant taxpayer
entered into the scheme or is otherwise connected to the
scheme.

* It is concluded that the scheme (or any part of a scheme) was
carried out for a principal purpose of enabling the relevant tax-
payer (and/or associate) to obtain a tax benefit, or both to obtain
a tax benefit and reduce a foreign tax liability of an associate.

Exclusions apply if it is concluded that one of the following tests

applies:

* The relevant Australian entity has income of less than AUD25 mil-
lion.

* The increase of the foreign tax liability is equal to or exceeds
80% of the tax that would have otherwise been paid in Australia.

* The profit derived by each covered entity reasonably reflects
the economic substance of the entity’s activities in connection
with the scheme.

A limited exclusion applies for some entities that carry on pre-
dominately passive activities (for example, managed-investment
trusts, pension funds, sovereign-wealth funds and selected
collective-investment vehicles). Extensive ATO protocols and
approvals are required to be met before the issuance of a DPT
assessment.

Transfer pricing. Australia’s transfer-pricing rules, updated in
recent years, include measures to ensure that Australian taxable
income associated with cross-border transactions is based on
arm’s-length prices. Several methods for determining the
arm’s-length price are available. The ATO provides guidance in a
binding tax ruling on the appropriate methods, and taxpayers can
enter into Advance Pricing Arrangements.

For transactions with parties entitled to benefit from foreign tax
treaties, the law confirms the ATO view that Australia’s tax trea-
ties provide a separate and unconstrained transfer pricing taxing
power.

The OECD transfer-pricing guidance material is incorporated
into domestic law.

Australia’s transfer-pricing rules are integrated into the self-
assessment regime and require broad and timely documentation.
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The risk of transfer-pricing adjustments is magnified for compa-
nies that are involved in significant intragroup financing arrange-
ments or business restructurings or that have losses or low levels
of profits. Significant aspects include the following:
* The onus is on the Public Officer who signs the income tax re-
turn to confirm that the actual conditions are in line with arm’s-
length conditions. If the actual and arm’s-length conditions do
not align and if a transfer-pricing benefit is received, the tax-
payer must adjust taxable income, tax losses or other tax attri-
butes. Penalties apply for a false or misleading statement.
As a basic rule, the arm’s-length conditions should be based on
the form and substance of the actual commercial or financial
relations. However, documentation must address reconstruction,
which refers to situations in which the transactions or arrange-
ments actually entered into are ignored and (in some cases)
other transactions or arrangements are substituted.
Taxpayers are treated as not having a reasonably arguable posi-
tion with respect to any international related-party transaction
that is not appropriately documented at the time of the filing of
the tax return. A transfer-pricing adjustment with respect to such
undocumented transactions attracts a penalty of at least 25%.
The penalties are doubled for income years beginning on or
after 1 July 2015 for tax-avoidance and profit-shifting schemes,
with respect to groups that have global turnover of greater than
AUDI billion. It is essential that appropriate transfer-pricing
documentation be in place to have a reasonably arguable posi-
tion.
* Adjustments can only be within seven years of the date on which
the ATO gives the notice of assessment.

For business income tax returns, the International Dealings
Schedule requires detailed disclosures designed to flag potential
risk areas.

ATO transfer pricing practical compliance guides and risk rat-
ings. The ATO strongly emphasizes transfer-pricing issues in
relation to international business transactions. It has issued prac-
tical compliance guidelines (PCGs), which cover numerous
cross-border transactions, to assist taxpayers in identifying if
their conditions and pricing are likely to have a low risk of ATO
examination (green zone) through to a high risk of ATO scrutiny
(red zone). PCGs cover related-party debt including derivatives,
offshore marketing, non-core procurement and shipping hubs, as
well as inbound distribution arrangements.

Country-by-country reporting. “Country-by-country reporting

entities,” a subset of SGEs, are required to prepare and file the

following with the ATO:

* A Country-by-Country Report (CbCR) in line with the OECD
standards

* A Master File in line with the OECD standards

* A Local File with requirements that include providing elec-
tronic copies of related-party agreements

Increased penalties for SGEs. Increased penalties for SGEs are
calculated by multiplying the base penalty amount by 100.
Although these heavy penalties were introduced to ensure com-
pliance with new GPFS requirements (see Requirement for some
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companies to file General Purpose Financial Statements in
Section B) or the filing of documents required for CbCR, they
can also apply to failure to file any ATO-approved form required
to be filed by an SGE (for example, a tax return or activity state-
ment), subject to ATO discretion to remit penalties. For example,
an SGE filing an income tax return up to 28 days late risks a late
filing penalty of AUD105,000, or up to AUD525,000 if it is more
than 112 days late.

Debt-to-equity (thin-capitalization) rules. Thin-capitalization mea-
sures apply to the total debt of Australian operations of multina-
tional groups (including foreign and domestic related-party and
third-party debt). In addition, the transfer-pricing measures may
affect the deductions available for related-party debt.

Thin-capitalization. The thin-capitalization measures apply to the

following:

* Foreign-controlled Australian entities and foreign entities that
either invest directly into Australia or operate a business through
an Australian branch (inward investing entities)

« Australian entities that control foreign entities or operate a busi-
ness through an overseas branch (outward investing entities)

Exceptions to the thin-capitalization rules apply in either of the

following circumstances:

* The total debt deductions of the taxpayer are AUD2 million or
less for the year of income.

* Australian assets account for 90% or more of total assets of
outward investing entities (that are not also inward investing
entities).

Debt deductions are partially denied if the company’s adjusted
average debt exceeds the maximum allowable debt.

In most cases, the maximum allowable debt is calculated by
reference to the safe harbor debt amount. The safe harbor debt
amount approximates a debt-to-equity ratio of 1.5:1 (or 60%
debt-to-total-assets ratio). Separate methodologies apply to
financial institutions or consolidated groups with at least one
member classified as a financial entity.

Taxpayers can also determine the maximum allowable debt by
reference to an arm’s-length debt amount that is based on what
amount an independent party would have borrowed from an
independent lender. This determination requires the consider-
ation of several factors.

Under changes enacted with application for income years begin-
ning on or after 1 July 2019, companies can no longer revalue
assets for the purpose of the safe harbor thin-capitalization test if
the asset value is not contained in their financial statements.
Foreign-controlled Australian consolidated entities and MEC
groups that control a foreign entity are treated as both outward
and inward investment vehicles from 1 July 2019, and as a result,
cannot access tests (such the worldwide gearing test for outward
investors) that were only intended for outward investors.

Inward investors can also determine the maximum allowable debt
of an Australian entity by reference to the group’s worldwide gear-
ing debt amount.
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The thin-capitalization measures restrict the use of multi-tiered
gearing structures involving flow-through entities. The ownership
threshold to be an “associate entity” is reduced in certain circum-
stances from 50% to 10% and, in determining the arm’s-length
debt amount, an entity is required to consider the debt-to-equity
ratios of any entities in which the entity has a direct or indirect
interest that are relevant to the considerations of an independent
lender or borrower.

Transfer pricing. The transfer-pricing provisions apply to the pric-
ing of related-party debt, even if an arrangement complies with
the thin-capitalization rules. The ATO can substitute a hypotheti-
cal arm’s-length capital structure to set an arm’s-length interest
rate if the amount of debt is considered not to be arm’s length,
even if the taxpayer is within the thin-capitalization safe harbor
debt levels.

Cross-border related-party financing arrangements. ATO guid-
ance sets out the ATO’s compliance approach with respect to
cross-border related-party financing arrangements. This guid-
ance provides a self-assessment tool for taxpayers to determine
their risk profiles, and the taxpayer determination must be dis-
closed broadly to the ATO. A second schedule to the guidance
applies from 1 January 2019 and sets out 14 specific risk indica-
tors for cross-border related-party derivative arrangements used
to hedge or manage the economic exposure of a company or
group of companies. A third schedule on outbound interest-free
loans applies from 1 January 2020 (with no guidance for inbound
interest-free loans). The final compliance approach to the thin-
capitalization arm’-length debt test took effect from 1 January
2019, however, in practice the analytical approach and level of
evidence outlined should guide prior years to meet the ATO’s
expectation.

Controlled foreign companies. A foreign company is a CFC if five
or fewer Australian residents hold at least 50% of the company or
have de facto control of it, or if a single Australian entity holds a
40% interest in the company, unless it is established that actual
control does not exist.

The tainted income of a CFC is attributed to its Australian resident
owners, which are required to include such income in their assess-
able income. In general, the tainted income of a CFC is its pas-
sive income and income from certain related-party transactions.

Income is generally not attributable if the CFC passes an active-
income test. To pass this test, the CFC’s tainted income may not
exceed 5% of the CFC’s gross turnover.

Whether an amount earned by a CFC is attributable to Australian
residents depends on the country in which the CFC is resident.
The CFC rules identify “listed countries,” which have tax systems
that are considered to be closely comparable to the Australian
system. The following are the “listed countries”:

* Canada

* France

* Germany

* Japan
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* New Zealand
* United Kingdom
 United States

All other countries are “unlisted countries.”

Certain amounts are unconditionally attributed regardless of
whether the CFC is resident in a listed or unlisted country.

If a CFC resident in a listed country fails the active-income test,
its attributable income includes “adjusted tainted income,” which
is eligible designated concession income prescribed by the regu-
lations on a country-by-country basis. This income includes items
such as income subject to tonnage taxation or concessionally
taxed capital gains.

If a CFC resident in an unlisted country fails the active-income
test, its attributable income includes all of its adjusted tainted
income, such as passive income (including tainted interest, rental
or royalty income) and tainted sales or services income.

Income derived by a CFC is exempt from Australian income tax
if it is remitted as dividends or non-share dividends made with
respect to an interest in the company classified as equity under
Australian tax rules to an Australian company.

Value shifting. A general value-shifting regime applies to counter
certain transactions involving non-arm’s-length dealings between
associated entities that depress the value of assets for certain in-
come tax and CGT purposes.

Withholding taxes. Interest, dividends and royalties paid to non-
residents are subject to Australian withholding tax (also, see
Section F for treaty withholding tax rates).

The 10% withholding tax rate on interest is generally the same as
the rate prescribed by Australia’s treaties (see Section F). However,
modern treaties provide for a 0% rate for government and
unrelated financial institutions. The interest paid by an Australian
branch of a foreign bank to its parent is subject to a rate of 5% of
the notional interest paid by the branch on internal funds of the
foreign bank entity; the notional interest is limited by reference
to the LIBOR. Unilateral exemptions from interest withholding
tax are provided for certain publicly offered debentures, state and
federal government bonds and offshore borrowing by OBUs.
From 2023-24, the taxable income of an OBU on its offshore
borrowing activities will be subject to the relevant corporate tax
rate. The ATO has expressed concerns about financing
arrangements involving related-party foreign currency-
denominated financing with related-party cross-currency interest
rate swaps to reduce withholding taxes.

For dividends paid, the withholding tax rate of 30% applies only
to the unfranked portion of the dividend. A reduced rate applies
if dividends are paid to residents of treaty countries. An exemp-
tion from dividend withholding tax applies to the part of the un-
franked dividends that is declared in the distribution statement to
be conduit foreign income.
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A final withholding tax at a rate of 30% is imposed on gross roy-
alties paid to nonresidents. The withholding tax rate is typically
reduced under a double tax treaty.

A concessional withholding tax regime applies to distributions by
eligible managed investment trusts (MITs) to nonresidents, other
than distributions of dividends, interest and royalties. The with-
holding tax rate is 30%, but a reduced 15% rate applies if the
nonresident’s address or place of payment is in a country that is
listed in the regulations as an “information exchange country”
(see Countries listed as “information exchange countries”’). MITs
that hold only newly constructed energy efficient commercial
buildings may be eligible for a 10% withholding tax rate.

The concessional MIT withholding tax rates are no longer avail-
able for certain cross-stapled structure income (see Companies
“stapled” to trusts and sovereign wealth funds) and for funds
with trading trust income or income from residential housing
(other than “affordable housing”) or agricultural land invest-
ments, from 1 July 2019, with transitional rules. In addition, new
conditions apply when accessing foreign pension fund withhold-
ing tax exemptions and tax exemptions for sovereign wealth funds
are codified and limited, also from 1 July 2019.

An optional attribution managed investment trust (AMIT) regime
uses an “attribution model” to determine tax distributions from
MITs that meet certain criteria. Specific rules deal with how this
system interacts with withholding tax obligations.

Australian investment manager regime (IMR) rules allow certain
foreign managed funds that have wide membership or use
Australian fund managers, and their nonresident investors to
qualify for income exemptions for certain income from qualifying
investments (in particular, the income exemptions do not apply to
income subject to withholding taxes).

Proposals for an Australian Corporate Collective Investment
Vehicle (CCIV) regime with broadly the same tax outcomes as for
AMITs, including concessional withholding tax rates, were intro-
duced into parliament in November 2021, to be operational from
1 July 2022.

Countries listed as “information exchange countries.” The conces-
sional withholding tax rates for eligible MITs are restricted to
investors in jurisdictions listed in the relevant regulation as an
“information exchange country.” Until recently, the regulation
listed 60 jurisdictions but, as of 1 January 2019, another 54 were
added, including the treaty jurisdictions of Austria, Chile, the
Philippines, Switzerland and Turkey, which were previously not
listed, and financial services centers, such as Lichtenstein and
Luxembourg, and as of 1 January 2020, Curagao, Lebanon,
Nauru, Pakistan, Panama, Peru, Qatar and United Arab Emirates
were added. From 1 July 2021, the Hong Kong Special
Administrative Region (SAR) is added, as are the Dominican
Republic, Ecuador, El Salvador, Jamaica, Kuwait, Morocco,
North Macedonia and Serbia (Kenya was removed from that
date). From 1 January 2022, Armenia, Cape Verde, Kenya,
Mongolia, Montenegro and Oman were added.
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Common Reporting Standard. Australia adopted the international
Common Reporting Standard (CRS) for financial institutions,
such as banks, asset managers, funds, custodians and certain
insurance companies.

Foreign-exchange controls. The Financial Transaction Reports Act
1988 requires each currency transaction involving the physical
transfer of notes and coins in excess of AUD10,000 (or foreign-
currency equivalent) between Australian residents and overseas
residents, as well as all international telegraphic and electronic
fund transfers, to be reported to the Australian Transaction
Reports and Analysis Centre. This information is then available to
the Commissioner of Taxation, Federal Police, Australian Customs
Service and other prescribed law enforcement agencies.

Companies “stapled” to trusts and sovereign wealth funds.
Structures using companies and linked trusts (“stapled struc-
tures” with similar investors) have long been accepted in the real
estate sector. Certain trusts flow eligible income through to
lower-taxed investors and foreign entities benefiting from the
15% MIT withholding tax rules; stapled companies generate
trading income for the same investors, after deducting cross-staple
payments to the trusts. The tax law was amended with application
from 1 July 2019 to limit access to the lower MIT withholding
tax rate for certain stapled structures income, with substantial
transitional rules for certain existing infrastructure projects and a
rolling 15-year exemption for approved “nationally significant”
infrastructure projects.

Strong focus of the Foreign Investment Review Board on tax
issues. The Foreign Investment Review Board (FIRB) approval
process for relevant foreign investments involves tax issues, and
the ATO is playing an influential role. The national interest test
contains standard tax conditions, which are imposed on a case-
by-case basis. Additional conditions may be imposed if a
significant tax risk is identified by the FIRB and ATO. The
requirements affect new and existing inbound investors
undertaking certain reorganizations. Tax discussions in FIRB
approval processes may add time, particularly if the ATO requires
further actions. The framework was strengthened in legislation
passed in 2020, enhancing the national security review of
sensitive acquisitions and providing extra powers and amendments
to streamline investment in non-sensitive areas.

Multilateral Instrument to update Australia's tax treaties. Australia
has ratified the Multilateral Instrument (MLI), and deposited
final positions adopted with the OECD. As of 1 January 2019, the
MLI commenced to alter Australia’s covered tax arrangements.

Taxation of the digital economy. An Australian Treasury 2018
discussion paper explored implications of the digital economy for
the corporate tax system. The Treasurer announced in 2019 that
Australia is participating in the OECD-led initiative to develop a
multilateral agreement with respect to the digitalization of global
business and is not pursuing a digital services tax at this stage.

F. Treaty withholding tax rates

The table below provides treaty withholding tax rates for divi-
dends, interest and royalties paid by Australian companies to
nonresidents.
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Under Australian domestic law, certain dividends and interest pay-
ments to nonresidents are exempt from withholding tax.

For dividends, Australian domestic law provides that no with-
holding tax is imposed on dividends to the extent they are franked
under Australia’s imputation system introduced in 1987 (see
Sections B and E). Some of Australia’s double tax treaties spe-
cifically refer to withholding taxes imposed on franked dividends
in some circumstances but, under the domestic tax law, dividend
withholding tax is not imposed with respect to franked dividends.

For interest, Australia does not impose withholding tax on inter-
est paid to nonresidents on certain publicly offered company de-
bentures or on interest paid on state and federal government
bonds. No withholding tax is imposed on interest paid on off-
shore borrowings by offshore banking units.

Unfranked
dividends Interest Royalties
% % %
Argentina 10/15 (b) 12 10/15 (c)
Austria (u)(w) 15 10 10
Belgium 15 10 10
Canada 5/15 (k) 10 10
Chile (z) 5/15 (aa) 5/10 (bb)  5/10 (cc)
China Mainland 15 10 10
Czech Republic 5/15 (1) 10 10
Denmark 15 10 10
Fiji 20 10 15
Finland (w) 0/5/15 (a) 0/10 (g) 5
France (w) 0/5/15 (q) 0/10 (g) 5
Germany (ii) 0/5/15 (jj) 0/10 (kk) 5
Hungary 15 10 10
India (dd) 15 15 10/15 (c)
Indonesia 15 10 10/15 (c)
Ireland 15 10 10
Israel 0/5/15 (1) 0/5/10 (mm) 5
Italy (w) 15 10 10
Japan 0/5/10/15 (o) 0/10 (g) 5
Kiribati 20 10 15
Korea (South) (w) 15 15 15
Malaysia (w) 0/15 15 15
Malta 15 15 10
Mexico 0/15 (1) 10/15 (h) 10
Netherlands (w) 15 10 10
New Zealand 0/5/15 (x) 0/10 (y) 5
Norway (w) 0/5/15 (a) 0/10 (g) 5
Papua New Guinea 15 10 10
Philippines (u) 15/25 (d) 15 25
Poland 15 10 10
Romania 5/15 (e) 10 10
Russian Federation 5/15 () 10 10
Singapore 15 10 10
Slovak Republic 15 10 10
South Africa 5/15 (r) 0/10 (g) 5
Spain 15 10 10
Sri Lanka 15 10 10
Sweden 15 10 10
Switzerland (u)(w)(ee) 0/5/15 (ff) 0/10 (gg) 5 (hh)
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Unfranked

dividends Interest Royalties

% % %

Taiwan 10/15 (m) 10 12.5
Thailand 15/20 (f) 10/25 (n) 15
Turkey 5/15 (s) 0/10 (v) 10
United Kingdom (t) 0/5/15 (a) 0/10 (g) 5
United States 0/5/15 (a) 0/10 (g) 5
Vietnam 15 10 10
Non-treaty jurisdictions 30 10 30
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Australia does not impose withholding tax on dividends to the extent they are
franked. To the extent dividends are unfranked, the rate is 0% or 5%, if the
beneficial owner of the dividends is a company that holds at least 80% or
10%, respectively, of the voting power in the payer. In all other cases, the rate
is generally 15%.
Australia does not impose withholding tax on dividends to the extent they are
franked (notwithstanding that the treaty provides for a rate of up to 10% for
franked dividends paid to a person holding directly at least 10% of the voting
power in the payer). To the extent dividends are unfranked, the withholding
tax rate is 15%, regardless of voting power.
The 10% rate applies to specified types of royalties.
Australia does not impose withholding tax on dividends to the extent they are
franked. To the extent dividends are unfranked, the rate is 25%, or 15% if a
tax rebate or credit is granted against Australian tax to the beneficial owner
of the dividends.
Australia does not impose withholding tax on dividends to the extent they are
franked (notwithstanding that the treaty provides for a rate of up to 5% for
dividends paid out of fully taxed profits if the recipient is a company that
holds directly at least 10% of the capital of the payer). To the extent dividends
are unfranked, the withholding tax rate is 15%, regardless of voting power.
Australia does not impose withholding tax on dividends to the extent they are
franked. To the extent dividends are unfranked, the 20% rate applies to divi-
dends paid to a company that holds directly at least 25% of the capital of the
payer of the dividends. The 15% rate applies if the condition described in the
preceding sentence is satisfied and if the payer is engaged in an industrial
undertaking.
The 0% rate applies to government institutions and unrelated financial insti-
tutions.
The 10% rate applies if any of the following conditions are satisfied:
* The recipient is a bank or insurance company.
* The interest is derived from bonds and securities traded on a recognized
securities market.
* The payer is a bank or the purchaser of machinery and equipment with
respect to a sale on credit.
Australia does not impose withholding tax on dividends to the extent they are
franked. To the extent dividends are unfranked, the 0% rate applies if the
recipient of the dividends is a company holding directly at least 10% of the
voting power in the payer, and the 15% rate applies in all other cases.
Australia does not impose withholding tax on dividends to the extent they are
franked (notwithstanding that the treaty provides for a rate of up to 5% for
dividends paid out of fully taxed profits to a company that holds at least 10%
of the capital of the payer and that has invested at least AUD700,000 [or the
equivalent in Russian rubles] in the payer). To the extent dividends are
unfranked, the withholding tax is 15%, regardless of voting power.
Australia does not impose withholding tax on dividends to the extent they are
franked (notwithstanding that the treaty provides for a rate of up to 5% for
franked dividends if the beneficial owner of the dividends is a company that
controls at least 10% of the voting power in the payer). To the extent divi-
dends are unfranked, the rate is 15%, regardless of voting power.
Australia does not impose withholding tax on dividends to the extent they are
franked (notwithstanding that the treaty provides for a rate of up to 5% for
franked dividends). To the extent dividends are unfranked, the rate is 15%.
Australia does not impose withholding tax on dividends to the extent they are
franked (notwithstanding that the treaty provides for a rate of up to 10% for
franked dividends). To the extent dividends are unfranked, the rate is 15%.
The 10% rate applies to interest derived by financial institutions or insurance
companies.
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Australia does not impose withholding tax on dividends to the extent they are
franked. To the extent dividends are unfranked, the rate is 0% or 5% if the
recipient holds at least 80% or 10%, respectively, of the voting power in the
payer and 10% in other cases. However, a 15% withholding tax rate applies
to fund payments from managed investment trusts but, under Australian law,
this rate is reduced to 10% for funds payments by clean building managed
investment trusts.
The withholding tax rates listed in the table apply to income derived by non-
residents on or after 1 January 2015.
Australia does not impose withholding tax on dividends to the extent they are
franked (notwithstanding that the treaty provides for a 0% rate if the divi-
dends paid out of profits that have borne the full company tax and if the
recipient is a company that holds directly at least 10% of the voting power of
the payer). To the extent dividends are unfranked, the rate is 15%, or it is 5%
if the dividends are paid to a company that holds at least 10% of the voting
power of the payer.
Australia does not impose withholding tax on dividends to the extent they are
franked. To the extent dividends are unfranked, the rate on unfranked divi-
dends is 15%, or 5% if the beneficial owner of the dividends is a company
that holds directly at least 10% of the voting power of the company paying
the dividend.
Australia does not impose withholding tax on dividends to the extent they are
franked. To the extent dividends are unfranked, the 5% rate applies to divi-
dends paid by a company that is resident in Australia to a company (other
than a partnership) that holds directly at least 10% of the voting power in the
company paying the dividends. The 15% rate applies in all other cases.
Australia is renegotiating its double tax treaty with the United Kingdom. An
exemption from withholding tax for interest payments to related financial
institutions is one area for potential change. However, further details are not
yet available.
These countries are not currently listed as “information exchange countries”
(see Section E).
Interest derived from the investment of official reserve assets by the govern-
ment of a contracting state, its central bank or a bank performing central
banking functions in that state is exempt from tax in the other contracting
state. The 10% rate applies in all other cases.
Australia has most-favored-nation clauses in its treaties with Austria,
Finland, France, Italy, Korea (South), Malaysia, the Netherlands, Norway
and Switzerland. Under the most-favored-nation clause, Australia and the
other treaty country must try to renegotiate their tax treaties if the withhold-
ing tax rates in another of Australia’s tax treaties are lower.
Australia does not impose withholding tax on dividends to the extent they
are franked. To the extent dividends are unfranked, the 0% rate applies if the
recipient holds at least 80% of the payer or if the dividends are paid with
respect to portfolio investments by government bodies including govern-
ment investment funds. The 5% rate applies if the recipient holds at least
10% of the payer. The 15% rate applies to other dividends.
The 0% rate applies to interest paid to government institutions and unrelated
financial institutions. The 10% rate applies in all other cases.
The withholding tax rates listed in the table apply to income derived on or
after 1 April 2013.
Australia does not impose withholding tax on dividends to the extent they
are franked. To the extent dividends are unfranked, the 5% rate applies if the
recipient beneficially owns at least 10% of the voting power in the company
paying the dividends. The 15% rate applies in all other cases.
The 5% rate applies if the recipient is a financial institution that is unrelated
to and dealing wholly independently with the payer. The 10% rate applies in
all other cases.
The 5% rate applies to royalties paid for the use of, or the right to use, indus-
trial, commercial or scientific equipment. The 10% rate applies to other
royalties.
An amending protocol to the treaty signed on 16 December 2011 entered into
force on 2 April 2013. It updates various aspects of the agreement including
cross-border services, source-country taxation and assistance in collection of
taxes. However, it does not contain any changes to withholding tax rates.
Australia and Switzerland signed a revised tax treaty, which entered into
force on 14 October 2014. It applies to withholding taxes on income that is
derived by a resident of Switzerland on or after 1 January 2015.
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Australia does not impose withholding tax on dividends to the extent they

are franked. To the extent dividends are unfranked, a 0% rate applies to

dividends paid to the following:

Publicly listed companies or subsidiaries thereof, and unlisted companies

in certain circumstances, that hold 80% or more of the paying company

Complying Australian superannuation funds and tax-exempt Swiss pen-

sion schemes that did not hold more than 10% of the direct voting power

or capital in the company, respectively, during the preceding 12-month

period

The 5% rate applies to dividends paid to companies that hold 10% or more

of the paying company. The 15% rate applies in all other cases.

Under the revised treaty, the 0% rate applies to interest paid to the following:

» Bodies exercising governmental functions and banks performing central
banking functions

 Banks that are unrelated to, and dealing independently with, the payer

» Complying Australian superannuation funds and tax-exempt Swiss pension
schemes

The 10% rate applies in all other cases.

Under the revised treaty, royalties are taxed in the source (of the royalty)

country at a rate of up to 5%. The revised definition of “royalties” in the

revised tax treaty excludes the right to use industrial, commercial or scien-

tific equipment from the definition, and accordingly, may lower the costs for

companies that lease such equipment.

The revised treaty between Australia and Germany entered into force on

7 December 2016 and applies for withholding taxes from 1 January 2017.

Australia does not impose withholding tax on dividends to the extent they

are franked. To the extent dividends are unfranked, the rates are 0% if the

recipient holds at least 80% of the voting power in the payer for at least

12 months, 5% if the recipient holds at least 10% for at least 6 months

(including the date of payment) and 10% in other cases. However, a 15%

withholding tax rate applies to fund payments from managed investment

trusts but, under Australian law, this rate is reduced to 10% for funds pay-

ments by clean building managed investment trusts.

The 0% rate applies if the interest is derived by bodies exercising govern-

mental functions or performing central banking functions or by financial

institutions unrelated to and dealing wholly independently with the payer.

The 10% rate applies in all other cases.

Australia does not impose withholding tax on dividends to the extent they

are franked. To the extent dividends are unfranked, a 0% rate applies to

dividends paid to the following:

* Governments (including government investment funds)

+ Central banks

* Tax-exempt pension funds or Australian residents carrying out complying
superannuation activities on direct holdings of no more than 10%

The 5% rate applies to companies that hold 10% or more of the paying

company throughout a 365-day period. The 15% rate applies in all other

cases.

(mm) The 0% rate applies to interest paid to government bodies (including govern-

ment investment funds) and central banks. The 5% rate applies to interest
paid to recognized pension funds, Australian residents carrying out comply-
ing superannuation activities and unrelated financial institutions. The 10%
rate applies to all other interest payments.
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A. At a glance
Corporate Income Tax Rate (%) 25 (a)
Capital Gains Tax Rate (%) 25
Withholding Tax (%)
Dividends 25/271.5 (b)
Interest (from Bank Deposits and
Securities only) 0/25 (c)
Royalties from Patents, Know-how, etc. 20 (d)
Net Operating Losses (Years)
Carryback 0 (e)
Carryforward Unlimited (f)

(a) This rate applies to distributed and undistributed profits. For details see
Section B.

(b) In general, this withholding tax applies to dividends paid to residents and
nonresidents. An Austrian corporation is generally required to withhold tax at
a rate of 27.5%. However, if the distributing company has evidence of the
corporate status of the investor, it may withhold tax at a rate of 25% (see
Section B). Certain dividends paid to Austrian and European Union (EU)
companies are exempt from tax (see Section B). In addition, a reduction in or
relief from dividend withholding tax may be possible under double tax trea-
ties.

(c) For details, see Section B.

(d) This withholding tax applies to nonresidents.

(e) There is an exception for losses from 2020. For details, see Relief for losses
in Section C.

(f) The offset of loss carryforwards against taxable income is limited to 75% of
taxable income in most cases (see Section C).

B. Taxes on corporate income and gains

Corporate income tax. In general, all companies resident in Austria
and foreign companies with Austria-source income are subject to
corporate income tax. (For the scope of income subject to tax, see
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Foreign tax relief.) A company is resident in Austria if it has its
legal seat or its effective place of management in Austria.

Rates of corporate income tax. The corporate tax rate is generally
25%. A reduction of the corporate income tax rate to 24% as of
2023 and to 23% as of 2024 is expected.

All companies, including those incurring tax losses, are subject
to the minimum tax. In general, the minimum tax is EUR1,750
for an Austrian private limited company (Gesellschaft mit
beschraenkter Haftung, or GmbH), EUR3,500 for a stock corpo-
ration (Aktiengesellschaft, or AG) and EUR6,000 for a European
stock corporation (Societas Europea, or SE). For banks and
insurance companies, the minimum tax is EUR5,452. Minimum
tax may be credited against corporate tax payable in future years.

A reduced minimum tax applies to newly formed Austrian pri-
vate limited companies incorporated after 30 June 2013. For such
companies, the minimum tax is EURS500 per year for the first
five years and EUR1,000 for the following five years. This is
known as the “foundation privilege.”

Participation exemptions. The Austrian tax law provides for na-
tional and international participation exemptions.

National. Dividends (including hidden profit distributions) re-
ceived by an Austrian company from another Austrian company
are exempt from corporate income tax (no minimum holding is
required). Capital gains derived from the sale of shares in
Austrian companies are treated as ordinary income and are sub-
ject to tax at the regular corporate tax rate. In general, capital
losses on and depreciation of the participation may be deducted
from taxable income, spread over a period of seven years.

International participation. An Austrian company is entitled to
the international participation exemption if it holds at least 10%
of the share capital of a foreign corporation that is comparable to
an Austrian corporation for more than one year. The one-year
holding period begins with the acquisition of the participation.
The international participation exemption applies to dividends
and capital gains.

A decrease in the value of an international participation is gener-
ally not tax deductible, but an Austrian company can irrevocably
opt for such tax deductibility in the annual tax return for the year
of acquisition. If this irrevocable option is exercised, capital gains
are subject to tax, and decreases in value and capital losses are tax
deductible. In general, capital losses and depreciation of the par-
ticipation may then be deducted from the taxable income, spread
over a period of seven years. In the event of insolvency or liquida-
tion, final losses may be deducted even if the option for tax
effectiveness was not exercised. The option does not affect the tax
treatment of dividends.

International portfolio  participation. Dividends from
participations that do not meet the criteria for international
participations are subject to the general corporate income tax rate
of 25%. However, shareholdings in EU corporations, certain
European Economic Area (EEA) corporations (currently only



AUSTRIA 105

Liechtenstein and Norway) and corporations that are resident in
third countries and that have agreed to exchange tax information
qualify as international portfolio participations. Dividends from
such international portfolio participations are exempt from tax.
Capital gains (and losses) are tax-effective (the treatment
corresponds to the treatment of national participations).

Controlled foreign company and anti-abuse rules. On 1 January
2019, new controlled foreign company (CFC) rules entered into
force. For details about the CFC rules and anti-abuse rules, see
Controlled foreign companies and anti-abuse rules in Section E.

Hybrid financing. Dividends from international participations
(including portfolio participations) are not exempt from tax in
Austria if such payments are deductible for tax purposes in the
country of the distributing company. Also, see Hybrid mismatch-
es in Section E.

Expenses. Business expenses are generally deductible. However,
an exception applies to expenses that are related to tax-free in-
come. Although dividends from national and international partici-
pations and portfolio participations are tax-free under the Austrian
participation exemption, interest incurred on the acquisition of
such participations is deductible for tax purposes. However, inter-
est from debt raised to finance the acquisition of participations
from affiliates is generally not deductible. In addition, interest
and royalty payments to domestic and foreign-affiliated corpora-
tions are not tax deductible if the income of the recipient corpora-
tion is not subject to tax or taxed at a (nominal or effective) rate
of less than 10%. If the recipient corporation is not the beneficial
owner, the taxation of the beneficial owner is relevant. An excep-
tion applies to payments to entities that meet the EU law privi-
leges for risk capital measures, which are contained in Regulation
(EU) No. 345/2013 of the European Parliament and of the
Council of 17 April 2013 on European venture capital funds. If
these specific rules of EU law are fulfilled and if the income of
the recipient corporation is taxed at a rate of less than 10%, inter-
est and royalty payments to domestic and foreign affiliated cor-
porations remain deductible for tax purposes.

Capital gains. Capital gains derived from sales of shares in
Austrian companies are treated as ordinary income and are subject
to tax at the regular corporate tax rate. Capital gains derived from
sales of shares in non-Austrian companies may be exempt from
tax under the international participation exemption; otherwise,
they are treated as ordinary income and subject to tax at the
regular corporate tax rate.

Withholding taxes on dividends and interest

Dividends. Effective from 1 January 2016, the general withhold-
ing tax rate for dividends is 27.5% if the distribution does not
constitute a repayment of capital. The withholding tax rate may be
reduced to 25% if the investor is a corporation. In practice, this
means that if the distributing entity lacks information on the status
of an investor (corporate or individual), the 27.5% rate applies. In
general, the 27.5% rate applies to dividends paid with respect to
portfolio investments, including those paid to corporate investors.
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If the person required to withhold has information that the inves-
tor is a corporation, the 25% tax rate can be applied at source (for
example, intercompany dividends). If27.5% is withheld, corporate
investors may reduce their tax burden in Austria to 25% in an
assessment and refund procedure, based on their corporate status.

However, this withholding tax does not apply to dividends (other

than hidden profit distributions) paid to either of the following:

* An Austrian parent company (fulfilling certain criteria) holding
directly or indirectly an interest of at least 10% in the distribut-
ing company.

* A parent company (fulfilling certain criteria) resident in another
EU country holding directly or indirectly an interest of at least
10% in the distributing company for at least one year.

Furthermore, the withholding tax rate may be reduced for divi-
dends paid to foreign shareholders in accordance with double tax
treaties. Depending on the situation, this reduction may be in the
form of an up-front reduction at source or a refund of withhold-
ing tax.

For dividends paid to parent companies resident in the EU or EEA
(if the EEA country grants full administrative assistance; cur-
rently only Liechtenstein and Norway meet this condition) that
are subject to tax in Austria, Austrian withholding tax is refunded
if the shareholder can prove that the withholding tax cannot be
credited in the state of residence of the shareholder under tax
treaty law.

Interest. Interest paid on loans (for example, intercompany loans)
is generally not subject to withholding tax in Austria. A 27.5%
withholding tax is imposed on interest income paid by Austrian
banks, Austrian branches of foreign banks or Austrian paying
agents. An exception from the 27.5% rate applies to interest on
bank savings and other non-securitized loans from banks (except
for compensation payments and lending fees), which are subject
to a 25% tax rate. Interest paid to nonresident companies is gener-
ally exempt from Austrian withholding tax if certain evidence is
provided. In addition, interest income is exempt from withhold-
ing tax if the debtor has neither an ordinary residence nor a reg-
istered office in Austria and if it is not a domestic branch of a
foreign bank. EU withholding tax is abolished, effective from
January 2017.

Interest income earned by a company engaged in business in
Austria through a permanent establishment is considered business
income and must be included in the taxable income of the perma-
nent establishment. For such companies, the withholding tax (if
due) is credited against the corporate income tax. If the withhold-
ing tax exceeds the tax due, it is refunded. The withholding tax is
not imposed if a declaration of exemption stating that the interest
is taxed as business income is filed with the Austrian bank.

Administration. In principle, the Austrian tax year corresponds to
the calendar year. However, other fiscal years are possible. The
tax base is the income earned in the fiscal year ending in the
respective calendar year. Annual tax returns must be filed by
30 April (30 June, if submitted electronically) of the following
calendar year. Extensions may be granted. A general extension to
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31 March (or 30 April) of the second following year is usually
granted if a taxpayer is represented by a certified tax advisor (tax
returns may be requested earlier by the tax office).

Companies are required to make prepayments of corporate in-
come tax. The amount is generally based on the (indexed) amount
of tax payable for the preceding year, and payment must be made
in equal quarterly installments on 15 February, 15 May, 15 August
and 15 November.

Interest is levied on the amount by which the final tax for the year
exceeds the total of the advance payments if this amount is paid
after 30 September of the year following the tax year. To prevent
interest, companies may pay the amount due as an additional ad-
vance payment by 30 September of the year following the tax
year.

Foreign tax relief. In general, resident companies are taxed in
Austria on their worldwide income, regardless of where that in-
come is sourced. However, the following exceptions exist:

* The Finance Ministry may, at its discretion, allow certain types
of income that have their source in countries with which Austria
has not entered into a double tax treaty to be excluded from the
Austrian tax computation, or it may allow foreign taxes paid to
be credited against Austrian corporate income tax. Under a
decree of the Ministry of Finance, an exemption is granted in
case of active income and taxation of at least 15%. Otherwise,
only a credit of foreign taxes is allowed.

* Income earned in countries with which Austria has a double tax
treaty is taxable or exempt, depending on the treaty.

* Dividends and capital gains derived from participations of 10%
or more in foreign subsidiaries can be exempt from corporate
income tax under the international participation exemption (see
Participation exemptions).

* Dividends from foreign portfolio shareholdings in companies
resident in countries that have agreed to exchange tax informa-
tion are exempt from tax unless the subsidiary is low-taxed (see
Participation exemptions).

C. Determination of trading income

General. In general, taxable income is based on the profit or loss
shown in the financial statements prepared in accordance with
Austrian generally accepted accounting principles. The financial
statement profit or loss must be adjusted in accordance with spe-
cial rules set forth in the tax acts. Taxable income is calculated as
follows:

Profit per financial statements X

+ Nondeductible taxes (such as corporate

income tax)
+ Nondeductible expenses (such as certain interest)
— Special allowances and nontaxable

income (intercompany dividends

and loss carryforwards)*
= Taxable income

>

<2

* The offset of loss carryforwards against taxable income is limited to 75% of
taxable income in most cases.
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General interest expense limitation. The interest expense limita-
tion rule applies as of 1 January 2021 to all loans (that is, group
and third-party loans, regardless of recourse) and to businesses
resident in Austria, companies residing abroad with a permanent
establishment in Austria and partnerships with an Austrian
branch.

Under the interest expense limitation rule, the deduction of
interest expense exceeding interest income (net interest expense)
is limited to 30% of taxable earnings before (net) interest, tax,
depreciation and amortization (EBITDA). Tax-exempt income
and partnership income should not be considered in the
calculation of the taxable EBITDA.

The limitation rule does not apply if one of the following

exemption rules applies:

* Exemption threshold. The annual net interest expense is less
than EUR3 million.

* Group clause. The company is a member of a tax group (see
Groups of companies). In the case of tax groups, the interest
limitation rule is only to be applied at the level of the head of
the tax group when determining the combined taxable profit. In
principle, tax groups are also entitled to an allowance of
EURS3 million (group allowance), but this amount applies to the
entire group of companies (that is, to the head of the tax group
and all group members together). Any group interest surplus
exceeding the allowance of EUR3 million is in turn only
deductible to the extent that it is covered by the offsettable
group EBITDA (30% of the taxable group EBITDA). Any
group interest surplus or offsettable group EBITDA can be car-
ried forward in accordance with the general rules and can be
offset in subsequent years. The head of the tax group that is
fully included in consolidated financial statements can deduct
the interest surplus for tax purposes without restriction if the
equity ratio equals or exceeds the equity ratio of the group.
Escape clause. This clause applies to entities that are fully
included in consolidated financial statements prepared in
accordance with Austrian generally accepted accounting
principles (GAAP), International Financial Reporting Standards
(IFRS) or other comparable accounting standards, such as US
GAAP. For these corporations, interest expense may be fully
deducted if the equity ratio of the entity equals or exceeds the
equity ratio of the consolidated group, whereby a shortfall of up
to two percentage points (rule of tolerance) is not harmful. The
equity ratios are determined on the basis of the consolidated
and individual financial statements, respectively.

* Grandfathering rule: Interest expenses arising from contracts
concluded prior to 17 June 2016 will not be affected by the
interest barrier rules. However, such grandfathering exemption
is temporary and may finally be applied in the course of the tax
assessment for 2025.

Unused EBITDA can be carried forward over a five-year period.
However, the carryforward does not apply if one of the above-
mentioned exemptions from the interest expense limitation rule
applies or if a positive net interest balance exists. Nondeductible
interest expense can be carried forward indefinitely but is subject
to the change of ownership rules (see Relief for losses). A
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deduction is possible in the following years in accordance with
the interest expense limitation rules.

Inventories. In determining trading income, inventories must be
valued at the lower of cost or market value. Cost may, at the tax-
payer’s option, be determined using any of the following methods:
* Historical cost

* Average cost

* First-in, first-out (FIFO)

* Under certain circumstances, last-in, first-out (LIFO)

The highest-in, first-out (HIFO) method is not allowed.

Provisions. Accruals for severance payments and pension costs
are allowable to a limited extent. Accruals for corporate income
tax are not deductible for tax purposes. Provisions with a term of
12 months or more are subject to a mandatory fixed discounting
rate of 3.5%, except for accruals for severance payments and
pension costs, which are tax deductible to the extent of 100% of
their tax value.

For financial years beginning after 31 December 2020, the for-
mation of lump-sum value adjustments and lump-sum accruals is
now also recognized for tax purposes. The prerequisite is a pru-
dent assessment of the amount of the lump sum value adjustment
or accrual. In addition, general bad debt provisions are accepted
for tax purposes for financial years ending after 31 December
2020.

Depreciation. In general, depreciable assets are depreciated over
the average useful life. For certain assets, such as buildings and
passenger cars, the tax law provides depreciation rates. The fol-
lowing are some of the applicable annual rates.

Asset Rate (%)
Buildings 1.5/2.5%
Office equipment 10 to 25
Motor vehicles 12.5
Plant and machinery 10 to 20

* The rate of 1.5% applies to buildings that are leased for residential use.

For buildings acquired or constructed after 30 June 2020, an
accelerated straight-line depreciation up to a maximum amount
of three times the statutory percentage rate is allowed in the first
year, and two times the statutory percentage rate is allowed in the
second year. Furthermore, in the first year, the half-year
depreciation does not apply to buildings.

A declining-balance method for depreciation is optional and
allows companies to depreciate fixed assets by up to 30% of the
residual book value per year. However, the regime is only
applicable for fixed assets purchased or constructed after 30 June
2020. The declining-balance method does not apply to intangible
assets; used assets; buildings; goodwill; certain kinds of passen-
ger vehicles and estate cars; station wagons; fixed assets used for
promotion, transport or storage of non-renewable energy sources;
and fixed assets that make direct use of non-renewable energy
sources (forexample, planes). A change from the declining-balance
method to the straight-line method during the useful life is per-
missible, but not vice versa.
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Research and development. Companies may claim a research and
development (R&D) bonus (cash payment) equal to 14% of cer-
tain expenses for research and experimental development (accord-
ing to the Frascati manual, these expenses consist of material costs,
labor costs, energy costs and attributed interest). The R&D must
be conducted by an Austrian company in Austria or by an Austrian
permanent establishment of a foreign company.

Relief for losses. Losses incurred by resident companies may be
carried forward without time limit. The offset of loss carryfor-
wards against taxable income is in most cases limited to 75% of
the taxable income. The remaining balance of the loss carryfor-
ward may be offset against income in future years, subject to the
same 75% limitation.

The loss carryforward is attributable to the corporation, not to the
shareholders. Consequently, a change in shareholders does not
affect the loss carryforward, provided no corresponding substan-
tial change in the business and management of the company
occurs. Foreign companies with permanent establishments in
Austria may claim tax losses only under certain circumstances.

Losses generally may not be carried back. However, for the first
time, the Austrian authorities have enabled a tax loss carryback
for losses from the 2020 tax year. This does not represent a
change in general Austrian tax rules regarding the usage of
losses, but a one-off possibility as a result of the COVID-19
pandemic. Consequently, tax losses from 2020 can be used to
offset profits generated in 2019 and 2018. The tax loss carryback
for 2020 is limited to a maximum amount of EURS million. In
the event that the EURS million threshold cannot be fully utilized
in the tax assessment for 2019, the remaining losses can be
considered in the tax assessment for 2018, but only up to a
maximum of EUR2 million. Any remaining 2020 tax losses can
be carried forward.

Groups of companies. The group taxation regime allows parent
and subsidiaries to consolidate their taxable income. Under the
Austrian law, the head of the tax group must be an Austrian cor-
porate entity or branch of an EU/EEA corporate entity that has
held more than 50% of the capital and voting rights in the subsid-
iary since the beginning of the subsidiary’s fiscal year. The share-
holding can be direct, or it can be held indirectly through a
partnership or a group member. Only corporations (not partner-
ships) qualify as group members. If the holding requirement is
satisfied, 100% of the taxable income (profit or loss) of domestic
group members is allocated to the taxable income of the group
parent, regardless of the percentage of the shareholding in the
subsidiary. No actual profit or loss transfer takes place (only an
agreement on the split of the tax burden is required). The tax
group must exist for at least three full financial years. Otherwise,
retroactive taxation on a stand-alone basis applies.

Group taxation also allows a cross-border tax consolidation if the
foreign subsidiary is directly held by an Austrian parent (first
foreign tier) and if the type of entity is comparable to an Austrian
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corporation from a company law perspective. Effective from
1 March 2014, certain companies are excluded from the group
taxation regime. Only corporations resident in the EU and in
countries with which Austria has agreed on comprehensive ad-
ministrative assistance can be included in a tax group. The
Austrian Ministry of Finance has published a list of all qualifying
third countries.

Foreign losses must be recalculated under Austrian tax law. In
addition, the deductibility of foreign losses is limited to the lower
of the amount according to Austrian tax law and actual losses
calculated under foreign tax law. Losses from foreign group
members can be deducted from the Austrian tax base in proportion
to the shareholding only. Beginning with the 2015 tax year, the
utilization of losses of foreign group members is limited to 75%
of the domestic group income. Excess losses are included in the
loss carryforwards for subsequent years. Profits of a foreign
group member are generally not included in the Austrian group
parent’s income.

To avoid double utilization of losses of a foreign group member,
foreign losses that have been deducted from income of the
Austrian group shareholder are added to the Austrian profit if the
losses can be offset in the foreign jurisdiction at a subsequent
time. Consequently, if the foreign country uses the losses in sub-
sequent years (as part of a loss carryforward), the tax base in
Austria is increased by that amount in order to prevent a double
dip of losses. Foreign losses must also be added to the Austrian
income tax base if the foreign subsidiary leaves the group. A
recapture is also required if a significant reduction occurs in the
size of the foreign subsidiary’s business. This measure is designed
to prevent dormant foreign entities from remaining in the group
to avoid the recapture of foreign losses. Relief for capital losses
is provided only in the event of a liquidation or insolvency.

Depreciation to the fair market value of a participation within the
group is tax-neutral.

D. Other significant taxes
The following table summarizes other significant taxes.

Nature of tax Rate (%)
Value-added tax (VAT)
Standard 20
Reduced 10/13

(A temporary reduced VAT rate of 5% applied to sectors hard
hit by the COVID-19 pandemic, such as gastronomy, the
lodging industry, the cultural sector and the publishing sector,
until 31 December 2021.)

Payroll taxes, paid by employer

Family allowance fund; varies by state 42410 4.32
Community tax 3
Real estate sales tax (including 1.1%
registration fee) 4.6

Stamp duties, on certain legal transactions,
such as leases and hire contracts 0.8t02
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Nature of tax Rate (%)

Environmental taxes; comprising energy taxes,

transport taxes, resource taxes and pollution taxes;

according to the final government bill for the

Eco Social Tax Reform Act, a new carbon tax will

be introduced beginning on 1 July 2022 (starting

with EUR30 per ton and increased annually up to

EURSS per ton in 2025); a carbon leakage rule

will prevent companies from relocating; a hardship

clause for companies with high energy intensity

will be introduced Various

E. Miscellaneous matters

Foreign-exchange controls. No restrictions are imposed on the
transfer of nominal share capital, interest and the remittance of
dividends and branch profits. Royalties, technical service fees
and similar payments may be remitted freely, but routine docu-
mentation may be required.

Debt-to-equity rules. Austrian tax law does not provide special
debt-to-equity rules. Although, in general, shareholders are free to
determine whether to finance their company with equity or loans,
the tax authorities may reclassify loans granted by shareholders,
loans granted by group companies, and loans granted by third
parties guaranteed by group companies as equity, if funds are
transferred under legal or economic circumstances that typify
equity contributions, such as the following:

* The equity of the company is insufficient to satisfy the sol-
vency requirements of the company, and the loan replaces
equity from an economic point of view.

» The company’s debt-to-equity ratio is significantly below the
industry average.

* The company is unable to obtain any loans from third parties,
such as banks.

* The loan conveys rights similar to shareholder rights, such as
profit participations.

If a loan is reclassified (for example, during a tax audit), interest
is not deductible for tax purposes and withholding tax on hidden
profit distributions may become due. Capital duty was abolished,
effective from 1 January 2016.

Transfer pricing. Austria has accepted the Organisation for
Economic Co-operation and Development (OECD) transfer-
pricing guidelines and published a summary of the interpretation
of the OECD guidelines by the Austrian tax administration in
2010. Under these guidelines, all transactions with related parties
must be conducted at arm’s length. If a transaction is considered
not to be at arm’s length, the transaction price is adjusted for
corporate income tax purposes. This adjustment may be deemed
to be a hidden profit distribution subject to withholding tax or a
capital contribution. An updated version of the Austrian transfer-
pricing guidelines is currently under review. It takes into account
the changes that have occurred since 2010 in the area of the
interpretation of the arm’s-length principle at the OECD level,
particularly in the context of the Base Erosion and Profit Shifting
(BEPS) project.
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In 2016, Austria introduced the Transfer Pricing Documentation
Law (TPDL), which follows the three-tier documentation
approach consisting of a Country-by-Country Report (CbCR),
the master file and the local file. The master file and local file
must be prepared if an Austrian constituent entity generated over
EURS0 million turnover in the two preceding fiscal years. A
CbCR must be prepared if the whole multinational group exceed-
ed a threshold of consolidated turnover of EUR750 million in the
preceding fiscal year. By the last day of the fiscal year for which
a CbCR is prepared, each Austrian constituent entity of a multi-
national group exceeding the threshold must inform the compe-
tent Austrian tax office of the entity that is preparing or filing the
CbCR and where this entity is a resident. An Austrian entity that
does not reach the threshold for filing a master file and a local
file still must file a master file if the multinational group is
required to prepare one by another country. In addition, the TPDL
clarifies that documentation obligations existing in addition to
the TPDL (for example, accounting and filing obligations
imposed by the Austrian Federal Fiscal Code [FFC]) are not
affected by the TPDL. Therefore, it is strongly suggested that
constituent entities resident in Austria of multinational groups
that do not exceed the stipulated turnover of the TPDL prepare
Transfer Pricing Documentation Reports in accordance with the
FFC.

Controlled foreign companies and anti-abuse rules. On 1 January
2019, new CFC rules entered into force. The CFC regime (in line
with the EU Anti-Tax Avoidance Directive [ATAD; 2016/1164 of
12 July 2016]) of 12 July 2016 applies if more than one-third of
the income of a low-taxed foreign company is passive income
and if the entity is lacking sufficient economic functions and
substance.

Passive income is defined in line with the ATAD as consisting of

the following:

* Interest or other income from financial assets

* Royalties and other income from intellectual property

* Dividends and capital gains from the disposal of shares, insofar
as they would have been taxable at the level of the Austrian
shareholder

* Income from capital leasing

* Income from activity as an insurance company, bank and other
financial activities

* Income from invoicing companies, which derive income by
selling goods and services that generate no or little economic
value from and to affiliated companies

Low taxation means that the effective actual tax burden of the
foreign company does not exceed 12.5%. The basis of assess-
ment for the tax burden must be calculated according to Austrian
tax law and compared to the actual foreign tax paid. For pur-
poses of the CFC regime, low taxation does not exist if the low
taxation stems only from a shorter depreciation period or a more
favorable use of losses under the foreign tax law.

An Austrian company controls a foreign company if it holds
alone or together with an associated entity directly or indirectly a
participation of more than 50% in the foreign company. An
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associated entity is an entity in which the Austrian entity holds
directly or indirectly a participation of at least 25%, as well as
any entity that is held by the same entity or person that owns
directly or indirectly a participation of at least 25% of the
Austrian entity and the other entity. If more than a one-third of
the income of a low-taxed controlled foreign entity is passive
income, the passive income is attributed to its controlling entity
or entities to the extent of their participation, unless the foreign
entity carries out substantial economic activity based on
personnel, equipment, assets and premises. Foreign tax on the
attributed passive income can be credited against the Austrian
tax.

In addition, the tax exemptions for international participations
and international portfolio participations (see Section B) do not
apply if the participation is in a company that generates mostly
passive income and is located in a low-tax country (low taxation
as defined in the CFC regime). Instead, they are taxed at the
general Austrian corporate income tax rate of 25%. For interna-
tional participations and international portfolio participations of
at least 5%, foreign tax is credited (switchover to credit method).
If the income has already been attributed to the Austrian control-
ling entity according to the CFC rules, no switchover to the
credit method is allowed.

Hybrid mismatches. To implement the Anti-Tax Avoidance
Directive 2 (ATAD 2), which amends the ATAD, into Austrian
domestic law, a special regulation for hybrid mismatches entered
into force on 1 January 2020. A hybrid mismatch occurs if
expenses are deducted in one state and there is no taxation of the
corresponding revenue in the other state (deduction/no inclusion)
or if expenses can be deducted in more than one state (double
deduction). Under the new Austrian anti-hybrid provision, tax
effects of hybrid mismatch arrangements must be neutralized if a
certain type of defined tax discrepancy occurs in a group of com-
panies or a structured arrangement. The neutralization is achieved
either by non-deductibility of the expenses in Austria or inclusion
of the corresponding revenue in Austria.

DAC6. The EU directive on cross-border tax arrangements
(DAC6) introduces mandatory disclosure requirements for cer-
tain cross-border tax arrangements, provided that the main ben-
efit of such arrangements is the expectation of a lower tax burden
and/or of other specific characteristics (so-called “hallmarks”)
defined in the EU-Meldepflichtgesetz, which implements the EU
Directive on Administrative Cooperation.

F. Treaty withholding tax rates

The following summary is intended purely for orientation pur-
poses; it does not reflect the various special provisions of indi-
vidual treaties or the withholding tax regulations in domestic tax
law.

Dividends Interest (a) Royalties
A B c D E F
% % % % % %
Albania 15 5 5 5 5 5
Algeria 15 5 10 10 10 10
Armenia 15 5 10 10 5 5

Australia 15 15 10 10 10 10
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Azerbaijan
Bahrain
Barbados
Belarus
Belgium
Belize
Bosnia and
Herzegovina
Brazil
Bulgaria
Canada
Chile
China Mainland
Croatia
Cuba
Cyprus
From Cyprus
From Austria
Czech Republic
Denmark
Egypt
From Egypt
From Austria
Estonia
Finland
France
Georgia
Germany
Greece
Hong Kong
Hungary
Iceland
India
Indonesia
Iran
Ireland
From Ireland
From Austria
Israel
Italy
Japan
Kazakhstan
Korea (South)
Kosovo
Kuwait
Kyrgyzstan
Latvia
Liechtenstein
Lithuania
Luxembourg
Malaysia

From Malaysia Special arrangements 135

From Austria

Dividends Interest (a) Royalties
A B c D E F
% % % % % %
15 5/10(h) 10 10 10(1) 5/10(1)
0 0 0 0 0 0
15 5 0 0 0 0
15 5 5 5 5 5
15 15 15 15 0 10
15 5 0 0 0 0
10 5 5 5 5 5
15 15 15 15 15(f) 15 (f)
5 0 5 5 5 5
15 5 10 10 10(k) 10(k)
15 15 5/15(z) 5/15(z) 510 (aa) 5/10 (aa)
10 7 10 10 10 10
15 0 5 5 0 0
15 5 10 10 5 5
0 0 0 0 0 0
10 10 0 0 0 0
10 0 0 0 5() 5()
15 0 0 0 0 0
15 15 15 —(@®) 0 0
10 10 0 0 0 0
15 5 10 10 5/10(q) 5/10(q)
10 0 0 0 5 5
15 0 0 0 0 0
10 0 0 0 0 0
15 5 0 0 0 0
15 5 8 8 7 7
10 0 0 0 3 3
10 10 0 0 0 0
15 5 0 0 5 5
10 10 10 10 10 10
15 10 10 10 10 10
10 5 5 5 5 5
15 0 0 0 0 0
10 10 0 0 0 10
10 0 0/5 (bb) 0/5 (bb) 0 0
15 15 10 10 0 10
10 0 0/25(cc) 0/25(cc) 0 0
15 5 10 10 10 10
15 5 10 10 10(n) 10(n)
15 0 10 10 0 0
0 0 0 0 10 10
15 5 10 10 10 10
10 5 10 10 5/10(q) 5/10(q)
15 0 0 0 10 (1) 10 (1)
15 5 10 10 5/10(q) 5/10(q)
15 5 0 0 0 10
15 10 (j) 10 (j)
10 5 15 15 10 10
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Dividends Interest (a) Royalties
A B Cc D E F
% % % % % %
Malta
From Malta Special arrangements 3 5 10 10
From Austria 15 15 5 5 10 10
Mexico 10 5 10 10 10 10
Moldova 15 5 5 5 5 5
Mongolia 10 5 10 10 5/10 5/10
Montenegro 10 5(w) 10 10 5/10(x) 5/10(x)
Morocco 10 5 10 10 10 10
Nepal 15 5/10() 15(s) 15(s) 15 15
Netherlands 15 5 0 0 0 10
New Zealand 15 15 10 10 10 10
North Macedonia 15 0 0 0 0 0
Norway 15 0 0 0 0 0
Pakistan 15 10 15 15 10 10
Philippines 25 10 10/15  10/15 10/15 10/15
Poland 15 5 5 5 5 5
Portugal 15 15 10 10 5 10
Qatar 0 0 0 0 5 5
Romania 5 0 3 3 3 3
Russian
Federation 15 5 0 0 0 0
San Marino 15 0 0 0 0 0
Saudi Arabia 5 5 5 5 10 10
Serbia 15 5 10 10 5/10 5/10
Singapore 10 O(m) S 5 5 5
Slovak Republic 10 10 0 0 5 5
Slovenia 15 5 5 5 5 5
South Africa 15 5 0 0 0 0
Spain 15 10 5 5 5 5
Sweden 10 5 0 0 0 10
Switzerland 15 0 0 0 0 0
Taiwan 10 10 10 10 10 10
Tajikistan 10 5 8 8 8 8
Thailand
From Thailand  (b) 1520 1025  10/25 15 15
From Austria (b) 10 10725  10/25 15 15
Tunisia 20 10 10 10 15p) 15(p)
Turkey 15 5 15(v) 15(v) 10 10
Turkmenistan 15 0 10 10 10 10
Ukraine 15 5 5 5 5 5
USSR (d) 0 0 0 0 0 0
United Arab
Emirates 0 0 0 0 0 0
United Kingdom 10/15 (dd) 0 0 0 0 0
United States 15 5 0 0 0(g) 0
Uzbekistan 15 5 10 10 5 5
Venezuela 15 5 10(e) 10(e) 5 5
Vietnam 15 5/10() 10 10 10 7.5 (w)
Non-treaty
jurisdictions 275(y) 25(y) O(y) 0(c) 20 20
A General.

B Dividends received from subsidiary company. Shareholding required varies
from 10% to 95%, but generally is 25%.
C  General.
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Mortgages.

General.

Royalties from 50% subsidiary.

Under domestic tax law, a 25% withholding tax is imposed only on interest
income from bank deposits and securities. However, interest paid to nonresi-
dents is generally not subject to withholding tax. For details, see Section B.
No reduced rate applies.

No withholding tax is imposed, but the income is subject to tax at the regular
corporate rate.

Austria is honoring the USSR treaty with respect to the republics comprising
the Commonwealth of Independent States (CIS), except for those republics
that have entered into tax treaties with Austria. Austria has entered into tax
treaties with Armenia, Azerbaijan, Belarus, Kazakhstan, Kyrgyzstan, Moldova,
the Russian Federation, Tajikistan, Turkmenistan, Ukraine and Uzbekistan.
The withholding tax rates under these treaties are listed in the above table.
Interest paid by banks is subject to a 4.95% withholding tax.

Trademark royalties are subject to a 25% withholding tax. The withholding tax
rate is 15% for royalties paid for literary, artistic and scientific items.

The rate is 10% for royalties paid for the use of films or other means of
production used for radio or television.

The 5% rate applies if the participation of the recipient of the dividends
exceeds USD250,000. The 10% rate applies if the participation of the recipi-
ent of the dividends exceeds USD100,000 but does not exceed USD250,000.
The rate is 5% for royalties paid for technologies not older than three years.
The rate is 0% for royalties paid for literary, artistic and scientific items.
Royalties paid for computer software, patents and know-how are exempt if
the royalties are taxed in the state of residence of the recipient.

The rate is 5% for royalties paid to licensors engaged in industrial production.
This rate applies to dividends received from a 10%-subsidiary.

The rate is 2% for amounts paid for the use of commercial or scientific
equipment.

The rate is 20% for dividends paid by non-industrial Pakistani corporations.
The rate is 10% for royalties paid for literary, artistic and scientific items.
The 5% rate applies to amounts paid for the use of industrial or scientific
equipment.

The 5% rate applies to dividends received from a 25%-subsidiary; the 10%
rate applies to dividends received from a 10%-subsidiary.

The rate is 10% for interest paid to a bank if the interest arises from the
transacting of bank business and if the recipient is the beneficiary of the
interest.

The 5% rate applies to participations of at least 70%. The 10% rate applies to
participations of at least 25%.

The rate is 7.5% for technical services.

The rate is reduced to 10% for interest received from a bank. Interest on loans
granted by the Osterreichische Kontrollbank to promote exports or similar
institutions in Turkey is subject to a withholding tax rate of 5%.

A shareholding of at least 5% is required.

The 10% rate applies to industrial royalties.

See Section B.

The 5% rate applies to interest derived from loans granted by banks and
insurance companies, and bonds or securities that are regularly and substan-
tially traded on a recognized securities market, as well as to interest on sales
on credit paid by the purchaser of machinery and equipment to a beneficial
owner that is the seller of the machinery and equipment.

(aa) The 5% rate applies to royalties for the use of, or the right to use, industrial,

commercial or scientific equipment.

(bb) No withholding tax is imposed if any of the following circumstances exist:

* The interest is paid to the government of the other contracting state, or a
political subdivision, a local authority or the central bank thereof.

* The interest is paid by the government of the other contracting state, or a
political subdivision, a local authority or the Central Bank thereof.

+ The interest is paid to a pension fund or similar arrangement that is a resi-
dent of the other contracting state.

* The interest is paid to a resident of the other contracting state on corporate
bonds that are traded on a stock exchange in the first-mentioned state (state
of source) and that were issued by a company that is a resident of that state.

* The interest is paid with respect to a loan, debt claim or credit that is owed
to or made, provided, guaranteed or insured by the first-mentioned state
(state of source), or political subdivision, local authority or export financ-
ing agency thereof.
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(cc) In general, no withholding tax is imposed. However, in the case of Austria,
income derived from debt claims carrying a right to participate in profits,
including income derived from profit-participating loans and
profit-participating bonds, may also be taxed in Austria according to the laws
of Austria if it arises in Austria; in the case of Japan, interest arising in Japan
that is determined by reference to receipts, sales, income, profits or other
cash flow of the debtor or a related person, to any change in the value of any
property of the debtor or a related person, to any dividend, partnership
distribution or similar payment made by the debtor or a related person, or to
any other interest similar to such interest arising in Japan may also be taxed
in Japan according to the laws of Japan.

(dd) The 15% rate applies if the dividend is paid by a relevant investment vehicle.
If the dividend is paid by any other entity, the general withholding tax rate is
10%.

On 14 June 2021, a protocol amending the treaty with Korea
(South) was signed. Also in 2021, for the treaties with Tajikistan,
Ukraine and the United Arab Emirates, protocols implementing
Austria’s international obligation to align its double tax treaties
with the new OECD standard on tax transparency and adminis-
trative assistance entered into force.

The tax treaty with Argentina was suspended by Argentina, effec-
tive from 1 January 20009.

Austria signed and ratified the Multilateral Instrument in 2017. It
entered into force in 2018.
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Because of the rapidly evolving economic situation in Azerbaijan, readers
should obtain updated information before engaging in transactions.

A. At a glance
Corporate Profits Tax Rate (%) 20
Capital Gains Tax Rate (%) 20
Permanent Representation Tax Rate (%) 20
Withholding Tax (%)
Dividends 10 (a)
Interest or Financial Lease Payments 10 (b)
Royalties from Patents, Know-how, etc. 14 (a)
Management Fees 10 (c)
Income from International Transportation
and Telecommunication Services 6 (c)
Insurance Payments 4 (c)
Payments of other Azerbaijani-Source
Income to Foreign Companies 10 (¢)
Payments to Countries and Territories
with a Preferential Tax Regime 10 (c)(d)
Transfers of Funds to Accounts Created in
the Electronic Wallets of Nonresidents 10 (c)(e)
Branch Remittance Tax 10 (¢)
Net Operating Losses (Years)
Carryback 0
Carryforward 5
(a) These are final withholding taxes applicable to payments to Azerbaijani and

(b)

©
(d)

foreign legal entities.

This is a final withholding tax applicable to payments to Azerbaijani and
foreign legal entities, excluding Azerbaijani banks and leasing entities, and
foreign banks and leasing entities operating in Azerbaijan through a perma-
nent representation.

This is a final withholding tax applicable to payments to foreign legal enti-
ties.

Direct or indirect payments made by residents of Azerbaijan or permanent
establishments of nonresidents located in Azerbaijan to persons incorporated
or registered in jurisdictions with a preferential tax regime or payments made
to bank accounts located in such jurisdictions are considered to be income
from an Azerbaijani source and are subject to a 10% withholding tax on the
gross amounts of the payments. The list of jurisdictions with a preferential tax
regime is approved by the President of Azerbaijan on an annual basis. Certain
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payments are specifically excluded from the list of payments considered to
be made to the countries and territories with preferential tax regimes (princi-
pal amount of a loan, dividends derived from investments to Azerbaijan,
interest from deposits held in financial institutions of Azerbaijan and pur-
chase of bonds, and others).

(e) Transfers of funds to accounts created in the electronic wallets of nonresi-
dents (online payment systems) by residents of Azerbaijan not registered for
tax purposes are subject to a 10% withholding tax. This tax must be withheld
by a local bank, branch of a foreign bank located in Azerbaijan or national
postal operator from the residents making the transfers.

B. Taxes on corporate income and gains

Corporate profit tax. Enterprises carrying on activities in
Azerbaijan, including enterprises with foreign investment, joint
ventures and legal entities operating through a permanent repre-
sentation, are subject to tax.

Azerbaijani resident legal entities are subject to tax on their
worldwide income. For tax purposes, Azerbaijani resident legal
entities are entities incorporated in Azerbaijan and entities that
have their effective management located in Azerbaijan, including
100%-owned subsidiaries of foreign companies.

Nonresident legal entities are subject to tax on profits earned
through a permanent representation only. A permanent represen-
tation is defined as a place where the entrepreneurial activities of
a nonresident are carried out in Azerbaijan for a period amount-
ing to or exceeding 90 days in the aggregate. The term permanent
representation includes, but is not limited to, the following:

* Persons who are performing the function of a permanent estab-
lishment of a nonresident legal entity or a person acting on their
behalf, accumulating a client base for their benefit and organiz-
ing works with their clients, entitled to prepare and conclude
contracts in the name thereof and commonly carrying out the
enlisted responsibilities

A place of management, a bureau, an office, a branch or an
agency

Construction and repair sites, installation, commissioning or
assembly object, as well as supervisory activities associated
therewith

A place of exploration, exploitation or extraction of natural
resources or drilling equipment or a vessel used for such pur-
poses, as well as supervisory activities over such items

A place where the business activity of a nonresident is carried
out, including a place where goods are produced or services,
including consulting services, are performed

A person who acts in Azerbaijan on behalf of a nonresident and
who has and habitually exercises an authority to negotiate and
conclude contracts on behalf of that nonresident

The Azerbaijan Law on the Protection of Foreign Investments
allows foreign investment in various forms, including investment
through 100% foreign-owned subsidiaries, share participations in
joint stock companies and in joint ventures with Azerbaijani legal
entities, individuals and establishments of branches and represen-
tative offices.

Tax rate. All entities operating in Azerbaijan are subject to corpo-
rate profit tax at a rate of 20%.
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Capital gains. Capital gains are included in taxable income and
taxed at the regular rate.

Administration. The tax year is the calendar year. The tax year for
newly created enterprises or permanent representations of for-
eign legal entities runs from the date of formation through
31 December of the year of formation.

All entities operating in Azerbaijan must make advance payments
of corporate profit tax by the 15th day following the end of each
quarter. Each advance payment must equal at least one-quarter of
the profit tax liability for the prior tax year. Alternatively, the
amounts of the advance payments may be determined by multi-
plying the company’s revenues for the quarter by the company’s
effective tax rate for the prior year. Advance tax payments for
corporate profit tax of taxpayers that did not have an activity or
taxable profit (income) in the prior tax year is calculated only
based on the second option. The effective tax rate is equal to tax
as a percentage of revenues.

If, at the end of the tax year, it is determined that the total of the
advance payments exceeds the tax due for the year, the excess may
be credited against future tax obligations or refunded. In practice,
however, the tax authorities rarely, if ever, issue refunds.
Consequently, entities generally credit overpayments against
future taxes.

Dividends. Dividends paid are subject to income tax withholding
at a rate of 10%. This is considered a final tax, and companies do
not include the dividends in taxable profits. An allocation to a
shareholder as a result of the liquidation of a company of its share
of undistributed net profit or any asset sourced from such undis-
tributed profit is also treated as a dividend distribution.

Foreign tax relief. Corporate income taxes paid by residents of
Azerbaijan in foreign countries on their income derived from
those foreign countries may be credited against Azerbaijani
profit tax imposed on the same corporate income. However, the
amount credited may not exceed the tax calculated on such
income under the tax legislation of Azerbaijan.

C. Determination of trading income

General. Taxable profit is determined by computing the profit or
loss from business activities and then adding income from non-
trading operations, such as leasing income and capital gains, but
excluding dividends received. Income received in foreign currency
is converted into manats (AZN) at the daily exchange rate deter-
mined by the Central Bank of Azerbaijan.

Statutory norms limit the deductions for certain categories of
expenses, such as business travel expenses, repair expenses, inter-
est paid on foreign borrowings and interest paid between related
parties. Expenses for meals and entertainment as well as for the
providing of food and housing to employees are disallowed except
for companies providing therapeutic nourishment items, milk and
similar products to their employees. Such deductions are allowed
within norms approved by the Cabinet of Ministers.
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Foreign legal entities doing business through a permanent
representation in Azerbaijan are taxed on actual profits. If actual
profits cannot be determined, the tax authorities may determine
taxable profits based on either income or expenses, with a
deemed profit margin of 20%.

Tax depreciation. Fixed assets, other than buildings, are subject to
depreciation by a group method. Under this method, fixed assets
are allocated to groups, and the groups are depreciated in aggre-
gate. Depreciation rates, which are specified by law, are applied
to the aggregate book values for each of the groups. The depre-
ciable balance for a group is reduced by the depreciation accrued
for the year by the group. If any assets of a group are sold during
the year, the depreciable balance of the group is reduced by the
residual value of such assets. The profit or loss on the sale of
such assets is separately determined.

An acquisition of assets under a finance lease is treated as a loan
from the lessor to the lessee and a purchase of assets by the les-
see. The lessee may then claim depreciation on the assets.

Relief for losses. An enterprise incurring a loss in a tax year may
carry forward the loss to the following five years, without limita-
tion on the amount, to offset the profit in such following years.

Groups of companies. There are no provisions permitting related
enterprises to offset profits and losses among members of a group.

D. Other significant taxes
The following table summarizes other significant taxes.

Nature of tax Rate (%)
Value-added tax (VAT), on goods sold and

services rendered, in Azerbaijan; the tax

law contains specific rules for determining

when services are deemed to be provided

in Azerbaijan; Azerbaijani taxpayers that

make payments to entities that are not

registered taxpayers in Azerbaijan for

services provided in Azerbaijan must

calculate VAT on the payments 18
Assets tax, on the annual average net book

value of fixed assets or the market price of

the asset if the insurance value of assets

exceeds the net book value 1
Import tariffs Oto 15

E. Miscellaneous matters

Foreign-exchange controls. The manat (AZN) is a non-convertible
currency outside Azerbaijan. Enterprises may buy or sell foreign
currency through authorized banks or foreign-exchange offices
in Azerbaijan.

To receive foreign-currency income in Azerbaijan, an enterprise
must obtain a license issued by the Central Bank of Azerbaijan.

Transfer pricing. Recent legislative amendments to the Tax Code
of the Republic of Azerbaijan introduced transfer-pricing rules,
effective from 1 January 2017. These rules are conceptually
based on the arm’s-length principle outlined in the transfer-pricing
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guidelines developed by Organisation for Economic Co-operation

and Development (OECD). The new rules apply to Controlled

Transactions, as defined in the rules. The following are Controlled

Transactions:

* Transactions between residents of Azerbaijan and nonresident

related parties of such residents, as well as between the same

residents and any of their establishments, branches or other
subsidiaries located in another country or territory

Transactions between permanent establishments of nonresi-

dents and such nonresidents, as well as representative offices,

branches and other establishments of such nonresidents in other
countries and any other persons located in other countries that
are related parties of such nonresidents

Transactions between residents of Azerbaijan and/or permanent

establishments of nonresidents in Azerbaijan and persons

incorporated or registered under the laws of the jurisdictions
recognized as preferential tax regime countries under the laws
of Azerbaijan

Transactions between a resident of Azerbaijan or a permanent

establishment of a nonresident in Azerbaijan and an unrelated

nonresident party if the following conditions are met:

— The transaction involves sales commodities traded on inter-
national commodity exchanges.

— The total turnover of a resident of Azerbaijan or a perma-
nent establishment of a nonresident in Azerbaijan exceeds
AZN30 million and the share of a transaction with any
nonresident exceeds 30% of total revenue or expenses,
respectively.

Except for the last two abovementioned listed transactions,
Controlled Transactions are subject to reporting requirements if
the annual turnover of transactions per each counterparty exceeds
AZNS500,000 (approximately USD294,100).

For the last two abovementioned listed transactions, there is no
annual turnover threshold for the reporting requirement.
Therefore, they should be reported regardless of the annual turn-
over. Reporting is achieved through the submission of a
Notification on Controlled Transactions by 31 March of the year
following the reporting year. The taxpayers must submit docu-
mentation on request of the tax authorities. There is no specifi-
cally prescribed form for documentation.

Controlled Transactions can be subject to review by the tax
authorities largely based on arm’s-length principles assuming a
comparability analysis under five transfer-pricing methods that
are outlined in OECD transfer-pricing guidelines and recognized
in local transfer-pricing rules, subject to certain specific provi-
sions. These provisions in the local transfer-pricing rules must be
considered while performing the comparability analysis.

If the tax authorities make a price correction during the on-site
tax audit, the additional tax accrual could be subject to 50%
financial sanction.

Country-by-country reporting. Effective from 1 January 2020,
constituent entities of a Multinational Enterprise Group (MNE
Group) that are residents of Azerbaijan should report their opera-
tions in the established form to the tax authorities for country-by-
country reporting purposes. An MNE Group is a group of two or
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more enterprises that are resident in different jurisdictions or a
group that includes an enterprise resident in one jurisdiction that
carries out business activities through a permanent establishment
located in another jurisdiction. A constituent entity of an MNE
group consists of the entity and its subsidiaries, affiliates,
branches and representative offices. Reporting obligations are
imposed on constituent entities of MNE Groups whose overall
income within a financial year exceeds EUR750 million.

F. Treaty withholding tax rates

Azerbaijan currently considers none of the tax treaties of the
former USSR to be in force, except for the tax treaty between the
USSR and Japan. This treaty is kept in force based on a separate
exchange of diplomatic notes between the Ministries of Foreign
Affairs and ratification by the Azerbaijan parliament. Azerbaijan
has entered into tax treaties with various countries.

The withholding rates under Azerbaijan’s ratified treaties are listed
below. Because of recent reductions in domestic withholding tax
rates, the tax treaties may now specify rates that are the same as, or
in excess of, domestic rates and, consequently, offer little or no sav-
ings with respect to withholding taxes. The rates in the table reflect
the lower of the treaty rate and the rate under domestic tax law.

Dividends Interest Royalties
% % %

Austria 5/10/15 10 5/10
Belarus 15 10 10
Belgium 5/10/15 10 5/10
Bosnia and

Herzegovina 10 10 10
Bulgaria 8 7 5/10
Canada 10/15 10 5/10
China Mainland 10 10 10
Croatia 5/10 10 10
Czech Republic 8 5/10 10
Denmark 5/15 8 5/10
Estonia 5/10 10 10
Finland 5/10 10 5/10
France 10 10 5/10
Georgia 10 10 10
Germany 5/15 10 5/10
Greece 8 8 8
Hungary 8 8 8
Iran 10 10 10
Israel 15 10 5/10
Italy 10 10 5/10
Japan 15 10 10
Jordan 8 8 10
Kazakhstan 10 10 10
Korea (South) 7 10 5/10
Kuwait 5/10 7 10
Latvia 5/10 10 5/10
Lithuania 5/10 10 10
Luxembourg 5/10 10 5/10
Malta 8 8 8
Moldova 8/15 10 10

Montenegro 10 10 10
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Dividends Interest Royalties
% % %
Netherlands 5/10 10 5/10
North Macedonia 8 8 8
Norway 10/15 10 10
Pakistan 10 10 10
Poland 10 10 10
Qatar 7 7 5
Romania 5/10 8 10
Russian Federation 10 10 10
San Marino 5/10 10 5/10
Saudi Arabia 5/7 7 10
Serbia 10 10 10
Slovenia 8 8 5/10
Spain 5/10 8 5/10
Sweden 5/15 8 5/10
Switzerland 5/15 5/10 5/10
Tajikistan 10 10 10
Turkey 12 10 10
Turkmenistan 10 10 10
Ukraine 10 10 10
United Arab Emirates 5/10 7 5/10
United Kingdom 10/15 10 5/10
Uzbekistan 10 10 10
Vietnam 10 10 10

Non-treaty jurisdictions 10 10 14
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A. At a glance

Corporate Income Tax Rate (%)
Capital Gains Tax Rate (%)
Branch Tax Rate (%)
Withholding Tax (%)
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B. Taxes on corporate income and gains
No taxes are levied on corporate income or capital gains.

C. License fees and other duties

Business license fees. All individuals and resident and nonresi-
dent entities seeking to do business within The Bahamas must
apply with the regulating authorities and be granted approval for
a business license to conduct such activities. Application require-
ments differ depending on the business activity and entity. The
entity must seek approvals from the regulatory authorities, and
when applicable, provide the requisite supporting documents,
and remit applicable fees to meet the business license application
criteria. Foreign entities with no physical presence within The
Bahamas conducting business in The Bahamas, including the
provision of digital and/or e-commerce services, are also subject
to business license compliance requirements.

For corporations designated as residents for exchange-control
purposes, their business revenue in The Bahamas is subject to an
annual license fee, which varies according to annual revenue or
turnover. Businesses that have annual turnover not exceeding
BSDS50,000 are required to pay a business license fee of BSD100.
If the turnover exceeds BSD50,000 per year, the fee varies from
0.5% to 1.25%, based on the business annual revenue or turnover.
Instead of the regular fees, businesses that are involved in tele-
communication services and insurance companies are subject to
a business license fee of 3% of turnover.

Annual business licenses are renewed annually. The occasional
business license, which is mainly for approved events, is granted
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for a period of seven days at a fee of BSD25 per application. The
temporary business license is granted to foreign individuals or
companies for a fee that equals 1.5% of gross turnover.
Nonresident companies (excluding international business com-
panies [IBCs]), as defined by the Exchange Control, that conduct
business within The Bahamas are subject to a BSD300 business
license tax.

As an anti-tax avoidance measure, a subsidiary in The Bahamas
is subject to the same business license tax rate as is its parent in
The Bahamas.

The deadline for the submission of business license renewal
applications is one month following the end of the financial year
of the business. The beginning of the financial year must coin-
cide with the first day of a calendar quarter (1 January, 1 April,
1 July or 1 October). Accordingly, the end of the financial year
must coincide with the last day of the calendar quarter
(31 December, 31 March, 30 June or 30 September, respectively).
The payment of business license fees must be made within three
months following the end of the financial year (31 March,
30 June, 30 September or 31 December). Together with the pay-
ment of business license fees, proof of payment of real property
tax must be produced before the license is issued.

Corporations regulated by specific legislation may not be subject
to this fee.

Bank and trust company license fees. Offshore banks and trust
companies licensed under the Bank and Trust Companies
Regulation Act are subject to license fees, which vary depending
on the value of the assets under management. The Banks and
Trust Companies Regulations (Amendment) Act, 2019 revised
the license fee structure for Domestic Systemically Important
Institutions (DSIIs), which include all retail banks in The
Bahamas. DSIIs are assessed a levy of 0.3% and are subject to
annual license fees ranging from BSD80,000 to BSD2 million
per license. The 0.3% levy is calculated as follows: 0.3% is mul-
tiplied by the consolidated total domestic liabilities amount of the
DSII less the levy threshold plus the regulatory capital amount
equivalent to 16% of the DSII’s risk-weighted assets.

International business companies. IBCs pay an annual license fee
based on authorized capital. Government fees related to the cre-
ation of an IBC equal BSD400 for capital up to BSD50,000 and
BSD1,200 for capital over BSD50,000. IBCs are not subject to
business license fees because their return corresponds to export
turnover. However, IBCs must still obtain an annual business
license if they carry on a business in or from The Bahamas. IBCs
may also be subject to value-added tax (VAT) registration if they
exceed the BSD100,000 threshold of domestically generated
sales. Generally, IBCs were exempt from all other taxes and
stamp duties for a period of 20 years, excluding transactions
involving real estate within The Bahamas. However, The Bahamas
government enacted the Removal of the Preferential Exemption
Act, 2018 in an effort to adhere to international tax leading prac-
tices, avoid ring-fencing and remove preferential tax treatment.
The previous tax exemptions enjoyed by IBCs expired on
31 December 2021. With the expiration of this legislation, the
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treatment of IBCs is comparable to domestic companies in that
IBCs are subject to compliance and reporting requirements, such
as stamp duty and other nominal taxes. IBCs are normally cre-
ated through corporate service providers that charge separate fees
for their services.

Limited duration companies. Limited duration companies (LDCs)
pay an application fee of BSD850 and an annual license fee based
on authorized capital. LDCs may be classified as partnerships for
US tax purposes. By complying with certain formalities, an exist-
ing IBC may change its status to an LDC.

Insurance companies. Insurance companies that are incorporated
in The Bahamas pay stamp tax on authorized capital (for details,
see Section D). They also pay the fees described below.

Resident insurance companies that write local business pay an
initial registration fee of BSD1,000.

Restricted offshore insurance companies pay an initial registra-
tion fee of BSD2,500 and an annual fee of BSD2,500 in subse-
quent years. Unrestricted companies pay an initial registration
fee of BSD3,500 and an annual fee of BSD3,500 in subsequent
years. Offshore insurance companies also pay an annual fee of
BSD1,000 for each licensed resident insurance manager who
provides underwriting as a service. Offshore insurance compa-
nies are exempt from all other taxes for a period of 20 years from
the date of registration.

D. Other significant taxes
The following table summarizes other significant taxes.

Nature of tax Rate

Value-added tax (VAT); on any taxable

supply of goods and services, as

well as importations; applied at the standard
rate, unless an exception applies such as a
zero-rating or a VAT exemption; standard

and zero-rated supplies allow input VAT
recovery on purchases made, but VAT
exemption results in input VAT being a cost;

the government mandates that nonresident
entities who provide e-commerce and/or

digital services for which the benefit is obtained
in The Bahamas are subject to the

provisions of the VAT Act; as a result, they are
responsible for charging, collecting, reporting,
and paying the relevant VAT at the standard rate
in accordance with the VAT Act; this applies to
business-to-business (B2B) and business-to-consumer
(B2C) transactions; the VAT Act does not
differentiate between B2B and B2C transactions
the legislation provides limited exceptions;

VAT registration is mandatory for a person or
business making taxable supplies or taxable
importations and having turnover exceeding
BSD100,000 in any period of 12 months or
less; the legislation also provides for

voluntary registration; standard rate 10%



BAaHAMAS 129

Nature of tax

VAT on conveyances, long-term leases
and other real property transactions; VAT rate
based on value of an assignment or transfer of
personality or realty
BSD100,000 and under
BSD100,001 and above
VAT flat rate scheme; suppliers charge standard
rate for output and apply flat rate to determine
input tax
Customs duties, on imported items;
exemptions may be granted to businesses
licensed under certain legislation; rate
varies by type of item
Stamp duty (some of the most common)
A resolution increasing the capital of a
domestic limited company; for every
BSD50,000 or fraction thereof
Repatriation of substantial profits generated
in The Bahamas by trading concerns; tax is imposed
on each transfer of funds exceeding BSD500,000
per year if the transfer represents dividends,
profits or payments for services rendered by
a related party
Repatriated foreign currency
Repatriated Bahamian dollars
Transaction, instrument or receipt whereby funds
are converted into foreign currency regardless of
whether such funds are remitted or transferred out
of The Bahamas
Leasing, subleasing or licensing of marina
slips; tax rate applied to value
BSDO0 to BSD100,000
BSD100,001 and above
Real property tax; application of tax varies
depending on appraised value, location,
nationality of owner and development
of property; different categories at
progressive rates
National insurance contributions on weekly
wages up to BSD710, on monthly wages up
to BSD3,077, or on annual wages up to
BSD36,924; paid by
Employer
Employee

E. Miscellaneous matters

Rate

2.5%

10%

7.5%

Various

BSD10

5%

1.5%

1.5%

2.5%
10%

Various

5.9%
3.9%

Foreign-exchange controls. Corporations doing business in The
Bahamas fall into the categories of resident or nonresident.

A resident company is a company that deals in or holds assets in
The Bahamas. Business is carried out in Bahamian dollars.
Specified transactions requiring foreign currency need prior
approval of the Central Bank of The Bahamas to convert

Bahamian dollars into another currency.

A nonresident company is one whose shareholders are not desig-
nated residents of The Bahamas and whose principal business
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activity takes place outside The Bahamas. Bank accounts in all
currencies other than the Bahamian dollar can be operated free of
any exchange controls. Shares of nonresident companies incorpo-
rated under the Companies Act cannot be transferred without
the prior permission of the Central Bank of The Bahamas.
Exchange-control regulations generally do not apply to compa-
nies incorporated under the International Business Companies
Act.

Nonresident companies are subject to an annual fee of BSD300.

Economic substance. The Bahamas enacted economic substance
legislation, named the Commercial Entities (Substance
Requirements) Act 2018 (CERSA) to comply with the global
compliance standards under the Organisation for Economic
Co-operation and Development (OECD) Action 5, effective from
1 January 2019. CERSA applies to all entities registered in The
Bahamas and captures companies incorporated or registered
under the following legislation:

* The Company Act

* International Business Company Act

* Partnership Act

* Partnership Limited Liability Act

» Exempt Limited Partnership Act

CERSA further provides that the following activities serve to

qualify for CERSA:

* Banking business

* Insurance business

* Fund management business

* Finance and leasing business

» Headquarters’ business

* Distribution and service center business

* Shipping business

» Commercial use of intellectual property

* Holding company or one or more of the company’s subsidiaries
is engaged in one of the activities mentioned above

The new substance requirements apply to entities that perform
certain activities, generally described as relevant activities. These
requirements apply to entities engaged in banking, insurance or
fund management; headquarter companies; companies engaged
in financing and leasing; companies engaged in distribution;
service centers; shipping companies; and intellectual property
businesses, among others. An included entity carrying on rele-
vant activities must conduct core income generating activities
(CIGA) in The Bahamas, which presupposes adequate amounts
of annual operating expenditure, levels of qualified full-time
employees, physical offices, and levels of board management and
control in The Bahamas.

In addition, no included entity may outsource any of its CIGA to
an entity or person outside of The Bahamas. Special consider-
ations must be taken into account for holding companies and
intellectual property companies. Entities are required to file the
requisite form or forms with the Department of Inland Revenue
within nine months after the end of the fiscal year in the manner
specified by the CERSA. The reporting for 2021 and future years
must be submitted within nine months after the fiscal year end of
the entity as per the CERSA.
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Country-by-Country Reporting. The Multinational Entities
Financial Reporting Act, 2018, outlined potential Country-by-
Country Reporting (CbCR) requirements for the 2018 year-end.
Under Sections 4(1) and 4(2) of this act, constituent entities
resident in The Bahamas whose reporting fiscal year began
during 2018 were required to provide a certain notification to the
competent authority by 31 May 2019. The Country-by-Country
Exchange of Information portal was reopened on 16 December
2021 for approximately one month to account for any outstanding
year-end filings and notifications. Opening and closing dates for
2021 reporting have not yet been made available. CbCR XML
Schema Version 2.0 is also in effect from 1 February 2021.
Following the Guidance Notes released in December 2020, only
Bahamas-based Ultimate Parent Entities (UPE) and Surrogate
Parent Entities of multinational enterprise groups are required to
notify and prepare Country-by-Country (CbC) Reports.
Constituent Entities in The Bahamas of UPEs elsewhere need
only notify the competent authority. Notification is a one-off
process and does not need to be submitted annually except that
changes must be notified by email before the end of the year in
which the change occurred.

Beneficial ownership reporting. Registration under the Beneficial
Ownership Act, 2018 (BOSS) was implemented to foster greater
transparency within the global financial sector and align with the
OECD and Financial Action Task Force (FATF) recommendations.
BOSS provides for a “private” searchable register of beneficial
owners, domestic and international companies that operate
within The Bahamas and is only accessible to approved authorized
persons. Licensees are required to notify the Registered Agent or
Registrar General of beneficial owners and provide updated
information within 15 days of becoming aware of a change in the
beneficial owners and registrable legal entities. Licensees under
the following acts are required to comply with the BOSS:

* Bank and Trust Regulations Act

* Investment Funds Act

* Security Industry Act 2011

* The Insurance Act

* The Financial and Corporate Service Providers Act

The following facilities are exempted from the obligation of

identifying the beneficial owner:

* A legal entity the securities of which are listed on a regulated
securities exchange

* An entity incorporated, registered, continued or otherwise
established in accordance with Companies Act (Ch. 308) or
International Business Companies Act (Ch. 309) as well as any
licensees previously defined (licensees or registrants under the
Bank and Trust Regulations Act [Ch. 316], the Investment
Funds Act [Ch. 369A], the Security Industry Act 2011 [No. 10
of 2011], the Insurance Act [Ch. 347], the External Insurance
Act [Ch. 347], or the Financial and Corporate Service Providers
Act [Ch. 363])

* Any other legal entity the Attorney general may exempt by
regulations

Failure to comply may result in fines ranging from BSD5,000 to
BSD40,000 on summary of conviction and BSD10,000 to
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BSD250,000 on conviction on indictment. Summary of convic-
tion is only triable in the Magistrate’s Court (no jury and limited
sentences); however, summary of conviction is triable in the
Crown Court with a jury after committal proceedings in the
Magistrate’s Court and may result in higher penalties if the per-
son is found guity.

F. Tax treaties

The Bahamas does not have any existing tax treaties. The Bahamas
has entered into tax information exchange agreements with vari-
ous countries.

On 3 November 2014, The Bahamas and the United States signed
and released a Model 1 Intergovernmental Agreement (IGA) for

the implementation of the US Foreign Account Tax Compliance
Act (FATCA).

The Bahamas has committed to adopting the OECD Common
Reporting Standard (CRS). Reporting Financial Institutions were
expected to report to The Bahamas Competent Authority by
31 August 2018 for the reporting year ended 31 December 2017.
The reporting deadline for these submissions is August following
the calendar year end; however, the deadline does not presently
have a fixed date.

Bahamian-domiciled financial institutions are required to remain
compliant with both the FATCA and CRS tax regimes as per the
IGAs signed by the Bahamian government.
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A. At a glance

Corporate Income Tax Rate (%)
Capital Gains Tax Rate (%)
Branch Tax Rate (%)
Withholding Tax (%)

* il and gas companies are subject to a special income tax (see Section B).

SO OoO O

B. Taxes on corporate income and gains

Except for the income tax levied on oil and gas companies, no
taxes are levied on corporate income or gains. Oil and gas compa-
nies are subject to tax on income derived from the sale of finished
or semifinished products manufactured from natural hydrocarbons
in Bahrain and from the sale of such raw materials if produced
from the ground in Bahrain. The rate of tax is 46%.

C. Other significant taxes
The following table summarizes other significant taxes.

Nature of tax Rate

Value-added tax (VAT); the scope of VAT includes
supplies of all goods and services made in
Bahrain as well as imports; certain supplies
are zero-rated or exempt
Standard rate 10%
Customs duties; effective from 1 January 2003,
the customs duties of the Gulf Cooperation
Council (GCC) countries (Bahrain, Kuwait,
Oman, Qatar, Saudi Arabia and the United
Arab Emirates) are unified; Bahrain applies
the unified tariff in accordance with the
Harmonized System codes, issued by the
World Customs Organization (WCO); under
the unified customs tariff, for all products,
except for tobacco and tobacco-related
products, customs duties are calculated by
applying percentage rates; for tobacco and
tobacco-related products, the customs duty
equals the higher of an amount calculated
by applying a rate of at least 100% to the
value of the product or an amount based
on the quantity or weight; in general,
products are divided into four groups
Rates for the four groups Free duty/
5%/20%/100%/125%
Social insurance contributions; payable
on compensation of up to BHD4,000
per month for each employee
Pension fund contributions; applicable
to base salaries of Bahraini nationals
Employer 12%
Employee 6%
Insurance against employment injuries;
payable by employers; applicable to
base salaries of Bahraini nationals and
expatriates; paid by
Employer 3%
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Nature of tax Rate
Employee 1%
(The above contributions are to cover
employment injuries and do not include
any pensions or gratuities.)

Municipal tax; payable by companies and

individuals renting property in Bahrain;
the tax rate varies according to the nature
of the property and the payer of the

utilities (that is, landlord or tenant) 7% to 10%

Foreign workers levy; payable monthly

by all private and public companies

with respect to each employed

expatriate BHDS for the first five
expatriate employees and

BHD10 for each additional

expatriate employee

Excise duty; imposed on goods

harmful to human health and the
environment that are listed by the
GCC Financial and Economic
Cooperation Committee

Carbonated drinks 50%
Energy drinks 100%
Tobacco 100%

D. Miscellaneous matters

Foreign-exchange controls. Bahrain does not impose foreign-
exchange controls.

Base Erosion and Profit Shifting. On 11 May 2018, the Organisation
for Economic Co-operation and Development (OECD) announced
that Bahrain has joined the Base Erosion and Profit Shifting
(BEPS) Inclusive Framework (BEPS IF). As a member jurisdic-
tion of the BEPS IF, Bahrain is now a BEPS Associate and will
be able to work alongside the OECD and G20 countries on devel-
oping standards on BEPS-related issues and the implementation
of monitoring processes. Bahrain is also now committed to
implementing the minimum standards of the BEPS plan, which
are Actions 5, 6, 13 and 14. Bahrain is also in compliance with
the international standard on transparency and exchange of infor-
mation, which incorporates beneficial ownership information of
all the relevant legal entities and arrangements in line with the
definition used by Financial Action Task Force Recommendations.

In line with the BEPS Action 5, Bahrain enacted legislation con-
cerning economic substance requirements for certain regulated
financial activities, effective from 1 January 2019, as well as for
certain non-regulated activities, effective from 1 July 2019.
Companies engaged in banking, insurance, fund management,
investment holding, financing and leasing, distribution and ser-
vice center, headquarter companies and intellectual property
activities in Bahrain should ensure that they meet the substance
requirements. All in-scope entities are required to file an annual
report to the authorities within three months after the end of their
financial year. Failing to do so may result in penalties, fines,
spontaneous exchange of information and potentially deregistra-
tion.
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Country-by-Country Reporting. In line with BEPS Action 13,
Bahrain introduced Country-by-Country (CBC) Reporting legis-
lation which is applicable for fiscal years beginning on or after
1 January 2021. The rules apply to multinational groups with
consolidated revenue above BHD342 million (USD907 million).
Bahrain-headquartered multinational groups are required to file
their CBC Report and notification in Bahrain. Bahrain entities
belonging to foreign multinational groups may be subject to CBC
notification requirements.

E. Tax treaties

Bahrain has entered into tax treaties with Algeria, Austria,
Bangladesh, Barbados, Belarus, Belgium, Bermuda, Brunei
Darussalam, Bulgaria, China Mainland, Cyprus, the Czech
Republic, Egypt, Estonia, France, Georgia, Hungary, Iran, Ireland,
Isle of Man, Jordan, Korea (South), Lebanon, Luxembourg,
Malaysia, Malta, Mexico, Morocco, the Netherlands, Pakistan,
Philippines, Portugal, Seychelles, Singapore, Sri Lanka, Sudan,
Switzerland, Syria, Tajikistan, Thailand, Turkey, Turkmenistan,
the United Kingdom, Uzbekistan and Yemen.

In addition, Bahrain has initialed agreements with Guernsey,
Liechtenstein and Spain. It is currently in negotiations with the
Hong Kong Special Administrative Region, Jersey, Kyrgyzstan
and Latvia.

On 27 November 2020, Bahrain signed the Multilateral
Convention to Implement Tax Treaty Related Measures to
Prevent Base Erosion and Profit Shifting (Multilateral Instrument
or MLI). The MLI will amend tax treaties between Bahrain and
other countries listed as Covered Tax Agreements (CTAs), sub-
ject to the ratification of the MLI by both Bahrain (that had not
yet occurred as of the date of writing) and the other CTA party
and the subsequent entry into force of the MLI. A tax treaty is
considered a CTA if both Bahrain and the other treaty jurisdiction
have indicated that it is subject to the MLI. The most important
impact will be introduction of (or amendments of the existing)
clauses related to the principal purpose test and prevention of
treaty abuse as well as an enhancement of dispute resolution
processes through the mutual agreement procedure.

Bahrain has listed 25 tax treaties to be CTAs, namely its tax trea-
ties concluded with Barbados, Belgium, Bulgaria, China
Mainland, Cyprus, Egypt, Estonia, France, Hungary, Ireland, the
Isle of Man, Jordan, Korea (South), Luxembourg, Malaysia,
Malta, Mexico, Morocco, the Netherlands, Pakistan, Portugal,
Seychelles, Singapore, Turkey and the United Kingdom.

The list of CTAs and MLI effects can be changed, subject to the
signing of the MLI by other jurisdictions and/or changes in posi-
tions by Bahrain and/or other jurisdictions.
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A. At a glance

Domestic Company Income Tax Rate (%) (a)
General Rate (b)
Publicly Traded
Non-Publicly Traded
Banks, Insurance Companies and
Financial Institutions
Publicly Traded
Non-Publicly Traded
Capital Gains Tax Rate (%)
Branch Tax Rate (%)
Withholding Tax Rate (%) (c)
Dividends
Paid to Domestic and Nonresident
Companies
Paid to Residents Other than Domestic
Companies
Paid to Nonresident Funds and Trusts
Paid to Nonresidents Other than Companies,
Funds and Trusts
Interest
Paid to Residents
Paid to Nonresidents
Royalties from Patents, Know-how, etc.
and Technical Services Fees
Paid to Residents
Paid to Nonresidents
Branch Remittance Tax
Net Operating Losses (Years)
Carryback
Carryforward

22.5
30

20 (d)

10/15
20 (d)

20 (d)
10
20 (d)

10/12 (e)
20 (d)
20

0
6 (f)

(a) For other corporate income tax rates, see Rates of corporate tax in Section B.
(b) A surcharge of 2.5% is imposed on the business income of manufacturers of

cigarettes, bidi, zarda, gul and other tobacco products.

(c) A Tax Identification Number (TIN) is a unique number assigned to a tax-
payer in Bangladesh on registration with the Bangladesh tax authorities. The
TIN is a unique 12-digit code allotted to each person. The TIN is a manda-
tory requirement for filing a tax return in Bangladesh. If an income recipient
fails to furnish its TIN, tax must be withheld at a rate of 50% higher of the
rate specified in the relevant provision of the Income Tax Ordinance, 1984

(the Tax Ordinance).
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(d) Taxes withheld from dividends, interest, royalties and technical services fees
paid to nonresidents are treated as a minimum discharge of tax liability on
such income under the domestic tax laws and no refunds, adjustments or
set-offs of such taxes are permitted. The Tax Ordinance provides that in
determining corporate income tax liability in Bangladesh, a nonresident
company may apply the tax treaty rate if it is more beneficial to the nonresi-
dent, subject to receiving a specific tax withholding order from Bangladesh
tax authorities.

(e) For residents, the withholding tax rate on royalties and technical services fees
is 10% if the base amount does not exceed BDT2,500,000 and 12% if the
base amount exceeds BDT2,500,000. For this purpose, the base amount is the
higher of the contract value, the bill or invoice amount, or the payment
amount.

(f) Only business losses may be carried forward. Unabsorbed depreciation may
be carried forward indefinitely to offset taxable profits in subsequent years.

B. Taxes on corporate income and gains

Corporate income tax. For corporate income tax purposes, a
“company” means a company as defined in the Companies Act.

For Bangladesh income tax purposes, company income com-
prises the following:

* Income from house property

* Income from a business or profession

* Capital gains

* Agricultural income

* Income from other sources

A company is considered to be resident for tax purposes if it is a
Bangladeshi company (that is, the company registered in
Bangladesh or if a company’s control and management of its af-
fairs is situated wholly in Bangladesh in that year).

A company resident in Bangladesh is subject to tax on its world-
wide income, unless the income is specifically exempt. A com-
pany not resident in Bangladesh is subject to Bangladesh tax on
Bangladesh-source income and on income received in
Bangladesh.

Rates of corporate tax. The following are the corporate income
tax rates in Bangladesh.
Nature of company Rate (%)

Resident companies
Publicly traded companies

General rate 22.5
Banks, insurance companies and

financial institutions 375
Cigarette manufacturing companies 45

Non-publicly traded companies
(private limited companies)

General rate 30

Banks, insurance companies and

financial institutions 40

Mobile phone operator companies 45
Nonresident companies 30%*

* A branch profit tax is imposed on profit remittances of nonresident companies.

The Tax Ordinance provides that in determining corporate tax
liability in Bangladesh, a nonresident company may apply the tax
treaty rate if it is beneficial to the nonresident, subject to
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receiving a specific tax withholding order from Bangladesh tax
authorities.

Tax incentives. Tax incentives available in Bangladesh are de-
scribed below.

Tax holidays or exemptions are available for the following:

* Newly set up industrial undertakings

* Identifiable expansion units

* Physical infrastructure facilities (for example, water treatment
plants, solar energy plants and compressed natural gas and lig-
uefied national gas transmission and terminal lines)

» Computer data entry and software development

* Tourist industries, depending on location

* Independent private sector power companies

* Agricultural machinery

* Furniture

* Home appliances (for example, rice cookers, blenders and
washing machines)

* Mobile handsets

* Toys

* Leather and leather goods

* LED televisions

* Plastic recycling

* Mobile phone towers or tower-sharing infrastructure

* Electrical transformers

« Artificial fiber or manmade fiber manufacturing

* Automobile parts and components manufacturing

» Automation and robotics design manufacturing, including parts
and components thereof

* Artificial intelligence-based system design and/or manufactur-
ing

* Nanotechnology-based products manufacturing

* Aircraft heavy maintenance services, including parts manufac-
turing

Fifty percent of the income of a taxpayer (other than a company
not registered in Bangladesh) attributable to export sales is
exempt from tax. This exemption does not apply to a taxpayer
enjoying a tax exemption or rate reduction by a notification made
under the Tax Ordinance.

A reduced tax rate of 12% applies to the business income of a
company engaged in the business of the manufacturing of knit-
wear or woven garments for the purpose of export. If the com-
pany has obtained a green building certification, the tax rate is
10%.

A company registered under the Companies Act that is engaged
in garment production, including thread production, dyeing, fin-
ishing, coning, cloth making and printing, may qualify for a
reduced tax rate of 15% on the income earned by them from these
activities.

Capital gains arising from the sale of government securities are
exempt from tax.

Capital gains arising from the transfer of land or buildings to a
new company registered under the Companies Act for setting up
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an industry are exempt from tax if the whole amount is invested
in the equity of the company.

Income from the export of handicraft, as well as income derived
by cinema halls or cineplexes or by industrial undertakings
engaged in the production of rice bran oil that begin commercial
exhibition or production before June 2024, are entitled to tax
exemption at various rates for various time periods, depending on
the location of the business.

Income from the business of certain information technology
services, such as software development, information technology
process outsourcing, information technology support and soft-
ware maintenance services, and cybersecurity services, is exempt
from tax until June 2024.

Tax exemptions. The following types of income are exempt from

tax:

* Dividend income from a listed company up to BDT25,000
(annually; BDT50,000 if received by an individual)

* Dividend income received by a company resident or nonresi-
dent in Bangladesh if the company distributing such taxed
dividend has maintained a separate account for the taxed divi-
dend

* Income from a mutual fund or unit fund up to BDT25,000
(annually)

* Interest on tax-free government securities

Minimum tax. The tax deducted or collected under specified sec-
tions of the Tax Ordinance is considered minimum tax.

The minimum tax for companies with annual gross receipts of
more than BDT5 million are calculated by applying the following
percentages to the annual gross receipts.

Type of company Percentage
Manufacturers of cigarettes, bidi, chewing tobacco,

smokeless tobacco or other tobacco products 1%
Mobile phone operators 2%
All other companies 0.6%

The rate of minimum tax for industrial undertakings engaged in
the manufacturing of goods is 0.1% of gross receipts for the first
three years of production.

If the taxpayer has income that is exempt from tax or is subject
to a reduced rate, special rules apply.

If the regular tax is higher than the minimum tax, the regular tax
is payable.

No refunds, adjustments or setoffs of minimum tax is allowed.

Capital gains. Capital gains derived from the transfer of capital
assets is taxable at a rate of 15%.

Capital assets include property of any kind held by a taxpayer,
regardless of whether the asset is connected to a taxpayer’s busi-
ness or profession, with the exception of the following:

* Any stock in trade (not stocks and shares)

* Personal effects
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The transfer of a share in a company that is not a resident of
Bangladesh is deemed to be the transfer of an asset located in
Bangladesh to the extent that the value of the share transferred is
directly or indirectly attributable to the value of any assets in
Bangladesh.

In computing capital gains, deductions are made from the sales
proceeds or the fair market price (whichever is higher) of the
capital assets.

A capital gain may be exempt if it is derived from the transfer of
a capital asset that immediately before the date on which the
transfer took place was being used for the purposes of business
and if the taxpayer has, within a period of one year before or after
that date, purchases a new capital asset for its business. In these
cases, if the amount of the capital gain is equal to or less than the
acquisition cost of the new asset, no tax is imposed on the capital
gain. The term “capital asset” for this provision now refers to
specified assets, such as plant, machinery, equipment, motor
vehicles, furniture, fixtures and computers.

Capital gains arising on shares listed in the stock exchange are
taxable at a rate of 15% for nonresidents. However, no tax is pay-
able by nonresidents with respect to profits and gains arising
from transfers of stock or shares of public limited companies that
are listed, as defined in the Companies Act, if such nonresidents
are entitled to a similar exemption in the nonresident’s home
country.

The transfer of shares of a company may not take place unless the
relevant tax on capital gains, if any, arising on such transaction is
paid.

Capital losses in excess of BDT5,000 can be carried forward and
set off against income from capital gains derived during the next
SiX successive tax years.

The tax deducted by the local custodian (at a rate of 15%) from
capital gains of nonresident investors is generally deemed to be
the minimum tax applicable to such nonresidents in Bangladesh.
Consequently, such nonresidents are not subject to any other
compliance obligations, such as tax registration and filing of an
income tax return, if they do not have a permanent establishment
in Bangladesh.

Withholding tax. Payment to resident companies are subject to
the following withholding taxes.

Payment Rate (%)
Dividends 20
Interest 10
Royalties and fees for technical services 10/12 (a)
Payments on the supply of goods

and the execution of contracts 3to7 (b)
Other miscellaneous services not specifically

mentioned in the Tax Ordinance 10/12 (a)

(a) The 10% rate applies if the amount of the payment does not exceed
BDT2,500,000. The 12% rate applies to other payments.
(b) The applicable rate depends on the amount of the payments.
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Payments to nonresident companies are subject to the following
withholding taxes.

Payment Rate (%)
Dividends 20
Interest 20
Royalties and fees for technical services 20
Supply of goods and execution of contract 7.5
Payments for services not mentioned above 20
Any other payments 30

Taxes withheld from the income of nonresidents is the minimum
tax liability for such payments, and no refunds, adjustment or
setoffs of such taxes are allowed.

If a nonresident believes that because of a tax treaty or any other
reason, the nonresident is not liable to pay any tax in Bangladesh,
or is liable to pay tax at a reduced rate, the Bangladeshi tax
authorities may issue a certificate to the effect that the payments
to the nonresident shall be made without any deduction or, in
applicable cases, with a deduction at reduced rate as mentioned
in the certificate.

A recommended timeline of 30 days is prescribed for the issu-
ance of a nil or lower withholding certificate with respect to an
application filed by a nonresident for obtaining treaty benefits or
for any other reason.

Administration

Tax year. Under the Tax Ordinance, the mandatory income year
is the 12-month period commencing from the first day of July of
the relevant year. However, for the purpose of consolidation of
accounts, if a subsidiary company or a liaison or branch office in
Bangladesh desires to follow the financial year of its parent com-
pany, the approval of the Jurisdictional Tax Officer is required.

Income tax filing and payment process. The Tax Ordinance re-
quires that the income tax return be filed by the 15th day of the
7th month following end of income year (or 15 September fol-
lowing the end of the income year if such 15th day falls before
15 September). Consequently, companies with an income year
running from 1 July through 30 June must file the income tax
return by 15 January of the subsequent year.

On request, the return filing date may be extended up to four
months with the approval of the tax authority.

A nonresident company without a permanent establishment in
Bangladesh is exempt from the obligation of filing an annual
income tax return in Bangladesh.

Advance payment of tax. Every taxpayer is required to pay ad-
vance tax in four equal installments on 15 September,
15 December, 15 March and 15 June of each year if the most
recently assessed income exceeded BDT600,000. A penalty and
interest are imposed for default in payment of an installment of
advance tax.

Foreign tax relief. Foreign tax relief for the avoidance of double
taxation is governed by tax treaties with several countries. If no
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such treaties apply, resident companies may claim a foreign tax
credit for the foreign tax paid under domestic law provisions.

The amount of the credit allowed for foreign tax against
Bangladesh tax with respect to any type of income may not
exceed the amount calculated by applying the average rate of
such tax to the doubly taxed income.

A claim for a foreign tax credit must be made to the Deputy
Commissioner of Tax of the district in which the claimant is
subject to income tax.

The average rate of tax is the rate arrived at by dividing the
amount of tax calculated on total income by such income.

C. Determination of trading income

General. All income classifiable under the head “Income from
business or profession” is computed in accordance with the
method of accounting regularly employed by the business or pro-
fession.

The company determines the income from business or profession
and resulting tax liability based on its financial result reported in
statutory profit and loss account, and after applying adjustments
(upward and downward) as provided by the Tax Ordinance.

The tax under the head “Income from house property” is payable
with respect to the annual value of any property, whether used for
commercial or residential purposes, consisting of any buildings,
furniture, fixtures, fittings and similar items, and lands appurte-
nant thereto, of which the taxpayer is the owner, other than such
portions of the property as the taxpayer may occupy for the pur-
poses of any business or profession carried on by the taxpayer, the
income from which is assessable to tax under the Tax Ordinance.

Business-related expenses are deductible; capital expenditures
and personal expenses are not deductible.

Expenses from which taxes are required to be withheld are not
allowable as deductions until the required taxes have been with-
held and paid to the government.

Salary and remuneration, other than by crossed check or bank
transfer, paid to an employee having gross monthly salary of
BDT15,000 or more are disallowed in determining the taxable
income of the employer.

An expenditure exceeding BDT550,000 by an employer on the
provision of perquisites, as defined in the domestic tax law, to an
employee is disallowed in determining the taxable income of the
employer.

An expenditure exceeding 10% of the net profits disclosed in the
statement of accounts as “head office expenses” or “intra-group
expenses,” or under another name, by a company not incorporated
in Bangladesh under the Companies Act is disallowed.

The payment of an incentive bonus exceeding 10% of the net
profit disclosed in the statement of accounts is disallowed.
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Any “promotional expenditure” exceeding 0.5% of business turn-
over is disallowed. “Promotional expenditure” is defined to mean
any expense incurred by way of giving any benefit in kind or cash
or in any other form to any person for the promotion of a business
or profession.

An expenditure for overseas traveling exceeding 0.5% of the turn-
over disclosed in the statement of accounts is disallowed.

Payments of royalties, technical service fees and certain other
payments exceeding 10% of the “net profit” disclosed in the state-
ment of accounts for the first three income years from the date of
commencement of business or profession and 8% of the “net
profit” disclosed in the statement of accounts for subsequent
income years are disallowed. For this purpose, the term “net
profit” has been clarified to mean net profit from a business or
profession, excluding any profit or income of a subsidiary, associ-
ate or joint venture.

Depreciation allowances. Business fixed assets that are deprecia-
ble for financial accounting purposes are also depreciable for
corporate income tax purposes, subject to the tax rules discussed
below.

A depreciation allowance may be claimed for any asset owned by
a taxpayer and used for the purpose of the business or profession
carried on by the taxpayer.

For building, machinery, plant or furniture not wholly used for the
purpose of the business or profession, the depreciation allowance
is restricted to the proportional part of the amount that could be
claimed if such building, machinery, plant or furniture were
wholly so used for such purpose.

A depreciation allowance may not be claimed for assets unless the
particulars substantiating such claim are filed with the tax author-
ity at the time of the filing of the income tax return and if such
assets are used during the year.

Depreciation is calculated using the declining-balance method
and is allowed on classes of assets. Depreciation rates vary
according to the class of assets. The following are the general
rates.

Class of asset Rate (%)
Plant and machinery* 20
Office equipment 10
Buildings*

General 5

Factory 10
Furniture and fittings 10
Computer and computer equipment 30
Imported computer software 10

* Subject to the fulfillment of prescribed conditions, initial depreciation equal to
10% of the actual cost is allowed in the first year with respect to buildings and
25% with respect to plant and machinery (other than ships and motor vehicles)
if they are not used for hire and if they are acquired or installed after 30 June
2002.
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For passenger motor vehicles or sedan cars not used for hire, the
actual cost to the taxpayer is deemed not to exceed BDT2,500,000.

Relief for losses. Business losses, excluding losses resulting from
unabsorbed depreciation of business assets (see below), may be
carried forward to be set off against taxable income derived from
business in the following six years.

Unabsorbed depreciation may be carried forward indefinitely to
be set off against taxable income of subsequent years.

Losses under the heading “Capital Gains” (that is, resulting from
transfers of capital assets) may not be set off against other income,
but may be carried forward for six years to be set off against
capital gains.

Taxability of the disallowances made under specified sections of
the Income Tax Ordinance are deemed as business income,
regardless of whether the entity has incurred an overall business
loss or has business profits and regardless of the minimum tax
paid by the entity. Consequently, in the case of a loss-making
entity, tax is separately payable on the amount of the disallow-
ances made under specified sections of the Income Tax Ordinance.

Loss sustained by an Association of Person (AOP) under any
head of income is permitted to be set off only against the income
of the AOP under any other head and may not be set off against
the income of the members of the AOP. In addition, any member
of AOP is not entitled to carry forward and set off his or her
income against any loss sustained by the AOP.

D. Tax for owners of private motor cars

The tax authorities collect advance tax on the registration or
renewal of fitness of cars (in the case of vehicles, the transport
authorities issue a certificate mentioning the duration for which
the vehicles are legally permitted to be used) in the following
amounts.

The following are the amounts of the tax for cars and jeeps,
which are based on engine capacity.

Engine capacity Amount of

tax (BDT)
Not exceeding 1,500 cc 25,000
More than 1,500 cc but not more than 2,000 cc 50,000
More than 2,000 cc but not more than 2,500 cc 75,000
More than 2,500 cc but not more than 3,000 cc 125,000
More than 3,000 cc but not more than 3,500 cc 150,000
More than 3,500 cc 200,000

The amount of the tax for a microbus is BDT30,000.

The tax is 50% higher for persons who own more than one car in
their name or in a joint name. The minimum tax liability for such
persons subject to regular income tax is at least equal to the tax
collected for the motor car. Tax collected above that amount is
not refunded. Cars owned by specific persons are exempt from
this tax.
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E. Miscellaneous matters

Foreign-exchange controls. All cross-border transactions with
nonresidents are subject to foreign-exchange controls contained
in the Foreign Exchange Regulation Act.

Transfer pricing. Under the transfer-pricing rules, the amount of
any income or expenditure arising from an international transac-
tion must be determined based on the arm’s-length price.

For this purpose, an international transaction is a transaction
between associated enterprises, either or both of which are non-
residents, in any nature of purchase, sale or lease of tangible or
intangible assets, provision of service, lending or borrowing of
money, or any other transaction having a bearing on the profits,
income, losses, assets, financial position or economic value of the
enterprise.

Under the transfer-pricing rules, companies having international
transactions with associated enterprises must determine the arm’s-
length price and maintain certain documents if the value of the
transactions exceeds BDT30 million in a year. Such companies
also need to submit statements of international transactions to the
tax authority with the annual income tax return, regardless of the
volume of the international transactions. If any transaction is deter-
mined not to be at an arm’s-length price, the tax authority may
determine the price.

A report of chartered accountants or chartered cost and manage-
ment accountants may be required on notice of the Deputy
Commissioner of Taxes in writing if the value of international
transactions exceeds BDT30 million in the books during the
income year.

F. Treaty withholding tax rates

The table below contains the withholding tax rates that apply to
dividends, interest and royalties paid from Bangladesh to non-
residents under the tax treaties in force as of the time of writing.
If the treaty provides for a rate lower than the domestic rate, the
reduced treaty rate may be applied at source.

Dividends

A B Interest (a) Royalties

% % % %
Belgium 15 15 15 10
Canada 15 15 15 10
China Mainland 10 10 10 10
Czech Republic (n) 15 10 (c) 10 10
Denmark 15 10 (b) 10 10
France 15 10 (b) 10 10
Germany 15 15 10 10
India 15 10 (¢) 10 10
Indonesia 15 10 (b) 10 10
Italy 15 10 (b)  10/15(d) 10
Japan 15 10 (e) 10 10
Korea (South) 15 10 (a) 0/10 (f) 10
Malaysia 15 15 15 15
Mauritius 10 (g) 10 (g) —(h) — (h)
Netherlands 15 10 (b) 0/7.5/10 (i) 10

Norway 15 10(b) 10 10
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Dividends
A B Interest (@) Royalties
% % % %

Pakistan 15 15 15 15

Philippines 15 10 (c) 15 15

Poland 15 10 (b) 10 10

Romania 15 10 (b) 10 10

Saudi Arabia 10 10 7.5 10

Singapore 15 15 10 10

Sri Lanka 15 15 15 15

Sweden 15 10(b) 10/15(d) 10

Switzerland 15 10 (§) 10 10 (k)

Thailand 15 10(b) 10/15(d) 15

Turkey 10 10 10 10

United Arab

Emirates 10 5() 10 10

United Kingdom 15 10 (b) 10 10

United States 15 10 (b) 5/10 (m) 10

Vietnam 15 15 15 15

Non-treaty

jurisdictions

Companies 20 20 20 20
Individuals 10/30  N.A. 0/20/30 20

A Individuals and companies

B Qualifying companies

(a) Some of the treaties provide for an exemption or a reduced rate for certain
types of interest, such as interest paid to public bodies and financial institu-
tions, including specified financial institutions, or interest with respect to
sales on credit or approved transactions. Such exemptions are not reflected in
this column.

(b) The rate applies to dividends paid to a beneficial owner that is a company
holding directly at least 10% of the capital of the payer.

(c) The rate applies to dividends paid to a beneficial owner that is a company
holding directly at least 25% of the capital of the payer.

(d) The lower rate applies to interest derived by a bank or other financial institu-
tion (including an insurance company).

(e) The rate applies to dividends paid to a beneficial owner that is a company
owning at least 25% of the voting shares of the payer during the period of six
months immediately before the end of the accounting period for which the
distribution of profits takes place.

(f) The lower rate applies if interest is paid with respect to a sale on credit of
industrial, commercial or scientific equipment.

(g) A most-favored-nation clause applies. Under this clause, if Bangladesh enters
into a tax treaty with another country subsequent to entering into the treaty
with Mauritius and if this treaty provides for a lower rate for dividends than
the 10% rate specified under the treaty with Mauritius, such lower rate
applies under the Mauritius treaty.

(h) The domestic rate applies. The treaty does not provide a reduced rate.

(1) Interest related to the construction of industrial, commercial or scientific
installations or public works is exempt. The 7.5% rate applies to interest
received by a bank or other financial institution (including an insurance
company), as long as the Netherlands does not levy a withholding tax on
interest.

(j) The rate applies to dividends paid to a beneficial owner that is a company
holding directly at least 20% of the capital of the payer.

(k) A most-favored-nation clause may apply with respect to royalties.

(I) The rate applies to dividends paid to a beneficial owner that is a company
owning at least 3% of the shares of the payer.

(m) The lower rate applies to interest derived by a bank or other financial institu-
tion (including an insurance company) and interest paid with respect to a sale
on credit of industrial, commercial or scientific equipment or merchandise.

(n) On 15 January 2021, a double tax treaty between Bangladesh and the Czech

Republic entered into force. The treaty is effective from 1 July 2021 in the
case of Bangladesh and 1 January 2022 in the case of the Czech Republic.
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Barbados is a member country of the Organisation for Economic and
Co-operation and Development (OECD)/G20 Inclusive Framework on
Base Erosion and Profit Shifting (BEPS) to tackle tax avoidance, improve
the coherence of international tax rules, ensure a more transparent tax
environment and address the tax challenges arising from the digitalization
of the economy. As part of the new two-pillar plan to reform international
taxation rules, which includes the proposal of a global minimum tax of
15%, to address the incentives to shift profits to lower tax regimes and
ensure that multinational enterprises pay a fair share of tax wherever they
operate, Barbados is in the process of formulating its position. In view of
the potential changes to the local law, readers should obtain updated
information before engaging in transactions.

A. At a glance

Corporate Income Tax Rate (%) 55to0 1*
Capital Gains Tax Rate (%) 0
Withholding Tax (%)

Payments to Nonresidents
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Dividends 5
Dividends from Untaxed Profits 25
Dividends from Foreign-Source Income 0
Interest 0
Royalties 0
Rents 25
Management Fees 0
Technical Services Fees 15
Payments to Resident Individuals
Dividends 15
Interest 15
Payments to Resident Companies
Dividends 0
Interest 15

Branch Remittance Tax
Paid Out of Domestic-Source

Income 5
Paid Out of Foreign-Source
Income 0
Net Operating Losses (Years)
Carryback 0
Carryforward 7

* These rates apply to all companies (including branches of nonresident compa-
nies).

B. Taxes on corporate income and gains

Corporate income tax. Companies and societies with restricted
liability that are resident in Barbados are subject to corporation
tax. Resident and domiciled companies are subject to corporation
tax on their worldwide income, regardless of whether the income
is remitted to Barbados. Resident companies that are not domi-
ciled in Barbados are subject to corporation tax on income derived
from Barbados and income from foreign sources to the extent that
such foreign income is remitted to Barbados. Nonresident compa-
nies carrying on business through a branch pay tax on Barbados-
source income only. Income is considered to be Barbados-source
if the property that constitutes the source is physically located in
Barbados.

A company is considered to be resident in Barbados if its manage-
ment and control are located in Barbados. The domicile of a
company is based on the country of incorporation. Consequently,
a company incorporated in Barbados is domiciled there.

Rates of corporate tax. All domestic companies, including branch-

es of nonresident companies, are subject to tax at the following

rates:

* Taxable income up to USD500,000: 5.5%

« Taxable income between USD500,000 to USD10 million: 3%

* Taxable income between USD10 million and USD15 million:
2.5%

* Taxable income over USD15 million: 1%

Income derived from Barbados government securities by domes-
tic companies is taxed at a rate of 15%.

A branch operating in Barbados pays an additional 5% on its
after-tax profits if those profits are remitted or deemed to be
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remitted to the branch’s head office. Branches earning foreign-
source income are subject to branch profits tax at a rate of 0%.

Rates of tax for the 2021 income year for grandfathered entities.
For the purposes of the rules discussed in this section, grandfa-
thered entities are International Business Companies and
International Societies licensed before 17 October 2017 and
corporate entities carrying on business in the international insur-
ance sector that elected to be grandfathered under the corre-
sponding regimes.

Pursuant to a guidance note issued by the Barbados Revenue
Authority, a grandfathered entity whose fiscal period ends during
the period of 1 January 2021 to 30 June 2021 (both dates inclu-
sive) should file a return of assessable income for the 2021
income year on or before 15 March 2022, using the rates for
grandfathered entities.

A grandfathered entity whose fiscal period ends during the peri-
od of 1 July 2021 to 30 September 2021 (both dates inclusive)
should file a return of assessable income for the 2021 income
year on or before 15 March 2022, using the rates applicable for
entities not grandfathered.

A grandfathered entity whose fiscal period ends during the peri-
od 1 October 2021 to 31 December 2021 (both dates inclusive)
should file a return of assessable income for the 2021 income
year on or before 15 June 2022, using rates applicable for entities
not grandfathered.

The following are the tax rates for companies grandfathered in
the International Business and Financial Services Sector, as well
as for International Societies licensed before 17 October 2017
and corporate entities carrying on business in the international
insurance sector that elected to be grandfathered under the cor-
responding regimes.

Types of companies Rate (%)
International Business Companies 2.5 reducing to 1
International Banks 2.5 reducing to 1
International Societies with
Restricted Liability 2.5 reducing to 1
Exempt Insurance Companies 0
Exempt Insurance Management
Companies 0
Qualifying Insurance Companies
General insurance 1.75 *
Life insurance 0.35 *

* This is the minimum effective tax rate.

No tax is required to be withheld from the payment of dividends,
interest, royalties, management fees and rents if paid to nonresi-
dents by companies operating as grandfathered entities in the
International Business and Financial Services Sector.

Insurance sector. The following are the three classes of licenses

for the insurance sector and the rates at which they are taxed:

* Class 1: Insurance companies that restrict the business under-
written by them to related-party business. These insurance
companies are taxed at a rate of 0%.
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* Class 2: Insurance companies that can underwrite risks of third
parties. These companies are taxed at a rate of 2%.

* Class 3: This class includes entities, such as brokers, interme-
diaries, insurance management companies and insurance hold-
ing companies. These entities are taxed at a rate of 2%.

Change in tax base for life insurance companies. Life insurance
companies were previously taxed on gross investment income.
Effective from the 2020 income year, they are taxed based on net
profit before tax, plus or minus certain adjustments for tax pur-
poses. For example, depreciation is added back but capital allow-
ances can be claimed. Changes in actual reserves are now either
allowed as a deduction (increases) under Section 10 of the
Barbados Income Tax Act or taxable (decreases) under Section §
of the Act.

Increases in actual reserves are usually capped at an “appropriate
amount” for the purpose of the deduction under the provisions of
Section 10. Any excess is not deductible in computing taxable
income.

There is a one-time, irrevocable election in which unrealized
gains and losses arising on mark-to-market securities held by the
company can be treated as taxable or deductible when computing
taxable income.

Tax incentives. Tax incentives available in Barbados are described
below.

Foreign Currency Permit. Effective from 1 January 2019, all enti-

ties that earn 100% of their income in foreign currency are enti-

tled to apply for a Foreign Currency Permit, which provides the

following benefits:

» Exemption from exchange controls

* Reduced stamp duty and certain property transfer tax exemp-
tions

» Exemption from payment of value-added tax and duties on the
importation of plant, machinery and raw materials

* Income tax concessions for specifically qualified individuals

Small Business Development Act. Under the Small Business

Development Act, small businesses qualify for the following tax

benefits:

* Corporation tax rate of 15% (this rate is under review and may
change)

» Exemption from withholding tax on dividends or interest paid

» Exemption from import duty on plant and equipment

» Exemption from stamp duty on the execution and registration
of financial documents

Only income directly related to the business qualifies for the
above tax benefits.

To qualify as a small business, a company must meet the follow-

ing requirements:

* Its authorized capital does not exceed BBD1 million.

« Its annual sales do not exceed BBD2 million.

* It does not have more than 25 employees.

* It is not a wholly owned or majority-owned subsidiary in a group
of companies.
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Tourism Development Act. Under the Tourism Development Act,

duty-free and income tax concessions are available for approved

tourism projects and certain tourism entities. These concessions

include the following:

» Exemption from the payment of customs duty on specified
items

* Tax deduction equal to 100% of expenditure incurred with re-
spect to the development of a tourism product, tourism research,
an apprenticeship scheme or the organization and hosting of
tourism exhibitions and trade fairs

* Offset of approved capital expenditure against assessable in-
come

* An investment tax credit (subject to conditions)

* Exemption from withholding tax on dividends paid to share-
holders

Special Development Areas Act. Under the Special Development

Areas Act, persons carrying out work in designated special devel-

opment areas in Barbados, as well as persons financing such

work, are entitled to certain tax relief. An approved developer is
entitled to a reduced corporation tax rate of 30% and exemption
from certain taxes, such as the following:

* Import duty, environmental levy and value-added tax on inputs
for the construction of new buildings and the renovation or
refurbishment of existing buildings

* Charges on the repatriation of interest and capital

* Land tax on the improved value of land

* Property transfer tax on the initial purchase of property

Renewable Energy Incentives. Persons engaged in the develop-
ment, manufacturing, installation or repair of renewable energy
systems and energy-efficient products may be entitled to one or
more of the following tax benefits if the required criteria are met:
* Ten-year income tax holiday
* Tax deduction of 150% for the following expenditure with
respect to the generation, supply and sale of renewable energy,
or the installation or supply of renewable energy systems or
energy-efficient products:
— Interest paid on loans with respect to the construction or
upgrading of a property
— Expenditure on the training of staff
— Expenditure on the marketing of products
— Expenditure on research and development
* Ten-year exemption from withholding tax on dividends paid to
shareholders

In addition, interest earned by financial intermediaries from fi-
nancing the development, manufacturing and installation of re-
newable energy systems and energy-efficient products is exempt
from tax for 10 years.

Capital gains. Capital gains are not taxed in Barbados.

Administration. The fiscal (income) year is the period for which
the accounts of the business are normally prepared. Tax is calcu-
lated on the profits for the accounting period that ends during the
fiscal year.

A corporation is required to determine its own tax liability and to
prepare and file a corporation tax return. Corporations with
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year-ends from 1 January to 30 September must prepay tax on or
before 15 September and file their returns by 15 March of the
following year. If the year-end is after 30 September, the tax must
be prepaid on or before 15 December of the income year and
15 March of the following year. The return is filed by 15 June of
the following year. Each tax prepayment is based on 50% of the
preceding year’s tax. Any balance of tax due is paid when the
return is filed. Tax returns may be filed using the Barbados
Revenue Authority’s electronic filing system.

The Revenue Commissioner of the Barbados Revenue Authority
may levy a penalty of BBD500 plus 5% of tax payable for failure
to file a return. A further penalty of 5% and interest at 1% per
month is charged for a failure to pay any tax payable. If a person
fails to make a required prepayment of tax, a penalty of 10% and
interest at 0.5% per month is charged on the amount of the pre-
payment.

Dividends. Dividends received by a resident company from anoth-
er resident company are not taxable.

Dividends received from a nonresident company are not subject
to tax in Barbados if the Barbados company owns 10% or more
of the share capital of the nonresident company and if the share-
holding in the nonresident company is not held as a portfolio
investment.

Foreign tax relief. A tax credit is allowed for taxes paid to foreign
jurisdictions by Barbados resident companies on profits, income
or gains earned from such foreign jurisdictions, regardless of
whether Barbados has entered into a double tax treaty with the
foreign jurisdiction. This credit is allowed up to the amount of the
Barbados taxes payable on the income. The foreign tax credit is
not permitted to reduce the total tax payable by an entity in
Barbados for an income year to less than 1% of its taxable
income for that income year. An underlying tax credit is also
allowed with respect to foreign dividends if the Barbados com-
pany owns at least 10% of the capital of the foreign company.
Some form of unilateral relief may be granted on income arising
from British Commonwealth countries that provide reciprocal
relief.

C. Determination of trading income

General. Taxable income is determined on the basis of accounts
prepared in accordance with International Financial Reporting
Standards, subject to specific adjustments identified in the Income
Tax Act.

Management fees. Management fees paid or payable to nonresi-
dents are not deductible for tax purposes. Management fees
include fees for management and/or administrative services pro-
vided by a member of a group of companies to other members of
the group.

Inventories. The authorities generally accept a method of valua-
tion of inventory that conforms to standard accounting practice in
the trade or business, provided it is applied consistently. Average
cost or first-in, first-out (FIFO) are the generally accepted methods.
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Provisions. Reserves or provisions of a general nature for doubt-
ful accounts receivable are not allowable. However, write-offs of
specific amounts or balances are generally allowed.

Tax depreciation. Depreciation and amortization reported in the
financial statements are not allowed as deductions in calculating
taxable income. However, a company may claim capital allow-
ances. Annual allowances of between 5% and 331/3% are given on
the original cost of fixed assets, calculated on a straight-line basis.
An annual allowance of 100% is granted with respect to capital
expenditure on software. Fifty percent of expenditure on intel-
lectual property is deductible over a 10-year period. In addition,
20% of expenditure on energy audits and the retrofitting of
buildings or on the installation of systems to provide electricity
from sources other than fossil fuels is deductible over a period of
five years.

Relief for losses. Losses may be carried forward seven years to
offset taxable income derived in those years. Tax losses available
for offset are restricted to 50% of taxable income in the current
year. Losses may not be carried back.

Groups of companies. Group relief is not available.

D. Other significant taxes
The following table summarizes other significant taxes.

Nature of tax Rate (%)

Value-added tax (VAT), on the supply of
goods and services in Barbados and on

goods imported into Barbados; these include
digital services (that is, goods or services
purchased by electronic means on the Internet
and are for use or consumption in Barbados)

Standard rate 17.5
Hotel accommodation and supplies
related to tourism 10

(The 10% rate was announced by a policy
note issued by the Barbados Revenue
Authority but has not yet been legislated.
It is being applied in practice.)

Mobile voice, data and text messaging

services 22

Basic food items and exports of goods

and services 0
Excise tax, on imports of vehicles; this
tax is imposed in addition to the VAT 46.95 to 120
Import duty 51020

National insurance contributions, on
monthly insurable earnings up to
BBD4,880; paid by

Employer 12.75
Employee 11.1
Self-employed individual 17.1

E. Miscellaneous matters

Foreign-exchange controls. Foreign-exchange controls in Barbados
are administered by the Central Bank, which considers all
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applications. Certain transactions and routine commercial matters
are delegated to the commercial banks. The Central Bank
generally allows the repatriation of funds previously registered as
an investment if it has been established that all local tax liabilities
have been met. Entities that hold a Foreign Currency Permit are
exempted from foreign-exchange controls.

Debt-to-equity rules. Barbados has thin-capitalization rules,
which provide for a maximum debt-to-equity ratio of 1.5 to 1. If
the debt-to-equity ratio is in excess of the prescribed maximum,
restrictions are imposed on the deductibility of interest expense.
This applies to interest expenses payable to nonresident entities
if the shareholding in the Barbados entity exceeds 10%.

Anti-avoidance legislation. Anti-avoidance provisions may be ap-
plied to transactions between related persons that are not carried
out at arm’s length and to artificial transactions if the primary
purpose of the transaction is the reduction of taxable income.

Economic substance. Barbados has economic substance legislation
that provides for the imposition of an economic substance test on
companies carrying on business in Barbados.

Under this legislation, a resident company that derives income from

carrying on certain defined relevant activities must satisfy the eco-

nomic substance test. For the purposes of the economic substance
legislation, a company is resident in Barbados if it meets any of
the following conditions:

« It is managed and controlled in Barbados, regardless of its place
of incorporation.

* [t is a company incorporated outside Barbados and is registered
in Barbados as an external company, but it is not regarded as tax
resident in the jurisdiction of incorporation.

* It is incorporated in Barbados but is not tax resident in any
other jurisdiction.

A resident entity under the economic substance legislation also
includes a partnership formed in Barbados that is carrying on one
or more relevant activities.

Under the legislation, relevant activities include, but are not lim-
ited to, the following:

* Banking business

* Insurance business

 Fund management business

* Finance and leasing business

* Headquarters business

* Shipping business

* Holding company business

* Intellectual property business

* Distribution and service center business

A resident company meets the economic substance test in rela-
tion to a relevant activity carried on by a company if it conducts
its core income-generating activity (CIGA) in Barbados, and the
company is directed, managed and controlled in Barbados in rela-
tion to that activity.
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A company is considered to conduct its CIGA in Barbados fif,

having regard to the level of income derived from carrying on of

the relevant activity, the following conditions are satisfied:

* There is an adequate number of qualified full-time employees
in relation to that activity in Barbados.

* There is an adequate number of employees who are physically
present in Barbados in relation to that activity.

* There is adequate operating expenditure incurred in Barbados.

* There are adequate physical assets in Barbados.

In the case of the banking business sector, CIGAs include, but are

not limited to, the following:

* Raising funds and managing risk, including credit risk, cur-
rency risk and interest risk

* Taking hedging positions

* Providing loans, credit or other financial services to customers

» Managing capital and preparing reports and returns to the
Central Bank of Barbados

Entities conducting intellectual property business with high-risk
intellectual property (that is, intellectual property acquired from
arelated party and licensed to other related parties) are presumed
to fail the economic substance test. However, this presumption is
rebuttable.

Entities in Barbados must file an economic substance declaration
annually with the Ministry of International Business within 12
months after the end of each fiscal period.

If an entity fails to meet economic substance requirements, the
Ministry of International Business in Barbados may impose a
penalty of up to USD150,000 and, if there is a continued failure
to meet the requirements, the entity may be removed from the
Register of Companies in Barbados.

Country-by-Country Reporting. Barbados recently enacted
Country-by-Country Reporting requirements, effective from
31 December 2021. Any Multinational Enterprise (MNE) Group
that has a total consolidated group revenue of more than
USDS850 million as reflected in its consolidated financial state-
ments during the fiscal year, immediately preceding the reporting
fiscal year, are required to file a Country-by-Country Report
(CbCR) with the competent authority.

A group that has a total consolidated group revenue of less than
USDS850 million during the fiscal year immediately preceding
the reporting fiscal year is considered an “excluded” MNE,
which means it is not required to file a CbCR.

The legislation requires each ultimate parent entity of an MNE
Group that is resident for tax purposes in Barbados to file a
CDbCR. Subject to the conditions prescribed in the legislation, the
MNE Group may designate one of the constituent entities as a
surrogate parent. The surrogate parent entity would then be re-
sponsible for filing the CbCR on behalf of all the Barbados tax
resident constituent entities of that MNE Group.

An MNE Group includes the following:

* Two or more enterprises for which the tax residences of the
enterprises are in different jurisdictions, and are not part of an
excluded MNE Group as defined by the legislation
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* An enterprise that is resident for tax purposes in one jurisdic-
tion and is subject to tax with respect to the business carried out
through a permanent establishment in another jurisdiction; and
is not an excluded MNE Group as defined by the legislation

Any constituent entity of an MNE Group that is resident for tax
purposes in Barbados is required, when applicable, to notify the
competent authority whether it is the ultimate parent entity or the
surrogate parent entity of the MNE Group no later than the last
day of the reporting fiscal year of the MNE Group. If a constitu-
ent entity of an MNE Group that is resident for tax purposes in
Barbados is not the ultimate parent entity nor the surrogate parent
entity, it is required to notify the competent authority of the iden-
tity and tax residence of the reporting entity no later than the last
day of the reporting fiscal year of the MNE Group.

A CbCR must be filed with the competent authority no later than
12 months after the last day of the reporting fiscal year of the
MNE group. The first reporting fiscal year is any fiscal year be-
ginning on or after 1 January 2021. Therefore, if an MNE
Group’s fiscal year end is 31 December, the first reporting fiscal
year would run from 1 January to 31 December 2021. The first
CbCR will be due for filing on 31 December 2022, and subse-
quent CbCRs should be filed annually on every 31 December
thereafter.

Written guidelines containing directions or specifications with
respect to the content, format and method of filing of the CbCR
will be issued by the competent authority in due course.

For making or submitting a false CbCR, there is a penalty of
USD25,000 or 10 years of imprisonment or both. A fine of
USD5,000 or one year of imprisonment or both in each separate
instance of tampering or destroying a report without written au-
thorization from the competent authority and of obstruction of
the competent authority in its functions.

There is a penalty of USD5,000 for a failure of an enterprise to
comply with the requirements under the legislation and for a
failure to pay the penalty within 30 days after receiving notice of
a penalty for failure to comply with the requirements under the
legislation. The enterprise is liable to a further penalty of
USD2,500 for each day or part thereof for which the failure con-
tinues after the date on which the original penalty became due
and payable.

Global minimum tax. Barbados has joined the two-pillar plan to
reform international taxation rules. Under Pillar 2, the inclusive
framework members have agreed to introduce a global minimum
corporate tax rate of 15%, and Global Anti-Base Erosion
(GloBE) rules provide for a coordinated system of taxation in-
tended to ensure that MNEs with global revenue exceeding
EUR750 million pay a fair share of tax in each of the jurisdic-
tions where they operate. It does so by imposing a top-up tax on
profits arising in a jurisdiction whenever the effective tax rate,
determined on a jurisdictional basis, is below the minimum rate.
The GloBE rules are not mandatory but have been agreed to as a
“common approach.” This means that jurisdictions are not re-
quired to adopt the GloBE rules, but if they choose to do so, they
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agree to implement and administer them in a way that is consis-
tent with the agreed outcomes set out under those rules. Even if
they do not implement the rules, agreement on a common ap-
proach means that one jurisdiction accepts the application of the
GloBE rules by another with respect to MNEs operating in their
jurisdiction. If Barbados agrees to apply the GloBE rules from
2023, they must first be implemented into domestic law.

F. Treaty withholding tax rates

The withholding tax rates in the table below apply to payments
made to nonresidents of Barbados under the various treaties en-
tered into by Barbados. The treaty rates indicated below represent
the maximum rates under the treaties. However, if a lower domes-
tic tax rate exists, the lower rate should be applied. The domestic
withholding tax rates are under review and may be subject to
change.

Dividends Interest Royalties
% % %
Austria 15 (a) 0 0
Babhrain () 0 0/15 0
Botswana 12 (b) 10 10
Canada 15 15 10
CARICOM (c) 0 15 15
China Mainland 10 (d) 10 10
Cuba 15 (b) 10 5
Cyprus 15 15 15
Czech Republic 15 (s) 5 10 ()
Finland 15 (a) 5 5
Ghana (e) 7.5 (a) 7.5 (f) 7.5
Iceland 15 (a) 10 (v) 5
Italy 15 (a) 5(W) 5
Luxembourg 15 (g) 0 0
Malta 15 (h) 5 5
Mauritius 5 5 5
Mexico 10 (a) 10 10 (i)
Netherlands 15 (§) 5 5 (k)
Norway 15 (a) 5 5
Panama 11.25 (1) 7.5 (m) 7.5
Portugal 15 (s) 10 5
Qatar 0 0 5
Rwanda (e) 7.5 10 10
San Marino 5(g) 5(v) 0
Seychelles 5 5 5
Singapore 0 12 (v) 8
Slovak Republic () 5 10 (v) 5
Spain 5(t) 0 0
Sweden 15 (a) 5 5
Switzerland 15 —(n) 0
United Arab Emirates 0 0 0
United Kingdom 0 0 0 (o)
United States 15 (a) 5 5
Venezuela 10 (h) 15 (p) 10
Non-treaty jurisdictions 5(q) 0 0

(a) The rate is reduced to 5% if the beneficial owner of the dividends is a com-
pany that owns at least 10% of the capital of the payer of the dividends.

(b) The rate is reduced to 5% if the beneficial owner of the dividends is a com-
pany that owns at least 25% of the capital of the payer of the dividends.
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The Caribbean Community and Common Market (CARICOM) multilateral
treaty has been entered into by 10 member states of CARICOM. The treaty
follows a source-based model of taxation, with double tax relief typically
provided in the form of an income exemption in the state of residence.

The rate is reduced to 5% if the beneficial owner of the dividends is a com-
pany (other than a partnership) that holds directly at least 25% of the capital
of the company paying the dividends.

This treaty is awaiting ratification and entry into force. Consequently, the
provisions of the treaty are not yet in effect.

The rate is reduced to 5% if the interest is derived by a bank that is resident
in Ghana.

The rate is reduced to 0% if the beneficial owner is a company (other than a
partnership) that holds directly at least 10% of the capital of the company
paying the dividends for an uninterrupted period of at least 12 months before
the decision to distribute the dividends.

The rate is reduced to 5% if the beneficial owner of the dividends is a com-
pany that owns at least 5% of the capital of the payer of the dividends.

The term “royalties” includes payments derived from the alienation of rights
or property that are contingent on the productivity, use or disposition of such
property.

The rate is reduced to 0% if the beneficial owner of the dividends is a com-
pany that owns at least 10% of the capital of the payer of the dividends and
if the recipient of the dividends is a company resident in the Netherlands that
is not subject to Netherlands company tax on the dividends.

The rate is reduced to 0% for royalties paid for the use of, or the right to use,
literary, artistic or scientific works, including royalties with respect to cinemat-
ographic films, and films, discs or tapes for radio or television broadcasting.
The rate equals 75% of the statutory nominal rate applicable at the time of the
dividend distribution. It is reduced to 5% if the beneficial owner of the divi-
dends is a company that owns at least 25% of the capital of the payer of the
dividends.

The rate is reduced to 5% if the interest is derived by a bank that is resident
in Panama.

The treaty does not contain an interest article. Consequently, the normal tax
rate applies.

The rate is 15% for royalties paid for motion picture or television films.

The rate is reduced to 5% for interest paid to banks.

The rate is reduced to 0% if the dividends are paid out of income earned from
foreign sources.

The treaty language is unclear and may be read either as providing an exemp-
tion from Barbados withholding tax, or as providing no restriction of
Barbados withholding tax. The government has not yet issued guidance as to
the correct interpretation.

The rate is reduced to 5% if the beneficial owner of the dividends is a com-
pany that directly owns at least 25% of the capital of the company paying the
dividends.

The rate is reduced to 0% if the beneficial owner of the dividends is a com-
pany that directly owns at least 25% of the capital of the company paying the
dividends.

The rate is reduced to 5% for royalties paid for copyrights of literary, artistic
or scientific works, including cinematographic films, and films or tapes for
radio or television broadcasting.

The rate is reduced to 0% if the interest is paid to the government of the other
contracting state or any agency or instrumentality thereof, including the
central bank of that contracting state (subject to certain restrictions).
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A. At a glance
Corporate Income Tax Rate (%) 25 (a)
Capital Gains Tax Rate (%)
Tangible and Intangible Assets 20/25/29
Shares 20/25/29 (b)
Branch Tax Rate (%) 25
Withholding Tax (%)
Dividends 5/10/15/17/20/30 (c)
Interest 15/30 (d)
Royalties from Patents,
Know-how, etc. 30
Branch Remittance Tax 0
Net Operating Losses (Years)
Carryback 0
Carryforward Unlimited (e)

(a) For further details, see Section B.

(b) Certain capital gains are exempt from tax (see Section B).

(c¢) The standard withholding tax rate for dividends is 30%. For further details,
see Section B.

(d) The standard withholding tax rate for interest is 30%.

(e) For further details, see Section C.
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B. Taxes on corporate income and gains

Corporate income tax. Resident companies are subject to tax on
their annual worldwide income. Nonresident companies are sub-
ject to tax on their annual Belgian-source income only. A company
is resident in Belgium if its central management or its registered
address is located in Belgium.

Rates of corporate income tax. The corporate tax rate is 25%. A
reduced rate of 20% on the first EUR100,000 of taxable income
applies to small companies, as defined under corporate law;
above this amount, the normal rate applies. One of the principal
conditions for the reduced rate is that the company must pay an
annual remuneration of at least EUR45,000 to at least one direc-
tor. For salaries lower than EUR45,000, the salary should at least
be equal to the taxable income. The minimum salary requirement
does not apply to startup companies incorporated less than four
years prior to 1 January of the tax year.

Notional interest deduction. Belgian companies and Belgian
branches of nonresident companies may deduct a deemed interest
expense in connection with qualifying equity. This deduction is
known as the notional interest deduction (NID). The NID is
calculated on the incremental adjusted equity in excess of the
average equity of the preceding five years. Qualifying equity is
determined at the beginning of the tax period (for the current and
five preceding tax periods). To prevent potential abuse and
duplication of tax benefits, certain items must be deducted from
the equity, such as the fiscal net value of own shares, the fiscal
net value of financial fixed assets qualifying as “participations
and other shares” and the fiscal net value of shares issued by
investment companies. Furthermore, capital contributed from
entities resident in jurisdictions that do not provide for exchange
of information should be deducted from the calculation basis of
the NID, unless a business purpose test is met. A similar rule
applies to loans granted by the company to entities resident in
jurisdictions that do not provide for exchange of information. The
NID is disallowed at the level of the subsidiary in situations in
which the direct or indirect parent financed the equity contribution
with a loan.

Equity allocated to foreign branches and foreign real estate quali-
fies for the NID. However, in such case, this portion of the NID
must be imputed first on that foreign-source income. Only excess
NID relating to branches and real estate located in the European
Economic Area (EEA) can be effectively used against Belgian
taxable income.

The deduction may not be carried forward in the event of a loss,
but other limitations on the carryforward also apply (see
Limitation on certain tax deductions in Section C).

For the 2022 tax year, the NID rate is set at 0.16% (0.34% for
small companies). However, a negative NID rate is not applicable
and is deemed to be zero for the relevant tax year.

Tax regime for the diamond industry. Belgian tax law provides for
a special lump-sum tax regime for the diamond industry.
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The gross taxable result of the company equals 2.1% of the dia-
mond trade turnover. This taxable result is subsequently subject
to the application of the common corporate tax rules.

However, the net taxable result cannot be lower than 0.55% of the
diamond trade turnover.

The special tax regime is subject to the condition that the com-
pany manager’s salary paid during the tax period be higher than a
certain threshold (also depending on the diamond trade turnover
of the company).

Tax incentive for audiovisual investments. Belgian tax law includes
a tax incentive to attract investments of Belgian companies or
branches in audiovisual productions.

Companies planning to invest in a European audiovisual produc-
tion (to be recognized by the competent departments of the French,
Flemish or German communities) and who want to benefit from
the tax incentive must conclude a framework agreement with a
qualifying audiovisual production company (including a televi-
sion channel). In this framework agreement, the expected tax
value for the production, which is based on the budgeted produc-
tion expenses (direct as well as indirect expenses, including ex-
penses incurred up to six months before the conclusion of the
framework agreement), needs to be included. The estimated tax
exemption is based on this tax value. The framework agreement
needs to be notified to the tax authorities within one month after
it is signed.

The invested amounts must be effectively paid to the production
company within three months after the contract is signed. They
do not create a receivable, nor exploitation rights linked to the
underlying project. The invested amount is irrevocably paid to the
production company (as an expense; the expense as such is not
tax deductible) and is not regarded as an asset. Except for com-
mercial gifts with limited value (under reference of value-added
tax [VAT] legislation), no other economic or financial benefit can
be granted to the investor.

The investors are entitled to a tax exemption of 421% of the in-
vested funds. For a specific project, the exemption is limited to
203% of the expected final tax value of the tax-shelter certificate
as specified in the framework agreement.

However, the exemption in a given tax year remains limited to a
maximum of 50% of the investor’s increase of taxable reserves
(mainly the net accounting profit before application of the tax-
shelter exemption but after deduction of distributed dividends
and other tax corrections) during that same tax year, with an ab-
solute maximum of EURI million.

In the financial statements of the investor, the exempt amounts
must be recorded as an “unavailable reserve,” which needs to be
maintained until the date the tax-shelter certificate is received.

In principle, the exemption is granted in the year in which the
framework agreement is concluded or the payments are made.
Excess exemptions (exemptions that could not be used based on
the above maximum) can be carried forward to the end of the
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fourth tax period following the year in which the framework
agreement is signed.

The tax exemption is obtained immediately but is not definitive,
and only becomes final if a number of conditions are met. The
exemption only becomes final when a tax-shelter certificate con-
firming the tax value of the investment is issued by the tax au-
thorities on request of the production company as soon as the
production is finalized. The certificate must be sent to the tax
authorities of the investor as an enclosure to the investor’s corpo-
rate income tax return. The certificate needs to be received by the
investor by 31 December of the fourth year following the year in
which the framework agreement is signed.

In addition, the final exemption is only granted to the extent that
the tax value of the certificate corresponds to the value that was
included in the agreement and to the extent that the limits and
maximum amounts per tax period are respected. If the tax-shelter
exemption is claimed incorrectly, corporate income tax on the
difference becomes due, increased with late payment interest.

For the period between the first payment after the conclusion of
the framework agreement and the receipt of the tax-shelter cer-
tificate, interest can be granted. This period is legally limited to
18 months, and the maximum interest rate that is allowed is fixed
at the 12-month Euribor (increased by 450 basis points).

The conditions to apply for the tax-shelter regime are temporar-
ily changed in light of the COVID-19 pandemic. Among other
changes, the maximum amount of the exemption is temporarily
increased to EUR2 million (for the financial year in which the
framework agreement is signed and that closes in the period of
31 December 2020 and 31 December 2022, inclusive) and for
agreements signed on 12 March 2021, at the latest, investors are
temporarily and conditionally allowed to postpone the payment
of the invested amounts by three months.

Tax incentive for stage art performances. The tax incentive for
audiovisual investments also applies to “European stage art per-
formances” (productions recognized as such by the competent
authorities of the French-, Flemish- or German-speaking com-
munities).

To qualify, the production expenses must be incurred within a
maximum time limit of 24 months since the date of the signing
of the framework agreement and no later than one month after the
premiere of the stage art performance. Expenses incurred before
the signing of the framework agreement are not considered eli-
gible production expenses (in contrast to the audiovisual produc-
tions’ time frame of six months).

In addition, as is the case for audiovisual productions, limitations
apply with respect to the maximum amount that can be financed
through tax-shelter funding. This amount is calculated based
upon the eligible direct and indirect expenses incurred in
Belgium and/or the EEA.

From the investor’s side, the same limitations apply with respect
to the maximum amount of the exemption in a given tax year (an
absolute maximum of or EUR1 million and limited to 50% of the
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increase in taxable income). In this respect, investments in audio-
visual productions and stage art performances should be counted
together and offset against these limitations.

The entity that is using the tax-shelter funding is subject to cor-
porate income tax. This is particularly important for entities
(such as nonprofit organizations) that are in principle only sub-
ject to a so-called legal entity tax. These entities are subject to
corporate income tax in the tax year in which the first framework
agreement is concluded and in the three following tax years.

The conditions to apply for this tax incentive are also temporar-
ily changed in light of the COVID-19 pandemic. Among other
changes, the maximum amount of the exemption is temporarily
increased to EUR2 million (for the financial year in which the
framework agreement is signed and that closes in the period of
31 December 2020 to 31 December 2022, inclusive).

Tax incentive for video games. The tax-shelter regime for the au-
diovisual sector and the performing arts was extended to the
gaming industry. However, the legislation did not effectively
enter into force due to criticism from the European Commission.
New draft legislation is being developed and will be resubmitted
to the European Commission for approval.

Tax incentives for startups. Tax incentives for startups are de-
scribed below.

Tax shelter regime for equity investments in startups. The tax shel-
ter for equity investments in startups is designed to encourage in-
dividuals to invest in new shares of startups on incorporation or
within four years after incorporation, as well as in shares in quali-
fying regulated starter funds. For investments in startups that
qualify as small companies and for investments in starter funds,
the personal income tax reduction amounts to 30% of a maximum
investment of EUR100,000 per tax period. The rate is 45% for
investments in startups that qualify as “micro-undertakings,” as
defined in European Union (EU) accounting directive 2013/34.
For investments made as of 1 January 2021, the total amount of
qualifying investments may not exceed EUR500,000 per startup.
The incentive applies only to cash investments that represent a
maximum of 30% of the capital of the startup. The shares must be
held for at least four years. Individuals who at the moment of the
investment are part of the company’s management are excluded.

As of the 2019 tax year (financial years starting on or after
1 January 2018), a deduction is introduced for investments in
growth companies (“scale ups”), following almost the same rules
(equity increase, contribution in cash, issuance of new shares,
holding period of four years and certain other rules). The personal
income tax reduction amounts to 25%, and the total amount of
qualifying investments made as of 1 January 2021 may not exceed
EURI million per growth company.

Tax exemption for loans to startups through crowdfunding.
Individuals benefit from a tax exemption for interest on loans
through a regulated crowdfunding platform for a maximum
amount of loans per taxpayer per year of EUR15,630. The loan
must have a maturity of at least four years. The exemption applies
to loans to companies as well as to individuals who meet the
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criteria for small companies and who are registered for maximum
of 48 months at the Crossroads Bank for Enterprises. The tax
exemption does not apply to refinancing loans.

Partial payroll tax exemption for startups. Belgian law provides
for a partial payroll tax exemption to decrease the wage costs for
startups. The incentive applies to companies and to individual
employers who are registered for a maximum of 48 months at the
Crossroads Bank for Enterprises, starting from the first day of the
month following the registration. If the startup meets the criteria
for small companies, the exemption rate is 10%. The exemption
rate is 20% for “micro-undertakings,” as defined in EU account-
ing directive 2013/34.

Capital gains. Capital gains derived from the disposal of tangible
and intangible assets are taxed at the ordinary rate. Tax deferral is
possible if certain conditions are met.

Capital gains on shares are exempt if all of the following condi-

tions are met:

* The subject-to-tax (STT) requirement for the application of the
dividend-received deduction (DRD) (see Dividends)

* The minimum holding requirement (uninterrupted period or at
least one year) of the DRD (see Dividends)

» The minimum shareholding requirement of at least 10% or
EUR2,500,000

If there is at least one condition not met, the ordinary tax rate of
25% (20% for SMEs) applies.

A reduced rate of 15% applies to capital gains on shares in com-
panies holding real estate (unless the general anti-avoidance rule
applies). Any capital losses on these shares are generally not tax
deductible, except to the extent of the loss of fiscally paid-up
capital in a liquidation.

Capital gains realized on an exchange of shares in a tax-neutral
restructuring are exempt from tax under certain conditions.

Administration. A tax year refers to the year following the finan-
cial year if the financial year ends on 31 December. If the finan-
cial year ends before 31 December, the tax year refers to the year
in which the financial year closes. Consequently, the 2022 tax
year relates to a financial year ending between and including
31 December 2021 and 30 December 2022.

To avoid a surcharge (6.75% for the 2022 tax year), tax must be
paid in advance in quarterly installments. The balance of tax pay-
able is due within two months after receipt of the notice of as-
sessment.

Reporting obligation for payments to tax havens. Both resident
and nonresident companies are required to report all direct or
indirect payments (regardless whether these payments are ex-
penses) in excess of EUR100,000 made to beneficiaries with an
address or financial account in “tax havens.”

For the purpose of this obligation, a country is considered to be
a “tax haven” if it is mentioned on one of the following lists:
* Belgian prohibited list of countries with zero or low taxation.
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* European prohibited list of non-cooperative jurisdictions (ap-
plicable for payments made as from 1 January 2021).

» List of the Organisation for Economic Co-operation and
Development (OECD) Global Forum on Transparency and
Exchange of Information for Tax Purposes, including countries
that are “non-compliant” with the minimum OECD standards
regarding the exchange of information on request (EOIR or
transparency standard). Payments made to “partially compli-
ant” countries are also targeted as from 1 January 2021 (2022
tax year).

It is sufficient for the reporting obligation to be triggered when
the country is on one of the above prohibited lists at the moment
the payment is made. It is therefore not required for the country
to be qualified as a tax haven during the entire tax period in
which the payment is made.

The rules apply to payments to the following:

 Branches located in a tax haven, but with a head office in a
listed state.

* Permanent establishments located in such jurisdictions.
Payments made to an establishment in a non-tax haven are also
targeted if the head office of that establishment is located in a
tax haven.

* Bank accounts managed by or held with individuals or perma-
nent establishments located in such jurisdictions.

* Accounts managed by or held with credit institutions or their
permanent establishments located in such jurisdictions.

A specific reporting obligation for financial institutions requires
financial institutions to automatically and periodically notify their
operations with and payments to tax havens.

The payments must be reported in euros on a special form, which
must be annexed to the annual corporate income tax return.
These payments are tax deductible only if they relate to real and
genuine transactions and if they are made to persons that are not
artificial constructions.

Extended investigatory and assessment periods up to 10 years
apply in cases in which use was made of legal structures in tax
havens, aimed at hiding the origin or the existence of capital.

Reporting obligation for remuneration paid or attributed by for-
eign entities. Belgium has introduced additional reporting and
withholding tax requirements for all Belgian employers with re-
spect to remuneration paid or attributed by a foreign parent
company or affiliate (mostly share-based incentive programs).

Advance rulings. An advance decision in tax matters (tax ruling)
is a unilateral written decision by the Belgian tax authorities at the
request of a (potential) taxpayer about the application of the tax
law in a specific situation that has not yet occurred, as described
by the taxpayer. The purpose of such a ruling is to provide
up-front certainty to the taxpayer.

The tax authorities must respond to a ruling request within a three-
month period, which may be extended by mutual agreement. A
ruling may be valid for a period of five years, except innovation
deduction rulings for software that are only valid for three years.
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However, advance rulings are not issued in certain circumstances

such as the following:

* Transactions that have already been implemented or that are in
a tax litigation phase

* Transactions that lack economic substance in Belgium

* Transactions, essential parts of which involve tax havens that do
not cooperate with the OECD

Ruling requests filed with the Belgian tax authorities that relate
to multinational investments and transactions must disclose other
ruling requests filed in EU or treaty countries regarding the same
matters.

In principle, the advance rulings are published.

Belgium also implemented the directives relating to the auto-
matic and compulsory exchange of cross-border tax rulings and
advance pricing arrangements (DAC3).

Dividends. A 100% DRD applies to dividends received by a quali-
fying Belgian company or Belgian branch. To qualify for the DRD,
dividends must meet all of the following requirements:

* The recipient company (shareholder) must own a minimum
participation of 10% of the share capital or a participation with
an acquisition value of at least EUR2,500,000.

* The shares must be held by the shareholder (in full ownership)
for an uninterrupted period of at least one year.

* The company distributing the dividends must be a normally
taxed company. Companies located in countries applying a
significantly more advantageous tax regime are explicitly ex-
cluded from the DRD, as well as companies located in countries
included in the EU prohibited list of non-cooperative tax juris-
dictions (for dividends paid or attributed on or after January
2021).

In the case of insufficient profits, the excess DRD can be carried
forward indefinitely to the extent that it relates to qualifying
dividends. However, a general limitation on certain tax deduc-
tions, including the carried forward excess DRD applies (see
Limitation on certain tax deductions in Section C). In addition,
limitations may apply in cases of restructurings and changes of
control. The DRD cannot be offset against several types of disal-
lowed expenses as well as against part of the taxable basis, de-
rived from abnormal or benevolent advantages, by a resident
company or branch from a related entity.

The standard withholding tax rate for dividends is 30%, but ex-
emptions and reduced withholding tax rates are applicable under
Belgian law or tax treaties.

As a consequence of the implementation of the EU Parent-
Subsidiary Directive, no withholding tax is due on dividends
distributed to a Belgian company or a company, resident of an-
other EU member state or a country with which Belgium has
concluded a tax treaty containing an exchange-of-information
clause, that owns at least 10% of the shares for an uninterrupted
period of one year.

A 30% withholding tax is also imposed in the event of the liqui-
dation of a company.
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However, small and medium-sized enterprises (SMEs) may al-
locate all or a part of their taxed profits to a liquidation reserve,
booked to a separate account, at a tax charge of 10%. If the lig-
uidation reserve is maintained until the liquidation of the com-
pany, no additional tax is levied on these funds. The distribution
of the funds to the shareholders before the liquidation of the
company is subject to an additional but favorable withholding tax
rate of 5% (distribution of a dividend after five years following
the last day of the tax period in which the reserve is formed), 17%
or 20% (distribution within five years).

Capital reductions, as well as qualifying reimbursements of share
premiums and profit certificates, are pro rata allocated to the
paid-in capital and to the reserves. The portion allocated to the
reserves is considered a dividend for tax purposes that is in prin-
ciple subject to withholding tax. That portion is first allocated to
the taxed reserves (whether or not incorporated in capital; no
withholding tax is imposed) and then to the tax-exempt reserves
(if any) incorporated in capital. Therefore, to the extent taxed
reserves are available, the tax-exempt reserves (if any) are not
affected. Non-distributable reserves and other (non-incorporated)
tax-exempt reserves (for example, provisions) fall out of scope of
this new pro rata rule.

Foreign tax relief. Income derived from a permanent establish-
ment abroad may be exempt under the provisions of a tax treaty.
A Belgian company that receives foreign-source interest income
and royalties subject to a foreign withholding tax can claim a
foreign tax credit in Belgium if certain conditions are satisfied.
The maximum foreign tax credit that may be claimed equals 15/ss
of the net income at the border.

C. Determination of trading income

General. Taxable income is based on income reported in the an-
nual financial statements and includes all gains, profits, costs,
dividends, interest, royalties and other types of income.

Deductible expenses. Certain business expenses are not deduct-
ible for tax purposes, such as certain car expenses, 31% of res-
taurant expenses and 50% of entertainment expenses.

Decrease and abolition of tax deductions for carbon-emitting
company cars. The tax treatment of company cars will evolve,
and as 0f 2026, costs related to company cars will only be eligible
for tax deductions in case of a zero-emission company car. A
grandfathering rule is foreseen for tax deductions related to non-
hybrid company cars purchased, rented or leased before 1 July
2023 as well as a transitional regime for non-hybrid company
cars purchased, leased or rented between 1 July 2023 and
31 December 2025 (phasing-out principle).

The electrification of the Belgian company car fleet will increase
the need for infrastructure to charge electric cars. Companies are
encouraged to invest in publicly accessible (to third parties)
charging infrastructure by introducing an increased cost deduction
for the depreciation of newly installed publicly accessible
charging stations, applicable conditionally on eligible investments
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made from 1 September 2021 until 31 August 2024. The

following rates apply:

* Investments made between 1 September 2021 and 31 December
2022: 200%

* Investments made between 1 January 2023 and 31 August
2024: 150%

* Investments as of 1 September 2024: 100%

A special reporting obligation is introduced as from the 2022 tax
year (financial years starting as from 1 January 2021).

Limitation on certain tax deductions. The use of certain deduc-

tions is limited to EUR1 million plus 70% of the taxable income

in excess of EUR1 million. Therefore, 30% of the tax base in

excess of EUR1 million cannot be offset and is a minimum tax

base. The limitation applies to the following:

* Carried forward tax losses

* Carried forward DRD

* Carried forward innovation income deduction

* Carried forward NID (calculated before the 2019 tax year) (see
Notional interest deduction in Section B)

* Incremental NID (calculated as of the 2019 tax year)

However, other deductions can be applied without the limitation,

including the following:

* Nontaxable items (for example, gifts and exemptions in accor-
dance with double tax treaties)

* Current year DRD

* Patent income deduction

* Current year innovation deduction

* Current year and carried forward investment deduction

* Group contributions in the context of the new tax consolidation
regime

The limitation does not apply to startup companies for the first
four tax years.

Inventories. Stock values may not exceed the lower of cost or
market value; cost is defined as the purchase price of raw materi-
als plus direct and indirect production costs. However, the inclu-
sion of indirect production costs is optional. Accepted valuation
methods are first-in, first-out (FIFO); last-in, first-out (LIFO);
and weighted average. Valuation of stocks at replacement cost is
not allowed.

Provisions. Provisions for liabilities and charges are exempt from
tax if they relate to contractual, legal or regulatory obligations
existing at the end of the financial year. This rule applies only for
provisions and additions as of 2018 and for additions as of 2018
to provisions recorded before 2018.

Depreciation. In principle, depreciation rates are determined based
on the anticipated useful economic life of the assets. The follow-
ing straight-line rates are generally accepted.

Asset Rate (%)
Office buildings 3
Industrial buildings 5

Chemical plants 8to 12.5
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Asset Rate (%)
Machinery and equipment (including

information technology) 10to 20
Office furniture and equipment 10to 15
Rolling stock (motor vehicles) 20to0 33
Small tools 33to 100

The accelerated depreciation method (for some assets, a higher
depreciation rate could be applied during the first years of the
investment with a maximum of 40% of the acquisition value) is
no longer allowed for assets acquired or established from
1 January 2020.

Research and development (R&D) investments must be amortized
for tax purposes using the straight-line method over a period of at
least three years. All other intangible assets must be amortized for
tax purposes using the straight-line method over a period of at
least five years.

Investment deduction. A 13.5% investment deduction is available
for specific investments and under certain conditions (for example,
investments in environmentally friendly R&D, energy savings and
related patents) and a 3% investment deduction is available for
reusable packaging. A company can opt for a spread investment
deduction of 20.5% (2021 tax year) and can accordingly deduct
each year 20.5% of the annual amortization. For other investments,
and as from 1 January 2020, SMEs can apply an investment
deduction of 8%. These companies are also entitled to a specific
investment deduction of 13.5% for investments in fixed digital
assets, such as payment systems and cybersecurity systems and a
20.5% investment deduction for security-related investments. As
a result of the COVID-19 pandemic, the investment deduction for
SME:s is increased to 25% for fixed assets obtained or established
between 12 March 2020 and 31 December 2022. If the company
has insufficient taxable income, the investment deduction can be
carried forward to the subsequent tax year. The amount of unused
investment deduction with respect to fixed assets obtained or
established until 31 December 2021 can be carried forward to the
following two tax years.

For investments in R&D, a company can irrevocably opt for a tax
credit instead of a deduction at the same rate as the investment
deduction. As opposed to the investment deduction, this tax credit
is effectively paid out if a company has insufficient taxable in-
come for five consecutive tax years.

Tax incentives exist for investment in Belgian audiovisual works
(see Section B) and for the shipping industry (tonnage tax).

Under the recent law on the tax and social greening of mobility,
an increased investment deduction of 35% (2022 fiscal year) is
available for investments in the following:

* Newly acquired zero-emission trucks

* Charging stations for zero-emission trucks

* Infrastructure for hydrogen.

The total investment deduction for these investments is limited to
EURG60 million and a company can only benefit from this in-
creased investment deduction under certain conditions (among



BELGIUM 173

other conditions, no social security debts and no regional grants
received for the investment).

Innovation deduction. The OECD required Belgium to abolish the
patent income deduction and replace it with a Base Erosion and
Profit Shifting (BEPS)-compliant regime.

Under the innovation deduction regime, the taxpayer should be
owner, co-owner, licensee, usufruct or (economic) rights holder of
intellectual property (IP) rights. The regime (under conditions)
applies to, among others, patents, medicinal products, software
and plant-variety rights. The IP should not be recorded as an asset
on the balance sheet in order to qualify for the innovation deduc-
tion, unless the taxpayer will apply the innovation deduction to
capital gains.

The innovation deduction provides for a deduction of 85% of the

qualifying net income from IP, effectively reducing the related
maximum effective tax rate to 3.8% for the 2021 financial year.

The income derived from the qualifying IP should be included in
the Belgian tax base and should be at arm’s length. The following
is the equation for calculating the innovation deduction:

Innovation deduction = Net IP income x nexus ratio x 85%

In the above equation, “net IP income” means the income after
deduction of overall expenditures incurred for the development
or acquisition of the IP right to the extent included in expenses.
In addition, a recapture of prior year expenses (incurred after
30 June 2016) up to seven years is possible.

The following is the “nexus ratio”:

Qualifying expenditures x 130%
Overall expenditures

“Qualifying expenditures” relate to R&D expenditures incurred
by the taxpayer, including outsourcing to unrelated parties and
excluding expenditures for the acquisition of IP or outsourcing to
related parties.

The following are other significant features of the innovation

deduction:

* Carryforward of unused innovation deductions to subsequent
tax periods (however, see Limitation on certain tax deductions)

* Tax neutrality in the context of reorganizations

* Possible combination with other R&D incentives

* No R&D center requirement

* No limitations in time or amounts

When applying the innovation deduction, a taxpayer should keep

specific information and documentation available for the tax

authorities, such as the following:

* Determination of the gross innovation income (for example,
transfer-pricing methods)

* Determination of the costs that must be deducted from the
gross innovation income

* Methodology used to calculate the nexus ratio
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A set of analytical accounts should be the basis for certain infor-
mation.

Taxpayers may request tax rulings to obtain legal certainty re-
garding the conditions and the calculation of the innovation de-
duction (see Advance rulings in Section B).

Relief for losses. In general, companies may carry forward tax
losses without limitations. However, a general limitation on
certain deductions, including carried forward tax losses, applies
(see Limitation on certain tax deductions) and certain limita-
tions may apply in cases of restructurings and changes of
control.

Tax losses cannot be carried back.

As of the 2020 tax year (financial years starting on or after
1 January 2019), it is also possible to offset losses suffered by a
group company for tax purposes with profits from another group
company (see Groups of companies). Belgian legislation pro-
vides for a limitation of losses incurred by foreign permanent
establishments (as of the 2021 tax year [financial years starting
on or after 1 January 2020]). Tax losses incurred by a foreign
permanent establishment of a Belgian company of which the in-
come is treaty exempt in Belgium is no longer tax deductible
from the tax base of the Belgian company. The losses remain
deductible only if they cannot be used to offset the profits of the
Belgian branch abroad and are considered as final losses in-
curred in a branch located in the EEA. If such losses cannot be
fully used, they are in principle transferable and can be deducted
in a later tax period to the extent that they exceed the profits ex-
empted by the double tax treaty. These losses will not be consid-
ered final if the company resumes (the same or other) activities
in the permanent establishment state within three years after ter-
minating the initial activities and deducting the losses (recapture
rule applies in the financial year in which the activities are re-
commenced).

Groups of companies. As of the 2020 tax year (financial years
starting on or after 1 January 2019), new rules of group taxation
are applicable. Under this new regime, a group company that is
in a taxpaying position can make a tax-deductible group contri-
bution to another group company that is in a loss position. This
group contribution is taxable in the hands of the receiving group
company and may be offset with the current year tax loss. The
receiving group company is remunerated for the use of its tax
loss by the contributing company for the amount of the tax saving
realized by the latter.

Group contributions are available for Belgian resident group
companies and Belgian establishments of EEA group companies.
They may be made between parents and subsidiaries with direct
90% participation and between sister companies with a direct
joint 90% (Belgian or foreign) resident parent. The minimum
participation must have been maintained for an uninterrupted
period of at least five years as of 1 January of the fourth calendar
year before the tax year. As a result, newly established group
companies must wait five years before group contributions are
possible.
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A group contribution agreement (template agreement provided
by the Belgian tax authorities) should be concluded by the con-
tributing and receiving company. The agreement is a mandatory
attachment to the corporate income tax return.

Specific rules apply if, during the five-year period, one of the
parties to a group contribution agreement was involved in, or
incorporated pursuant to, a restructuring (regardless of whether it
was tax-neutral).

Group contributions are not possible by or with an entity that
benefits from a special tax regime (for example, tonnage tax re-
gime).

D. Other significant taxes

The following table summarizes other significant taxes.

Nature of tax Rate (%)
Value-added tax, standard rate 21
Social security contributions, on gross salary
Employer (approximately) 35
Employee 13.07

Real estate tax; rate depends on location

(allowed as a deductible expense for

corporate income tax purposes) Various
Environmental tax; rate depends on the

location and the activity or product; tax

is not deductible for corporate income

tax purposes Various
Registration duties, on contributions to

companies 0
Registration duties on the transfer of

immovable property 6/12.5

E. Miscellaneous matters

Foreign-exchange controls. Payments and transfers do not require
prior authorization. However, for statistical purposes, financial
institutions are required to report all transactions with foreign coun-
tries to the National Bank of Belgium. Resident individual enter-
prises are also subject to this reporting obligation if they conclude
the transactions through nonresident institutions or directly.

Transfer pricing. The Belgian Income Tax Code (ITC) contains
anti-avoidance provisions that relate to specific aspects of trans-
fer pricing. “Abnormal and gratuitous advantages” granted by a
Belgian enterprise are added to the tax base of the Belgian enter-
prise, unless the advantages are directly or indirectly part of the
taxable income of the recipient in Belgium. The ITC also contains
anti-avoidance provisions concerning royalties, interest on loans
and other items, as well as a provision on the transfer of certain
types of assets abroad. Under these provisions, the taxpayer must
demonstrate the bona fide nature of the transaction.

Qualifying multinationals must fulfill transfer-pricing documen-
tation requirements (Master File, Local File and Country-by-
Country Reporting).

A Transfer Pricing Circular provides the Belgian interpretation of
the OECD Guidelines, without the intention to deviate from it.
The Transfer Pricing Circular also states that any future changes
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to the OECD Guidelines can be assumed to be generally followed
by the Belgian tax authorities.

Interest limitation rule. As part of the Belgian corporate tax re-
form, Belgium implemented the EU Anti-Tax Avoidance
Directive (ATAD), which resulted in the introduction of the inter-
est limitation rule into Belgian legislation, applicable from the
2020 tax year (financial years starting on or after 1 January
2019).

Under the new interest limitation rule, the tax deductibility of net
interest charges (“exceeding borrowing cost”) is limited to the
higher of the following:

* 30% of the taxable earnings before interest, taxes, depreciation
and amortization (EBITDA) of the Belgian company or perma-
nent establishment.

* Minimum threshold of EUR3 million. The EUR3 million
threshold is the total amount for all Belgian group companies and
permanent establishments and should be divided proportionally
between all the Belgian group companies and permanent
establishments. Multiple alternatives to proportionally allocate
this amount are available.

The net interest charges are equal to the positive difference be-
tween interest expenses (interest and economically equivalent
expenses) and interest income (interest and economically equiva-
lent income). Economically equivalent income and expenses are,
for example, foreign-exchange differences related to interest
payments in the framework of a loan agreement, guarantee provi-
sions and discounts on interest-free or abnormally low-interest
loans.

Calculating the taxable EBITDA requires the application of a
specific and very technical methodology, particularly if the group
has more than one Belgian company or permanent establishment.

Positive taxable EBITDA should be compensated with negative
taxable EBITDA within the Belgian group, which may signifi-
cantly reduce the overall deduction capacity. However, compa-
nies are allowed to opt out of the calculation of the taxable
EBITDA if the exceeding borrowing cost is below EUR3 million.

Excess deduction capacity can be shared by a Belgian company
or permanent establishment with another Belgian company or
permanent establishment of the group. The shared amount is
added to the threshold of one company and deducted from the
threshold of the other company. This transfer requires the conclu-
sion of a compulsory yearly agreement (template provided by the
Belgian tax authorities), to be attached to the corporate income
tax return.

The net interest charges, to the extent that they are disallowed
under the 30% EBITDA rule (resulting from a lack of sufficient
deduction capacity), can be carried forward to future tax periods.

The new interest limitation rule does not apply to interest on
loans concluded for the purpose of long-term public infrastruc-
ture projects and to interest related to grandfathered loans (loans
concluded before 17 June 2016 that have not fundamentally
changed since that date). These grandfathered loans remain sub-
ject to the old 5:1 thin-capitalization rules (if applicable). The tax
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authorities have clarified the notion “fundamentally modified”
and identified a number of fundamental modifications and non-
fundamental modifications (non-exhaustive).

Controlled foreign companies. Part of the Belgian corporate tax
reform and the implementation of the EU Anti-Tax Avoidance
Directive (ATAD) was the introduction in Belgium of controlled
foreign company (CFC) legislation (applicable from the 2020 tax
year [financial years starting on or after 1 January 2019]). This
new legislation targets artificial constructions that are set up with
the essential purpose of obtaining a tax advantage (that is, when
profit is shifted from a controlling Belgian entity for the benefit
of the CFC).

Under the new legislation, the non-distributed profits should be
realized by the CFC in the context of a non-genuine (series of)
arrangement(s), set up with the essential purpose of obtaining a
tax advantage (determination on a transfer-pricing basis [transac-
tional approach]); that is, there is a mismatch between the owner-
ship of certain assets and risks undertaken by the CFC on the one
hand and the exercise of significant people functions relating to
these assets and risks by the controlling Belgian entity on the
other hand.

To the extent that they arise from a non-genuine arrangement,
these non-distributed profits are added to the tax base of the
Belgian parent, but only if both of the following conditions are
met:

* Control condition: For foreign subsidiaries, the Belgian com-
pany should directly or indirectly hold the majority of the vot-
ing rights, should own a participation of at least 50% of the
capital or should be entitled to receive at least 50% of the
profits. Permanent establishments of the Belgian company are
also in scope.

Low taxation condition: The foreign subsidiary or permanent
establishment should be located in a jurisdiction where it is not
subject to income tax or where it is subject to income tax that
is less than one-half of the Belgian corporate income tax or
supplementary Belgian corporate income tax that would have
been due if the foreign subsidiary or permanent establishment
would have been located in Belgium (“as if” provision), pro-
vided that the income tax calculated under Belgian rules for the
CFC is not less than 12.5% (at a rate of 25%).

If the foreign company is located in a jurisdiction listed on the
EU prohibited list of non-cooperative jurisdictions, the
non-distributed profits will automatically be added to the taxable
basis of the Belgian taxpayer without testing the effective tax rate
and without limiting the inclusion to the income controlled and
attributed to the Belgian parent company. The measure applies to
tax periods ending on or after 31 December 2020.

A special reporting obligation should be fulfilled if all or part of
the CFC profits are taxed in Belgium in a given year with the
application of the CFC rules. The name, legal form, address and
identification number of the CFC of which the profits are en-
tirely or partially taxed in the hands of the controlling Belgian
entity should be reported in the yearly corporate income tax
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declaration. No reporting obligation applies if there is a CFC but
no CFC profit is taxed in Belgium.

Hybrid mismatches. From the 2020 tax year (financial years start-
ing on or after 1 January 2019), a complex set of domestic rules
enters into force to target so-called hybrid mismatches (transposi-
tion of the EU ATAD I and II).

The anti-hybrid rules distinguish between hybrid entities, hybrid
transfers, reverse hybrids, hybrid PEs and dual residents, target-
ing so-called double deduction and deduction non-inclusion
outcomes.

As a result of Belgium’s proactive approach, it will be key to
timely identify hybrid situations involving Belgium (or other
early-moving jurisdictions) and take appropriate action when
necessary. New legislation that will contain some substantial
amendments of the existing definitions and rules is expected.

Exit taxation. In addition to a step-up to market value on inbound
relocations of assets, migrations and restructurings, the exit tax
regime is broadened as of the 2020 tax year (financial years start-
ing on or after 1 January 2019) in order to capture the transfer of
assets from a Belgian head office to a foreign permanent estab-
lishment as a taxable event.

Broadened Belgian permanent establishment definition. In the
context of the corporate tax reform and in order to tackle the ar-
tificial avoidance of permanent establishment status through
commissionaire arrangements and similar strategies, a more
economic approach is implemented for the recognition of perma-
nent establishments for domestic purposes (applicable as of
2020), further aligning the Belgian permanent establishment
definition with BEPS Action 7. In particular, the rules on inde-
pendent agents target a broader range of situations. For example,
a Belgian permanent establishment exists if an independent agent
acts on behalf of foreign company, even if there is no authority to
conclude contracts on behalf of that company. Because these new
rules may result in a higher risk of having a permanent establish-
ment in Belgium, foreign companies should review potential
permanent establishment situations and re-evaluate past assess-
ments. They should also consider the impact of the Multilateral
Convention to Implement Tax Treaty Related Measures to
Prevent BEPS in this respect (Multilateral Instrument, or MLI;
see Multilateral Convention to Implement Tax Treaty Related
Measures to Prevent BEPS).

Multilateral Convention to Implement Tax Treaty Related Measures
to Prevent BEPS. The MLI entered into force for Belgium
1 October 2019 and is effective with respect to taxes withheld at
source from 1 January 2020 and with respect to all other taxes
levied as of tax periods beginning on or after 1 April 2020.

Mandatory disclosure regime. Belgium transposed EU Directive
(2018/822) (DAC6), and the new Belgian Mandatory Disclosure
Rules (MDR) legislation is broadly aligned to the requirements
of the directive. EU intermediaries and relevant taxpayers must
report cross-border arrangements that meet at least one of the
hallmarks listed in the directive. The Belgian tax authorities
published Frequently Asked Questions with respect to the
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interpretation of certain DAC6 requirements and terminology.
The reporting obligations were already challenged before the
Belgian Constitutional Court because the definition of an
intermediary is broad, capturing lawyers and advisers who must
maintain professional secrecy. In this respect, a preliminary
ruling request was introduced before the European Court of
Justice (Case C-694/20).

Tax dispute resolution mechanism. EU Directive 2017/1852 on
tax dispute resolution mechanisms in the EU is implemented in
Belgian law. More specifically, in addition to the current proce-
dures relating to transfer-pricing disputes and the allocation of
profits to permanent establishments, Belgian law provides for a
specific procedure for the settlement of disputes between mem-
ber states arising from interpretational differences regarding
double tax treaties when these differences result in double taxa-
tion.

Reconstitution reserve. The reconstitution reserve is introduced
as a COVID-19 pandemic tax measure and intends to help
companies reconstitute their solvency that has suffered due to the
COVID-19 pandemic. The reconstitution reserve is introduced as
a COVID-19 pandemic tax measure and intends to help companies
reconstitute their solvency, which has suffered due to the
COVID-19 pandemic. In practice, this reserve would allow
companies, during three consecutive tax periods relating to the
2022, 2023 and 2024 tax years (financial years starting on or
after 1 January 2021, 1 January 2022 and 1 January 2023), to
exempt profits corresponding to the amount of losses they
incurred in 2020 (COVID-19-year), under the conditions of
maintaining their equity position as well as at least 85% of their
existing employment spending. The reserve is subject to the
intangibility condition, meaning that the reserve may become
taxable on the liquidation of the company or when the reserve is
used for distribution.

The measure does not apply to the following:

» Companies performing a capital decrease or a share buyback or
paying dividends in the period from 12 March 2020 until the
day of filing the tax return relating to a tax year in which a re-
serve is built up

» Companies making payments to companies located in tax ha-
vens (unless supported by valid business reasons and unless
they do not exceed EUR100,000) or having share participations
in companies located in tax havens

» Companies that benefit from a special tax regime such as
cooperative participation companies, companies subject to the
special tax regime for shipping companies and real estate
investment companies

For each tax year concerned, a special form must be annexed to
the annual corporate income tax return.

Expatriate tax regime. For all employments or assignments start-
ing as of 1 January 2022, a new tax regime for foreign executives
and researchers entered into force.

Under the new regime, individuals assigned to Belgium (or re-
cruited from abroad) and living in Belgium are considered
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Belgian tax residents and are taxable in Belgium on their world-
wide income. The new regime is applicable conditionally.

According to the new rules, an employer can reimburse or com-
pensate the employee for recurring additional “costs proper to the
employer” (for example, cost of living and housing and home
leave) resulting from the assignment or recruitment from abroad.
The tax-free character of the reimbursement is limited to 30% of
the employee’s gross remuneration (excluding the cost reim-
bursements itself), limited to a maximum amount of EUR90,000
per year. In addition, some costs can be reimbursed tax free by
the employer without any specific cap (for example, moving and
relocation costs, costs for furnishing the accommodation in
Belgium [up to one month of rent] and certain school fees [from
the age of 9]).

The new regime and its benefits will be available for a fixed pe-
riod of five years, with a possible extension of three years.

F. Treaty withholding tax rates

The rates in the table below reflect the lower of the treaty rate and
the rate under domestic tax law on outbound dividends. Belgium
provides an exemption from dividend withholding tax for compa-
nies located in jurisdictions with which Belgium has entered into
a tax treaty. The exemption is subject to the same conditions as
those contained in the EU Parent-Subsidiary Directive. However,
the treaty must contain an exchange-of-information clause. As a
result, certain jurisdictions are excluded.

With respect to taxes withheld at source, from 1 January 2020,
the applicability of the Principle Purpose Test (PPT) as embed-
ded in the MLI (see Multilateral Convention to Implement Tax
Treaty Related Measures to Prevent BEPS in Section E) to
individual treaties must be reviewed. In addition, Belgium has
elected the optional inclusion of a discretionary relief provision
of Section 4 of Article 7 of the MLI when treaty benefits are
denied under the PPT.

Dividends
Rate for
General qualifying
rate companies (@) Interest Royalties
% % % %
Albania 15 5 5 5
Algeria 15 15 0/15 (c) 515 (d)
Argentina 15 (e) 10 (e) 0/12 (c)(e) 3/5/10/15(e)(f)
Armenia 15 5(g) 0/10 (c) 8
Australia 15 15 10 10
Austria 15 (b) 15 0/15 (n) 0/10 (h)
Azerbaijan 15 510 (i) 0/10 (§) 5/10 (k)
Bahrain 10 0(p) 0/5 (n) 0
Bangladesh 15 15 15 10
Belarus 15 5 10 5
Bosnia and
Herzegovina 15 (b) 10 15 10
Brazil 15 10 (g) 10/15(c)  10/15/20 (m)
Bulgaria 10 (b) 10 0/10 (c)(n) 5
Canada 15 5(g) 10 0/10 (o)

Chile 15 0(p) 4/5/10/15(Q)r) 2/5/10(s)
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General
rate

%
China Mainland 10
Congo (Democratic

Republic of) 10 (e)
Cote d’Ivoire 15
Croatia 15
Cyprus 15 (b)
Czech Republic 15 (b)
Denmark 15 (b)
Ecuador 15
Egypt 20
Estonia 15 (b)
Finland 15 (b)
France 15 (b)
Gabon 15
Georgia 15
Germany 15 (b)
Ghana 15
Greece 15 (b)
Hong Kong 15
Hungary 10 (b)
Iceland 15
India 15
Indonesia 15
Ireland 15 (b)
Israel 15
Italy 15 (b)
Japan (cc) 10
Kazakhstan 15
Korea (South) 15
Kosovo (1) 15
Kuwait 10
Kyrgyzstan (ee) 15
Latvia 15 (b)
Lithuania 15 (b)
Luxembourg 15 (b)
Malaysia 15
Malta 15 (b)
Mauritius 10
Mexico 10
Moldova (ee) 15
Mongolia 15
Montenegro (1) 15
Morocco 10
Netherlands 15 (b)
New Zealand 15
Nigeria 15
North Macedonia 15
Norway

Pakistan 15
Philippines 15
Poland 10 (b)
Portugal 15 (b)

Romania 15 (b)

5/15 (000) 0/5/15 (nn)
1015 (pp) 15

Rate for
qualifying
companies @) Interest
% %
5 10

5(e) 0/10 (c)(e)
15 16
5(g) 0/10 (c)(n)

10 0/10 (n)
5 0/10 (c)(n)
0 10
5/15 (u) 0/10 (c)
15 15
5 10
5 0/10 (n)(x)
10 (g) 15
15 0/15 (x)
5 0/10 (c)
15 0/15 (z)
5(g) 0/10 (c)
5 5/10 (qqq)
0/5 (aa) 0/10 (c)(n)
10 0/15 (n)(x)
5(2) 0/10 (c)(n)
15 10/15 (c)
10 10
15 0/15 (c)(n)
15 15
15 15
0 (ss) 0/10 (pp)
5(2) 10
15 10
10 15
0 (dd) 0
15 0/15 (c)(n)
5 10
5 10
10 (hh) 0/15 (z)
15 10 (jj)
15 10

5(9) 0/10 (c)(n)
0(l)  0/5/10(qqq)

15 0/15 (c)(n)

5(g) 0/10 (¢)(n)
10 15
0.5 10

0/5(mm)  0/10(z)

15 10
12.5(g) 125
0/5 (i) 10

0/10 (z)

10(g 010 ()
0 (tf) 0/5 (uu)

15 0/15 (c)
5 10

Royalties

%
7

10 (¢)
10
0
0
0/5/10 (t)
0

10
1525 (v)
0/5/10 (w)

0/5 (k)
0

10
5/10 (y)
0

10
5
5
0
0
1020 (bb)
10
0
0/10 (d)

0/5/10 (ff)
0/5/10 (gg)
0

10 (kk)
0/10 (k)
0
10
0
5
10
10
0
10
125
10

0

0/15/20 (qq)

15
5
10
5
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Dividends
Rate for
General qualifying
rate companies @) Interest Royalties
% % % %
Russian Federation 10 10 0/10 (c) 0
Rwanda 15 0(w) 0/10 (ww) 10
San Marino 15 0/5 (xx) 0/10 (c) 5
Senegal 15 15 15 10
Serbia (1) 15 10 15 10
Seychelles 15 0/5 (yy)  0/5/10 (qqq) 5
Singapore 15 5(g) 5 5(z2)
Slovak Republic 15 (b) 5 0/10 (c)(x) 5
Slovenia 15 (b) 5 0/10 (z) 5
South Africa 15 5 0/10 (c)(n) 0
Spain 15 (b) 0 0/10 (x) 5
Sri Lanka 15 15 10 10
Sweden 15 (b) S 0/10 (c)(n) 0
Switzerland 15 0/15 (aaa)  0/10 (bbb) 0
Taiwan 10 10 0/10 (z) 10
Tajikistan (ee) 15 15 0/15 (c)(n) 0
Thailand 20 15 1025 (ccc)  5/15(d)
Tunisia 15 5(g) 510 (c) 11
Turkey 5/20 (ddd) 5 (ddd) 15 10
Turkmenistan (ee) 15 15 0/15 (c)(n) 0
Ukraine 15 5(eee)  2/10(c) 0/10 (fff)
United Arab
Emirates 10 0/5 (ggg) 0/5 (ggg) 0/5 (ggg)
United Kingdom 10/15 (b)(hhh) 0/15 (hhh)(iii) 0/10 (jjj) 0
United States 15 0/5 (kkk) — 0/15 (1) 0
Uruguay 15 (e) 5@)g)  0/10 (e)(mmm) 10 (e)
Uzbekistan 15 5(g) 0/10 (c) 5
Venezuela 15 S 0/10 (c)(n) 5
Vietnam 15 5/10 (nnn) 10 5/10/15 (00)
Non-treaty
jurisdictions 30 30 30 30
(a) Reduced rates apply to outbound dividends if the recipient holds directly or

(b)

()
(d)
(e)
®
(8)
(h)
(@)

indirectly the level of participation indicated in the treaty. The level of par-

ticipation is generally 25% of the capital or voting power, unless stated oth-

erwise in a footnote.

As a consequence of the implementation of the EU Parent-Subsidiary

Directive, no withholding tax is due on dividends distributed to a Belgian

company or a company, resident of another EU member state or a country

with which Belgium has concluded a tax treaty containing an exchange-of-

information clause, that owns at least 10% of the shares for an uninterrupted

period of one year.

The lower rate applies conditionally to interest paid on commercial debt

claims and to banks.

The lower rate applies to copyright royalties (excluding royalties with respect

to copyrights on films and certain other items).

A most-favored-nation clause may be applicable.

The rates are 3% for news items, 5% on copyrights (excluding copyrights on

films and certain other items) and 10% on computer software, patents, trade-

marks, equipment leasing and know-how.

The minimum holding requirement is 10%.

The 10% rate applies if the Austrian company owns more than 50% of the

capital in the Belgian company.

The rate is 5% if either of the following circumstances exist:

+ The Azerbaijani company owns at least 30% of the capital in the Belgian
company and has invested at least USD500,000 in that company.

* The Azerbaijani company has invested at least USD10 million in the
Belgian company.
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The rate is 10% if the Azerbaijani company owns at least 10% of the capital
in the Belgian company and has invested at least USD75,000 in that compa-

ny.

(j) The 0% rate applies to interest on commercial debt claims.

(k) The lower rate applies to copyright royalties with respect to films and certain
other items.

(I) The tax treaty between Belgium and the former Yugoslavia is applicable.

(m) The 10% rate applies to copyright royalties with respect to films and certain
other items. The 20% rate applies to royalties with respect to trademarks and
commercial names. The 15% rate applies to other royalties.

(n) The lower rate applies conditionally to interest on bank deposits.

(o) The lower rate applies to royalties with respect to copyrights (excluding
copyrights on films and certain other items), computer software, patents and
know-how.

(p) The minimum holding requirement is 10% for an uninterrupted period of 12
months.

(q) The 5% rate applies to interest on loans granted by banks and insurance
companies, and interest on bonds or securities that are regularly and substan-
tially traded on a regulated securities market.

(r) The rates under the treaty are in principle 5% and 15%, but by application of
the most-favored-nation clause, the applicable rate can differ (tax treaties
with Australia and Japan).

(s) The rates under the treaty are in principle 5% and 10%, but by application of
the most-favored-nation clause, the applicable rate can be 2% (Chile-Japan
tax treaty).

(t) The rate under the treaty is 10%, but by application of the most-favored-
nation clause, the applicable rate can differ (tax treaties between the Czech
Republic and the Slovak Republic, and between Austria and Belgium).

(u) The rate under the treaty is 15%, but by application of the most-favored-
nation clause, the applicable rate can differ (China Mainland-Ecuador tax
treaty).

(v) The 25% rate applies to royalties with respect to trademarks.

(w) The rates under the treaty are 5% (equipment leasing) and 10%, but by appli-
cation of the most-favored nation clause, the rates can be reduced to 0% for
royalties (as defined).

(x) The lower rate applies to interest on current accounts and on advance pay-
ments between banks.

(y) The 5% rate applies if the beneficial owner is an enterprise of Georgia.

(z) The 0% rate applies if the recipient is an enterprise. This does not apply to
the following:

+ Interest on bonds
+ Interest paid by a company to a company owning at least 25% of the paying
company’s voting power or shares

(aa) The 0% rate applies if the Hong Kong company has owned directly at least
25% of the capital in the Belgian company continuously for at least 12
months. The 5% rate applies if the Hong Kong company owns directly at least
10% of the capital in the Belgian company.

(bb) The rate under the treaty is 20%, but by application of the most-favored-
nation clause, the applicable rate can differ.

(cc) These are the rates under a new treaty between Belgium and Japan, which is
effective from 1 January 2020.

It has owned directly or indirectly at least 10% of the voting power of the

paying company for at least six months ending on the date on which entitle-

ment to the dividends is determined (excluding dividends that are deduct-
ible in computing the taxable income of the company paying the dividends
in its resident state).

It is a qualifying pension fund.

The general withholding tax for interest will be 10%. This rate can be condi-
tionally reduced to 0% (for application of the lower rate, consult the tax
treaty). A 0% withholding tax rate will apply to royalties.

(dd) This rate applies to dividends paid to the Kuwaiti government or to a com-
pany that is at least 25%-owned by the Kuwaiti government.

(ee) The tax treaty between Belgium and the former USSR applies.

(ff) The rates for royalties under the treaty are 5% for equipment leasing and 10%
in all other cases. A most-favored-nation clause may be applicable under
which the rate is reduced to 0% (Japan-Latvia tax treaty).

(gg) The rates for royalties under the treaty are 5% for equipment leasing and 10%
in all other cases. A most-favored-nation clause may be applicable under
which the rate is reduced to 0% (Japan-Lithuania tax treaty).

(hh) The minimum holding requirement is 25% or a purchase price of at least
EUR6,197,338.
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(if)

)

(kk)

(m

(mm)

(nn)

(00)

(pp)

(q9)

(tr)
(s3)

(tt)

(uu)

(vv)

(ww)

(xx)

(yy)

(z2)

The 0% rate applies if the North Macedonian company has owned
directly at least 25% of the capital in the Belgian company continuously
for at least 12 months. The 5% rate applies in the case of a 10% sharehold-
ing.

The domestic rate applies, unless the interest is paid by an enterprise

engaged in an industrial undertaking. In that case, the rate may not exceed

10%.

The domestic rate applies to artistic copyright royalties (including royal-

ties with respect to films and certain other items). For other royalties, the

rate may not exceed 10%.

The lower rate applies to dividends paid to the following:

* A company that holds at least 10% of the capital of the company paying
the dividends for an uninterrupted period of at least 12 months

* A qualifying pension fund

The minimum holding requirement is 25%.

The 5% rate applies if the beneficial owner is a pension fund. Conditions

apply. The 0% rate applies if the beneficial owner is either of the follow-

ing:

* A company that holds directly at least 10% of the capital of the com-
pany paying the dividends for an uninterrupted period of at least 12
months

* A Norwegian political subdivision or local authority, the Central Bank
of Norway, the Norwegian Government Pension Fund Global, a statu-
tory body or any institution wholly or mainly owned by the government
of Norway, or a political subdivision or local authority thereof

The 5% rate applies to royalties on patents and industrial and scientific

know-how. The 10% rate applies to royalties on trademarks and commer-

cial know-how.

The general withholding tax for interest is 10%. This rate can be condi-

tionally reduced to 0% (for application of the lower rate, consult the tax

treaty).

The rate is 0% royalties on copyrights (excluding royalties with respect to

films and certain other items.). The rate is 15% with respect to royalties

on know-how.

The 0% rate applies to interest on government bonds or on guaranteed or

insured loans or credits.

The 0% rate applies if the beneficial owner is a company that satisfies

either of the following conditions:

It has owned directly or indirectly at least 10% of the voting power of

the paying company for at least six months ending on the date on which

entitlement to the dividends is determined (excluding dividends that are
deductible in computing the taxable income of the company paying the
dividends in its resident state).

It is a qualifying pension fund.

The 0% rate applies to dividends paid to the following:

* A Polish company that owns directly at least 10% of the capital of the
Belgian company for a for an uninterrupted period of at least 24 months

* A qualifying pension fund

The 0% rate applies to interest on loans granted by banking enterprises,

excluding loans represented by bearer securities, and to interest paid to

qualifying pension funds.

The 0% rate applies if the Rwanda company has owned directly at least

25% of the capital in the Belgian company continuously for at least 12

months and does not enjoy the benefit of special measures to promote

economic development.

The lower rate applies if both of the following conditions are satisfied:

* The Rwanda company holds directly or indirectly at least 35% of the
capital in the Belgian company.

* The amount of the loan(s) granted by the Rwanda company does not
exceed the amount of the equity of the Belgian company.

The 0% rate applies if the San Marino company has owned directly at

least 25% of the capital in the Belgian company continuously for at least

12 months. The 5% rate applies if the San Marino company has owned

directly at least 10% but less than 25% of the capital in the Belgian com-

pany continuously for at least 12 months.

The 0% rate applies if the company receiving the dividends holds shares

representing directly at least 25% of the capital of the company paying the

dividends for an uninterrupted period of at least 12 months. The 5% rate

applies if the company receiving the dividends holds directly at least 10%

of the capital of the company paying the dividends.

In the case of equipment leasing, the 5% rate is levied on 60% of the gross

amount of the royalties.
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(aaa)

(bbb)

(ccc)
(ddd)

(eee)

(ffh)
(gg2)
(hhh)

(i)

i

(kkk)

(1)

(mmm)

(nnn)

(000)

(ppP)

(qq9)

The 0% rate applies to dividends paid to the following:

* A Swiss company that owns directly at least 10% of the capital of the
Belgian company for an uninterrupted period of at least 12 months

* A pension fund

The 0% rate applies to interest on loans and credits granted by a company

and to interest paid to a pension fund.

The 10% rate applies to interest paid to a financial institution.

Under the protocol to the treaty, the rate is 5% dividends paid to Turkish

companies provided that the dividends received by a Belgian company

from a Turkish company are exempt, which is currently the case (the

general participation exemption). Otherwise, the treaty rate is 15% if the

Turkish company owns directly at least 10% of the capital of the Belgian

company and 20% in other cases.

The minimum holding requirement is 20%.

The higher rate applies to copyright royalties (including royalties with

respect to copyrights on films and certain other items).

The 0% rate applies to payments to financial institutions and public bod-

ies.

The higher rate applies to dividends paid out of income derived directly

or indirectly from immovable property by an investment vehicle that dis-

tributes most of this income annually and whose income from such

immovable property is exempted from tax.

The lower rate applies to dividends paid to the following:

* A company that holds at least 10% of the capital of the company paying
the dividends for an uninterrupted period of at least 12 months

* A pension scheme (conditionally)

The 0% rate applies to interest paid on loans or credits granted by an

enterprise to another enterprise and to interest paid to pension funds.

The 0% rate applies if the United States company owns at least 80% of

the voting power in the Belgian company for a 12-month period ending

on the date on which the dividends are declared. The 5% rate applies if

the United States company owns directly at least 10% of the voting power

in the Belgian company.

The 15% rate applies to interest on profit-sharing bonds.

The 0% rate applies to interest paid to pension funds in the context of

administering or monitoring pension schemes.

The 5% rate applies if the Vietnamese company owns directly or indi-

rectly at least 50% of the capital in the Belgian company. The 10% rate

applies if the Vietnamese company owns directly or indirectly at least

25%, but less than 50%, of the capital of the in the Belgian company.

The 5% rate applies if the beneficial owner is a pension fund. Conditions

apply.

The lower rate applies if a company in Pakistan is engaged in an indus-

trial undertaking and pays dividends to a Belgian company of which it

owns not less than 20% of the voting shares.

Consult the tax treaty for more information.
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A. At a glance

Corporate Income Tax Rate (%)
Capital Gains Tax Rate (%)
Branch Tax Rate (%)
Withholding Tax (%)
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B. Taxes on corporate income and gains
Bermuda does not impose income, withholding or capital gains
taxes.

C. Fees and other taxes

Annual fee. An annual government fee, based on the assessable
capital, is imposed on companies. The following is a schedule of
the fees for exempted companies (see Section D).

Capital of company

Exceeding Not exceeding Annual fee
BMD BMD BMD

0 12,000 2,095
12,000 120,000 4,275
120,000 1,200,000 6,590
1,200,000 12,000,000 8,780
12,000,000 100,000,000 10,980
100,000,000 500,000,000 19,605
500,000,000 — 32,676

Certain types of entities are not subject to the annual fee described
above. These entities are required to pay the following annual fees.

Entity Annual fee (BMD)
Overseas (Permit) company whose principal
business is

Finance, insurance or operation of an

open-end mutual fund 4,335

Any other business 25,000
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Entity Annual fee (BMD)
Overseas (Permit) company with a physical
presence in Bermuda 2,095

Overseas (Permit) company that does not
have a physical presence in Bermuda whose
principal business falls within one of the

specified categories 2,095
Unit trust management company 3,050
Exempted and overseas partnerships 2,350
Segregated accounts companies 295

Payroll tax. Payroll tax is imposed on all employers on the remu-
neration paid in their business. Taxable remuneration equals the
sum of wages, salaries and benefits paid in cash or in kind to
employees for services rendered during the tax period.

For payroll tax compliance purposes, the fiscal year in Bermuda
runs from 1 April through 31 March.

The Payroll Tax Amendment Act 2017 took effect on 1 April
2017. It increased the tax cap on gross earnings from BMD750,000
to BMD900,000, effective from 1 April 2017. It also changed the
structure of the payroll tax into the following two separate
portions:

» Employer portion

* Employee portion

These two portions must be calculated separately and reported by
employers on the quarterly payroll tax returns. The sum of the
two portions is the total payroll tax payable.

The employers remain responsible for the payment of both por-
tions. However, they have the option of deducting the employee
portion from employee remuneration in full or in part.

The employers are responsible for calculating the full employee
portion regardless of whether they deduct it from the employees.

The following are the payroll tax rates for the employer portion,
which are based on gross annual remuneration:

* Annual payroll greater than BMD1 million: 10.25%

 Annual payroll from BMD500,001 to BMD1 million: 9%

* Annual payroll from BMD200,000 to BMD500,000: 7%

* Annual payroll less than BMD200,000: 1.75%

Effective from 1 April 2017, the employee portion of payroll tax
is a separate amount and must be calculated separately from the
employer portion.

Although as noted above, employers have the option to deduct the
employee portion of payroll tax from employee remuneration, the
responsibility to pay the full amount of tax (employer and em-
ployee portions) to the Office of the Tax Commissioner still rests
with the employers.

Effective from 1 April 2020, the employee portion is calculated
using the following marginal tax rate structure:

* On the first BMD48,000 of annual payroll: 2%

* On the next BMD48,000: 8.5%

* On the next BMD139,000: 9%

* Thereafter: 9.5%
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Items exempt from the payroll tax base include employers’
contributions to social insurance, the Hospital Insurance Plan,
approved retirement plans, hospital and health schemes, life
insurance schemes, and workers’ compensation schemes.

Social security. All employers and employees must contribute to
the national insurance scheme. The social insurance contribution
rate is BMD71.84 per employee per week (based on a 52-week
year). The cost is typically shared equally between the employee
and the employer. As a result, BMD179.60 is generally deducted
from each employee’s monthly paycheck in a five-week month
and BMD143.68 is deducted from each employee’s monthly pay-
check in a four-week month. This amount, together with the em-
ployer’s matching contribution, is remitted to the Bermuda Social
Insurance Department.

Incorporation fees. The Bermuda Monetary Authority charge for
an application to register a company is BMD305. The government
fee for registering a memorandum of association is BMD90.

Financial Services Tax. Effective from 1 April 2017, Financial

Services Tax (FST) is imposed on the following financial ser-

vices providers:

* Banks: 0.005% on consolidated gross assets at the end of a tax
period

* Domestic insurers: 2.5% of gross premiums written in a tax
period, excluding premiums relating solely to health insurance

* Money service businesses: 1% of aggregated income and out-
going money transmission volume in a tax period

For purposes of the FST, the tax period is each period of three
calendar months beginning with the months of April, May and
June 2017.

Every financial services provider subject to FST must within 30
days after the end of each tax period submit to the Office of the
Tax Commissioner a return specifying the consolidated gross
assets, gross premiums or aggregated income, and outgoing
money transmission volume and pay the FST due with respect to
that tax period.

General Services Tax. Under a proposal, a General Services Tax
(GST) would be levied on turnover from the provision of most
services by service providers to the public. It is proposed that the
GST would be levied at a rate of 5%. This proposed tax would not
be implemented until 1 April 2019, at the earliest. Notable excep-
tions to the GST would be in the sectors of banking, insurance
and health care. Small service providers would also be exempt
from GST.

D. Stamp duty

Stamp duty is charged on various legal instruments, including
those detailed below.

Conveyance or transfer on sale of land or property. The follow-

ing are the rates of stamp duty for the sale of Bermuda land or

property:

* On the first BMD100,000 of the amount or value, or any part
thereof: 2%
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* On the next BMD400,000 of the amount or value, or any part
thereof: 3%

* On the next BMD500,000 of the amount or value, or any part
thereof: 4%

* On the next BMD500,000 of the amount or value or any part
thereof: 6%

« Amount in excess of BMD1,500,000: 7%

For non-Bermuda property, the rate is 1%.

Lease or agreement for lease. The following are the amounts of

stamp duty for a term lease:

* Term of up to three years: 1% of the aggregate rent

» Term of more than three years: 1% of the aggregate rent pay-
able for the first three years of the lease, plus 0.5% of the
aggregate rent payable for any additional period beyond three
years

E. Miscellaneous matters

Types of companies. The limited liability company is the most
common form of business entity in Bermuda. Limited liability
companies may be local, exempted or permit, as described below.

Local companies. Local companies are required to have at least
60% of their issued share capital beneficially owned and con-
trolled by Bermudians. Because this type of company is usually
formed for the benefit of residents of Bermuda, the local compa-
nies may transact business worldwide or in Bermuda only.

Exempted companies. An exempted company is the most com-
mon form used by international businesses to transact business
from Bermuda. Exempted companies are exempted from the
requirement imposed on local companies that at least 60% of the
equity be owned and controlled by Bermudians, as provided for
by the Companies Act of 1981. In general, exempted companies
may not compete with local companies in the Bermuda market
nor own real estate in Bermuda. However, they may carry on busi-
ness outside Bermuda or with other exempted undertakings in
Bermuda. Examples of exempted companies include investment
holding companies, trading companies, mutual fund companies,
insurance companies and foreign sales corporations.

Permit overseas companies. Permit overseas companies are com-
panies incorporated in jurisdictions other than Bermuda, but have
a permit to transact business from Bermuda. Permits are obtained
through a license granted by the Ministry of Finance. An example
of a permit overseas company is a ship-owning company that is
incorporated and has ships registered in another country, but by
permit conducts business from Bermuda.

Exempted Undertakings Tax Protection Act, 1966. Under the
Exempted Undertakings Tax Protection Act, 1966, as amended, all
exempted undertakings in Bermuda, such as exempted and permit
companies, partnerships and unit trusts, may apply for an under-
taking by the government that taxation introduced in Bermuda
will not apply to the exempted company until 28 March 2016.
Under a recent amendment to this act, the assurance of
tax-neutrality is extended from 28 March 2016 until 31 March
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2035 if proper application is made with the Registrar of
Companies and if a fee of BMD160 is paid.

Foreign-exchange controls. Exempted companies and permit com-
panies are designated as nonresident for exchange control pur-
poses. The nonresident designation allows these entities to operate
free of exchange control regulations and enables them, without
reference to the Bermuda Monetary Authority, to make payments
of dividends, distribute capital, open and maintain foreign bank
accounts, maintain bank accounts in any currency and purchase
securities. However, the issuance and transfer of shares and the
change of beneficial ownership of shares in a Bermuda exempted
company must be approved by the Bermuda Monetary Authority.
The remittance and repatriation of funds by exempted companies
and permit companies are not subject to exchange controls.
Similarly, trust settlements on behalf of nonresidents are generally
free from exchange controls. Under the Exchange Control
Act 1972 and the Exchange Control Regulations 1973, certain
exchange controls apply to Bermuda residents and to local com-
panies. No capital or exchange control regulations apply to non-
residents.

The Bermuda dollar (BMD) is pegged to the US dollar at an equal
exchange rate, and the two currencies are used interchangeably in
Bermuda.

The Bermuda-dollar accounts of residents and local companies
are subject to a 1% tax on the purchase of a foreign currency.

Transfer of shares. Although the consent of the Bermuda
Monetary Authority is ordinarily required for the issue or transfer
of any share or security, blanket permission for share issues and
transfers may be granted, such as for publicly traded securities.
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A. At a glance

Corporate Income Tax Rate (%)

Capital Gains Tax Rate (%)
Branch Tax Rate (%)
Withholding Tax (%) (b)

Dividends

Interest

Royalties

Professional Services

Branch Remittance Tax
Net Operating Losses (Years)

Carryback

Carryforward

(a) See Section B.

25
25 (a)
25

12.5
12.5
12.5
125 (c)
12.5

0
3/5 (d)

(b) A 12.5% withholding tax is imposed on all payments of Bolivian-source
income to foreign beneficiaries (see Section B).

(c) This withholding tax applies to services fees received for specified profes-
sional services, including consulting, expert services, and technical, commer-

cial or other advice.
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(d) A Bolivian-source loss incurred in a year may be carried forward to offset
taxable income derived in the following three years. Loss carryforwards are
not subject to inflation adjustment. For the oil and mining production sector
and new projects with a minimum capital investment of BOB1 million, the
carryforward period is five years. On the reorganization of companies, the
carryforward period is four years.

B. Taxes on corporate income and gains

Corporate income tax. Bolivian companies and foreign companies
with permanent establishments in Bolivia are subject to income
tax on their Bolivian-source income.

Rates of corporate tax. The standard rate of corporate income tax
is 25%.

Mining operations. Act No. 535 (New Mining Code), dated

28 May 2014, confirms the additional rate of corporate income

tax of 12.5% (previously established by Act. No. 3787, dated

24 November 2007). This additional rate applies to additional

taxable profits resulting from favorable price conditions for min-

erals and metals. The following are significant aspects of this

additional rate:

» The 12.5% tax rate applies if mineral and metal quotations are
equal or higher than the base quotations established by law.

» The 12.5% tax does not apply to taxable profits attributable to
sales that have lower quotations than the base quotations.

The tax referred to above must be paid on a monthly basis. The
date of payment depends on the last digit of the Tax Identification
Number. The monthly payments are considered advance pay-
ments of the tax determined at the end of the year. If the total of
the advance payments is less than the amount determined at the
end of the year, this difference must be paid. If the total of the
advance payments exceeds the amount determined at the end of
the year, the difference can be claimed as a tax credit against the
standard corporate income tax for the year or the additional
amount of corporate income tax for the following year.

Surtax. A 25% surtax is imposed on net income derived from

mining, reduced by the following two special deductions:

* A percentage of up to 33%, which varies according to the type
of business, of accumulated investment in exploration, develop-
ment, assets that qualify for environmental incentives and
environmental protection, which is directly related to mining
extractive activities performed after the 1991 tax year.

* 45% ofnetincome derived from minerals and/or metals extractive
activities. This deduction is limited to BOB250 million
(USD35.9 million). This limit was established by Supreme
Decree No. 24780 and is adjusted by inflation on an annual
basis.

For mineral-producing companies, the net income for an extrac-
tion operation is the value of the commercialized product in the
mining market.

Hydrocarbon Direct Tax. The Hydrocarbon Direct Tax is imposed
at a rate of 32% on hydrocarbon production in oil wells located
in Bolivia. The Hydrocarbon Direct Tax is calculated and paid in
the same manner as the 18% royal prerogatives, which apply to
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all extractive fields. The 18% royal prerogatives consist of the

following:

* A regional royal prerogative equal to 11% of the gross hydro-
carbon production from oil wells, which is paid to the region
where the hydrocarbons are produced

* A national royal prerogative equal to 1% of the gross hydrocar-
bon production

* An amount equal to 6% of the gross hydrocarbon production in
oil wells, which is paid to the National Treasury after the deduc-
tion of the necessary amounts for the management of the con-
tracts

Capital gains. In general, capital gains are taxed in Bolivia.

Administration. The law specifies the following tax year-ends,
which vary according to the type of business.

Business Tax year-end
Industry (including oil and gas) 31 March
Agriculture and agribusiness 30 June
Mining 30 September
All other businesses 31 December

Annual tax returns and financial statements must be filed with
the Internal Revenue Service (IRS) and income tax paid within
120 days after the end of the tax year. Advance payments are not
required except for mining companies, which must make pay-
ments of income tax when they export minerals or metals.

Debts owed to and credits due from the state are adjusted to reflect
changes in the Unidad de Fomento de Vivienda (UFV), which is
the inflation index established by the Central Bank of Bolivia.

Fines and interest charges apply to late tax payments and other
non-compliance with tax obligations. Under Act No. 812, the
interest is calculated based on the age of the debt. The following
are the interest rates:

* 4% until the last day of the fourth year

* 6% until the last day of the seventh year

* 10% until the last day of the eighth year

The tax code provides that fraud exists if a tax debt exceeds an
amount equal to 10,000 UFV, calculated as of the date of deter-
mination of the fraud.

Under Act No. 812, dated 30 June 2016, the statute of limitation
for tax audits is eight years.

The statute of limitation period may be increased by two years if
the entity does not comply with the obligation to register, registers
under a different tax regime, commits tax crimes or carries out
commercial and/or financial operations with companies located
in countries with low or null taxation (there is a list of countries
and regions that is periodically updated).

Withholding taxes. Local entities, including Bolivian permanent
establishments of foreign companies, that pay Bolivian-source
income to foreign beneficiaries must withhold 12.5% of the
amounts paid. For this purpose, Bolivian-source income includes
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all dividends, interest payments, branch remittances, royalties,
professional service fees (includes consulting, expert services,
and technical, commercial or other advice), commissions and other
income. In general, Bolivian-source income is revenue that is
derived from assets located, placed or economically used in
Bolivia, or from activities developed in Bolivia. This rule applies
regardless of the nationality, address, or residence of the recipient
of the income or the parties involved in the activities, or where the
relevant contract is executed.

For dividends paid by Bolivian companies, the withholding tax is
payable when the dividends are actually paid, remitted or credit-
ed. However, branch profits are deemed remitted when the cor-
porate income tax return is due (120 days after the end of the tax
year; see Administration).

Dividends. The 12.5% withholding tax on payments to foreign
beneficiaries applies to dividends paid by Bolivian companies
(see Withholding taxes). Dividends received from Bolivian com-
panies subject to Bolivian corporate income tax are not taxed.

Foreign tax relief. The Bolivian tax code does not provide foreign
tax relief.

C. Determination of taxable income

General. Taxable income is the revenue reported in the compa-
nies’ financial statements prepared in accordance with generally
accepted accounting principles in Bolivia, subject to certain ad-
justments for tax purposes. In general, all expenses necessary to
generate income and to maintain the existence of the company
(for example, contributions to regulatory-supervisory organiza-
tions, contributions for social benefits and certain national and
municipal taxes) are deductible. Donations and other gratuitous
transfers to nonprofit organizations that are exempt from income
tax may be deducted up to a maximum limit of 10% of taxable
income derived in the year of the donation or gratuitous transfer.

Certain expenses are not deductible, including the following:

* Personal withdrawals by owners or partners

¢ Corporate income tax

* Bonuses and other benefits that are not paid to employees
within the time period in which the annual form must be pre-
sented for the year of payment

« Interest paid to related parties, to the extent it exceeds, for for-
eign loans, the London Interbank Offered Rate, plus 3%, or, for
local loans, the official lending rate. In addition, interest paid to
related parties may not exceed 30% of the interest paid to third
parties

Royalties paid with respect to mining activities are creditable or
deductible, depending on the price of the minerals and subject to
certain limits established by law.

Revenue and expenses are reflected in the year they are accrued.

Documentation for deduction of expenses. To deduct expenses in
an amount of BOB50,000 or greater, the taxpayer must have
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payment supports issued by a financial intermediation entity
regulated by the Authority of Supervision of the Financial
System (Autoridad de Supervision del Sistema Financiero, or
ASFI). These documents must have the following information:

* Financial institution (issuer) business name

* Transaction or operation number

* Transaction date

* Transaction amount

In June 2015, the IRS issued Normative Resolution No. 10-0017-
15, which states that payment supports of transactions equal or
greater than BOB50,000 (the Banking Report) must be prepared
on an annual basis and must be sent to the IRS between the fifth
and ninth day of the following February; the due date depends on
the last digit of the taxpayer’s Tax Identification Number.

Inventories. Inventories are valued at the lower of market value or
replacement cost.

Provisions. Provisions and reserves are not deductible for tax pur-
poses, with the exception of the following:

* Technical reserves in insurance companies

» Mandatory provisions for financial entities

* Severance provisions

* Bad debt provisions

* Provisions for environmental restoration

To claim deductions, certain conditions must be satisfied.

Depreciation and amortization. Fixed assets are generally depreci-
ated using the straight-line method at rates specified by law. The
following are some of the annual depreciation rates.

Assets Rate (%)
Buildings 2.5
Machinery, equipment and installations 12.5
Vehicles 20
Furniture and office equipment 10
Computer equipment 25

Trademarks and similar intangible assets may be amortized in
five years if they are valued using the purchase price.

Depreciation charges resulting from changes in value based on
professional appraisals carried out after 31 December 1994 are
not deductible for tax purposes.

Groups of companies. Groups of companies may not file consoli-
dated returns in Bolivia.

Relief for losses. A Bolivian-source loss incurred in a year may be
carried forward to offset taxable income derived in the following
three years. Loss carryforwards are not subject to inflation adjust-
ment. For the oil and mining production sector and new projects
with a minimum capital investment of BOB1 million, the carry-
forward period is five years. On the reorganization of companies,
the carryforward period is four years.
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D. Other significant taxes

The following table summarizes other significant taxes.

Nature of tax

Value-added tax (VAT), on all sales of
goods and services and on imports;
VAT on capital goods imported by
companies in the agriculture and cattle
raising industries and non-extractive
industries that will be used to produce
goods for export may be deferred for
up to 3 years if an advance payment
of 10% is made
Transactions Tax, on gross revenue;
corporate income tax from the
preceding year may be credited against
Transactions Tax; sales of a limited
liability partnership’s capital quota
are exempt
Real estate tax, imposed annually on
the assigned value of real property
and vehicles
Excise tax, on the production or
importation of specified goods
Beer

Wine

Tobacco products; rate applied on
the price

Blond tobacco cigarettes

Black tobacco cigarettes

Cigar

Vehicles; rate applied on the price

Electric motor vehicles
Special Tax on Hydrocarbons and

Derived Products; as of December 2021;

the maximum rate is BOBS.10;
prices that include the tax rate
Vehicular natural gas
Petroleum liquid gas

Special gasoline

Premium gasoline

Aviation gasoline

Kerosene

National jet fuel

Fuel oil

Mining royalty; imposed on gross revenue;
rates vary according to the type of mineral
Financial Transactions Tax (ITF); imposed

on the amounts of debits and credits to
savings and checking accounts; ITF is
not deductible for purposes of any other
tax; the ITF Act was effective from

Rate

13%

3%

Various

BOB3.96 per liter
plus 1%
BOB3.63 per liter
plus 5%

50%
BOB147.50per
1,000 units
BOB78.52 per
1,000 units
BOB147.50 per
1,000 units

5% to 50%

0%

BOBI1.66 per cubic meter
BOB2.25 per kilogram

BOB3.74 per liter
BOBA4.79 per liter
BOB4.57 per liter
BOB2.72 per liter
BOB2.77 per liter
BOB3.72 per liter

Various
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Nature of tax

13 April 2012 for a period of three years;
however, in July 2015, the Bolivian
government issued Act No. 713, which
extended the term of the ITF until

31 December 2018 and introduced
increasing rates for each year; certain
items are exempt including transactions
regarding savings accounts in US dollars
if the available balance is not greater
than USD2,000, savings accounts in local
currency or in UFV, securities transactions
and payments resulting from foreign
remittances; tax is withheld by banks

and other financial institutions and other
entities carrying out transactions in
payment system; rates under Act No. 713
2015

2016

2017

2018

2019 to 2023 (established by Act No. 1135)

Rate

0.15%
0.20%
0.25%
0.30%
0.30%

(It is expected that at the end of December 2023,
the Bolivian government will again extend the term

of the ITF and the rate could change.)
Additional financial aliquot (tax rate) for
corporate income tax; applicable to financial
entities, financial leasing companies, general

deposit warehouses, investment fund management

companies, brokerage firms and securitization

companies, regulated by the ASFI, insurance and
reinsurance companies, regulated by the Autoridad de
Fiscalizacion y Control de Pensiones y Seguros (APS);

tax applicable if return on equity exceeds 6%;

tax is neither deductible nor able to be offset
Social security contributions
Employer
Health care; on monthly gross revenue
per employee
Housing fund; on monthly gross revenue
per employee
Professional risk insurance; on monthly
gross revenue per employee
Solidarity Fund
Solidarity Fund for mining entities
Employees
Retirement fund
Common risk insurance
Solidarity Fund (fixed contribution)
Solidarity Fund (variable and cumulative
contribution)
Difference between the total salary
and BOB35,000
Difference between the total salary
and BOB25,000
Difference between the total salary
and BOB13,000

25%

10%
2%
1.71%
3%
2%
10%

1.71%
0.5%

10%
5%

1%



198 BoLivia

Nature of tax Rate

Christmas bonus (Aguinaldo);

general paid between 1 December

and 20 December each year; if

employment is less than a year, the

bonus is reduced pro rata One month’s salary
Second Christmas bonus (second

Aguinaldo); must be paid if Bolivian

gross domestic product increases by

more than 4.5% One month’s salary
Termination compensation; bonus

for termination of employment;

amount depends on length of

employment and whether the

employee was fired or resigned Various

E. Miscellaneous matters

Foreign-exchange controls. The Bolivian currency is the boliviano
(BOB).

No restrictions are imposed on foreign-exchange transactions,
including the repatriation of capital and the remittance of divi-
dends and royalties abroad. A system of free-floating exchange
rates exists in Bolivia. No special registration requirements apply
to foreign investment.

The current exchange rate is BOB6.96 = USDI.

Transfer pricing. In July 2014, Act No. 549 introduced a transfer-
pricing regime in Bolivia, effective from the 2015 fiscal year.
Under this regime, commercial and/or financial transactions per-
formed between related parties must be valued using the arm’s-
length principle. The transactions must be valued as if they were
performed between unrelated parties in comparable markets.

The following methods may be used to value transactions between

related parties:

» Comparable uncontrolled price

* Resale price

* Cost-plus

* Profit-split

* Transactional net margin

* Notorious price in transparent markets (applicable to the import
or export of commodities)

For this purpose, the IRS may verify if the transactions are valued
according to the above methods and make any adjustments or re-
valuation if the agreed value, regardless of the adopted legal form,
does not conform to the economic reality or causes lower taxation
in Bolivia.

In April 2015, the IRS issued Normative Resolution No.

10-008-15, which imposes the following obligations:

« If annual operations with related parties are greater than
BOB15 million (USD2,155,172), a transfer-pricing study and
Form No. 601 must be delivered to the IRS.

o If annual operations with related parties are between
BOB7,500,000 (USDI1,077,586) and BOBI1S5 million
(USD2,155,172), only Form No. 601 must be delivered to
the IRS.
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« If annual operations with related parties are less than
BOB7,500,000 (USD1,077,586), the company must retain
information to demonstrate that the operations were made at
market values.

In January 2017, the IRS issued Normative Resolution No.
101700000001, which established a tax-haven list that included
76 “low tax countries and regions.” This list was updated in
March 2018 by Normative Resolution No. 101800000006, and
then included 82 “low tax countries and regions.” In February
2019, Normative Resolution No. 101900000002 added Curagao
to the tax-haven list of “low tax countries and regions.” Parties
from these jurisdictions must be considered related parties if any
commercial or financial transaction occurs with them.

In Bolivia, the interquartile formula is not applied to calculate the
range of value differences. Normative Resolution No. 10-0008-
15 established certain formulas to calculate the ranges.

Reorganizations. Profits arising from company reorganizations,
which are mergers, divisions or transformations, are not subject
to corporate income tax. Regulations on reorganizations are ex-
pected to be issued in the near future.

F. Tax treaties

Bolivia has entered into tax treaties with Argentina, France,
Germany, Spain, Sweden, the United Kingdom and the United
States (income tax with respect to income derived from the inter-
national operation of ships and aircraft). It has also signed the
Andean Pact, which includes a tax treaty, with Colombia,
Ecuador and Peru. However, the government is reviewing these
treaties to determine whether they accomplish new government
policies. As a result, these treaties may be ratified or revoked.

On December 2017, Normative Resolution No. 1017000030
implemented a procedure and requirements for applying tax-
treaty benefits. The Tax Residence Certificate of the foreign
company must be obtained, and the local company must report
transactions subject to any benefit to the tax authority through
the applicable web page.
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Bonaire, Sint Eustatius and Saba
(BES-Islands; extraordinary overseas
municipalities of the Netherlands)
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Please direct all requests regarding the BES-Islands to the persons listed
below.

Willemstad, Curacao GMT -4
EY +599 (9) 430-5000

Mail address: Fax: +599 (9) 465-6770

P.O. Box 3626

Curagao, Dutch Caribbean

Street address:

Zeelandia Office Park

Kaya W.F.G. (Jombi) Mensing 16
Curagao, Dutch Caribbean

Principal Tax Contacts

Bryan D. Irausquin +599 (9) 430-5075

Mobile: +599 (9) 660-0707

Email: bryan.irausquin@an.ey.com
Fong-Mang Cheong +599 (9) 430-5071

Mobile: +599 (9) 525-2920

Email: fong-mang.cheong@an.ey.com
Zahayra S.E. de Lain +599 (9) 430-5080

Mobile: +599 (9) 510-0892

Email: zahayra.de-lain@an.ey.com
Clarion C. Taylor +599 (9) 430-5077

Mobile: +599 (9) 520-8428

Email: clarion.taylor@an.ey.com
Terrence Melendez +599 (9) 430-5023

Mobile: +599 (9) 672-3376

Email: terrence.melendez@an.ey.com
Rose Boevé +599 (9) 430-5076

Mobile: +599 (9) 690-2016

Email: rose.boeve@an.ey.com
Suhena Z. Neuman +599 (9) 430-5059

Mobile: +599 (9) 529-9803

Email: suhena.neuman@an.ey.com
Kimberly N. Schreuders +597 749-9460

Mobile: +597 710-0966

Email: kimberly.schreuders@an.ey.com
Raisza Terburg-Ersilia +599 (9) 430-5081

Mobile: +599 (9) 524-0385

Email: raisza.terburg-ersilia@an.ey.com

On 10 October 2010, the country Netherlands Antilles, which consisted of
five island territories in the Caribbean Sea (Bonaire, Curagao, Saba, Sint
Eustatius and Sint Maarten), was dissolved. On the dissolution of the
Netherlands Antilles, the islands of Bonaire, Sint Eustatius and Saba
(BES-Islands) became part of the Netherlands as extraordinary overseas
municipalities. Curagao and Sint Maarten have both become autonomous
countries within the Kingdom of the Netherlands. A new tax regime applies
to the BES-Islands, effective from 1 January 2011. The following chapter
provides information on taxation in the BES-Islands only. Chapters on
Curagao and Sint Maarten appear in this guide.
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A. At a glance

Profit Tax —(a)
Capital Gains Tax —(a)
Real Estate Tax Rate (%) 10/17.5 (b)
Yield Tax Rate (%) 5(c)

(a) The BES-Islands do not have a profit tax or capital gains tax.

(b) The profit is fixed at 4% of the fair market value of the real estate. The stan-
dard rate of the real estate tax is 17.5% of the fixed profit. Consequently, in
principle, the effective annual tax rate is 0.7% of the fair market value of the
real estate. A reduced rate of 10% applies to hotels, unless the hotel is owned
by an individual. Consequently, the effective annual tax rate with respect to
hotels is 0.4%. In addition, a 30% surtax is levied over the real estate tax due.
Real estate tax applies if an entity using the real estate, by virtue of owner-
ship, possession or a limited right, is deemed to be resident in the BES-
Islands. If the entity is deemed to be resident in the Netherlands, the Dutch
corporate income tax and the Dutch dividend withholding tax apply instead.
For further details, see Section B.

(c) This tax applies if the entity from which distributions of profits are derived is
deemed to be resident in the BES-Islands. If the entity is deemed to be resident
in the Netherlands, the Dutch corporate income tax and the Dutch dividend
withholding tax apply instead. For further details, see Section B.

B. Taxes on corporate income and gains

New BES-Islands tax regime. Effective from 1 January 2011, a
new tax regime applies in the BES-Islands. This tax regime does
not include a profit tax. A yield tax and a real estate tax have been
introduced in the BES-Islands to replace the profit tax.

Residency fiction. The yield tax and real estate tax mentioned
above are not automatically applicable as a result of a residency
fiction. In principle, all entities established on the BES-Islands
are deemed to be established in the Netherlands for tax purposes
and accordingly subject to Dutch corporate income tax (up to
25%) and Dutch dividend withholding tax (in principle, 15%). For
details on the Dutch taxes, see the chapter on the Netherlands in
this guide.

However, on request, entities that have sufficient nexus with the

BES-Islands may be subject to the fiscal system of the BES-

Islands. In such case, no Dutch corporate income tax applies, but

the yield tax and real estate tax apply. Entities are deemed to have

sufficient nexus with the BES-Islands if any of the following cir-
cumstances exist:

* The entity is a foundation or trust that is a resident of the BES-
Islands.

* The entity has been admitted to a special trade and service
depot.

* On request, the entity has obtained a ruling from the tax authori-
ties that, for tax purposes, the entity is deemed to be a resident
of the BES-Islands. A request for such a ruling should be made
with the tax authorities within six months after the beginning of
the calendar year.

The ruling referred to above is issued in the following cases:

* The assets of the entity in the BES-Islands consist of less than
50% of mobile assets, including, among other portfolio invest-
ments, participations and cash.

* An entity that does not meet the requirement above can still
obtain a ruling if it employs at least three residents of the BES-
Islands that manage the entity’s assets and if it has at its
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disposal business premises in the BES-Islands for a period of at
least 24 months with a value of at least USD50,000.

* The entity is a holding company that holds at least 95% of the
shares in an entity that is admitted to a special trade and service
depot or already has obtained such a ruling.

* The entity has a small business with a turnover of no more than
USD80,000, the assets of the company in general do not exceed
USD200,000, and the company does not carry out financial
services, insurance or trust (fiduciary) activities.

Yield tax. The yield tax is levied on distributions (in whatever
form) of profits by entities resident in the BES-Islands. The rate
of the yield tax is 5%. The entity making the distribution acts as
withholding agent. Interest and royalty payments are not subject
to the yield tax. The yield tax is not levied on the remittances of
profits by branches to their foreign head offices.

Real estate tax. The real estate tax is levied on gains derived from
real estate located in the BES-Islands. The real estate tax is levied
on a taxpayer (person or entity) that, at the beginning of the year,
has the use of real estate by virtue of ownership, possession or a
limited right.

The profit is fixed at 4% of the fair market value of the real
estate. The rate of the real estate tax is 17.5% of the fixed profit.
Consequently, the effective annual tax rate is 0.7% of the fair
market value of the real estate. A reduced rate of 10% applies to
hotels, unless the hotel is owned by an individual. Consequently,
the effective annual tax rate with respect to hotels is 0.4%. In
addition, a 30% surtax is levied over the real estate tax due. The
value of the real estate is determined by the Tax Inspector. The
value is set at the beginning of the period for which the value is
determined and is in principle determined for five consecutive
calendar years.

Real estate tax is not levied on owner-occupied homes, real estate
included in the business assets of a privately run enterprise (that
is not operating in the form of an entity) and real estate with a
value of less than USD70,000, if the person having use of the real
estate is a resident of the BES-Islands.

In addition, entities that are deemed to be residents of the
Netherlands (see Residency fiction) are exempt from real estate
tax.

Administration

Real estate tax. The real estate tax is levied over a period of one
calendar year. The Tax Inspector imposes a tax assessment, and
the filing of a tax return is not required.

Yield tax. The withholding agent must withhold the yield tax at
the time the profit distribution is put at the disposal of the recipi-
ent. The withholding agent must file a quarterly tax return and
remit the yield tax due within 15 days after the end of the quarter.
The tax return does not need to be filed for periods in which no
distributions take place.
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C. Other significant taxes
The following table summarizes other significant taxes.

Nature of tax Rate (%)

General expenditure tax; levied on the delivery
of manufactured goods in the BES-Islands by
a manufacturer as part of its business, on the
rendering of services in the BES-Islands by
an entrepreneur as part of its business and
on imports of goods
Bonaire
Delivery of goods (different rates apply
to passenger cars)
Insurance
Other taxable activities
St. Eustatius and Saba
Delivery of goods (different rates apply
to passenger cars)
Insurance
Other taxable activities
Real estate transfer tax
Customs duties

AN 3

S Nk

D. Tax treaties

The Dutch treaty network does not apply to entities deemed to be
residents of the BES-Islands. However, the Dutch standard treaty
does not exclude entities deemed to be residents of the Netherlands
(by the residency fiction) from the application of the treaty.

Provisions for double tax relief are included in the Tax Regulation
for the Netherlands. Under a measure in the Tax Regulation for
the Netherlands, on request, dividend distributions by a qualify-
ing Dutch subsidiary to its BES-Islands parent company can be
exempt from Dutch dividend withholding tax.
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A. At a glance

Corporate Income Tax Rate (%) 22 (a)

Capital Gains Tax Rate (%) 22 (b)

Branch Tax Rate (%) 30

Withholding Tax (%)
Dividends 10
Interest 15
Royalties 15
Management and Technical Fees 15
Payments to Entertainers 10
Payments under Construction Contracts 3 (c)
Brokerage Commission 10 (d)
Rent Paid for Use of Buildings and Land 5(d)
Purchases of Livestock 4 (e)
Branch Remittance Tax 0

Net Operating Losses (Years)
Carryback 0
Carryforward 5

(a) For approved manufacturing companies, the rate is 15%.

(b) See Section B.

(c) This tax is imposed on gross receipts derived from construction contracts.
This tax is an advance payment that may be offset against the actual tax due.

(d) This tax is an advance payment that may be offset against the actual tax due.

(e) This withholding tax applies to payments for purchases of livestock for
slaughter or for feeding for slaughter.
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B. Taxes on corporate income and gains

Corporate income tax. All companies operating in Botswana are
subject to tax on earnings in Botswana.

Rates of corporate tax. The corporate tax rate for companies other
than manufacturing companies is 22%. Approved manufacturing
companies are subject to tax at a reduced tax rate of 15%.

The tax rate for a branch is 30%. Botswana does not impose a
branch remittance tax.

International Financial Services Centre (IFSC) companies (as
defined) are taxed at a rate of 15%.

Accredited Innovation Hub business taxable income is taxed at
15%.

Special Economic Zone accredited businesses are taxed at 5% for
the first 10 years and 10% thereafter.

Diamond-mining companies are taxed in accordance with tax
agreements entered into by the companies with the government.
Other mining companies are taxed at a rate of 22% or at a rate
determined by a formula, whichever is higher. The following is
the formula:

70 — LS00

X

Taxable income
X = 22 X 100
Gross income

Capital gains. The capital gains tax applies to gains on the sale of
capital assets of a business carried on in Botswana and on the sale
of corporate shares and debentures of private companies.

For computing gains on sales of immovable property acquired
before 1 July 1982, the cost of acquisition and improvements is
first increased by a 10% rate, compounded for each complete
12-month period from the date of acquisition to 1 July 1982. It is
then indexed for inflation from 1 July 1982 to the date of sale. For
computing gains on immovable property acquired on or after
1 July 1982, the cost of acquisition and improvements is indexed
for inflation during the period of ownership.

Only 75% of the gain derived from the sale of shares is subject to
capital gains tax. Gains on the sale of shares held for at least one
year that are listed on the Botswana Stock Exchange are exempt
from capital gains tax if the shares are actually traded on the
Botswana Stock Exchange or if the company has released for
trading 49% or more of its equity shares on the Botswana Stock
Exchange. Sales of shares in IFSC companies are exempt from
capital gains tax.

Taxable capital gains are subject to tax at a rate of 22% for resi-
dent companies and 30% for nonresident companies.

Administration. The tax year ends on 30 June. Companies are
taxed on the profits reported in their latest completed accounting
period.

Under an advance payment of tax and self-assessment system, com-
panies must estimate their tax in advance and pay the estimated
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tax in four equal quarterly installments. The first payment is due
three months after the beginning of the accounting period and the
subsequent payments are due at the end of every subsequent three-
month period. Tax returns must be filed, and any balance of tax
due must be paid, within four months of the end of the tax year,
or in the case of a company with an accounting period that is
different from the tax year, within four months from the end of
such accounting period. Underpayments and late payments are
subject to interest at a rate of 1.5% per month or part of a month
(compounded).

Dividends. A withholding tax of 10% is imposed on dividends
paid to residents and nonresidents. It is a final tax.

Dividends distributed by investment or similar companies are
exempt from tax if they are paid out of dividends received that
suffered withholding tax.

C. Determination of trading income

General. Taxable income is net income reported in the financial
statements, modified by certain provisions of the tax law. Expenses
are deductible to the extent incurred in producing assessable
income.

The rules for determining taxable income for an IFSC company
are different from those for a normal company.

Collective-investment undertakings (as defined) are subject to
tax on their undistributed income only.

Interest deductibility. Interest expenses claimed as deductions are
limited to 30% of the earnings before interest, tax, depreciation
and amortization. The excess is claimable over 10 years for min-
ing companies and 3 years for the non-mining entities. However,
the limitation does not apply to companies whose main business
is banking or insurance or are variable rate loan stock entities.

Inventories. For tax purposes, inventory is valued at the lower of
cost or net realizable value.

Provisions. Specific identifiable provisions are allowable for tax
purposes; general provisions are not allowed.

Depreciation. Depreciation is computed using the straight-line
method. Official rates vary according to the type of asset. The
following are some of the official straight-line rates.

Asset Rate (%)
Industrial buildings 2.5%
Commercial buildings 2.5
Office equipment 10
Motor vehicles 25
Plant and machinery 15to 25

* An initial allowance of 25% is also granted.

Capital allowances are subject to recapture on the sale of an asset
to the extent that the sales proceeds exceed the tax value after
depreciation.
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Mining companies may deduct 100% of their mining capital
expenditure (as defined) in the year in which the expenditure is
incurred.

Relief for losses. In general, tax losses may be carried forward for
five years. Mining and prospecting losses may be carried forward
indefinitely.

D. Other significant taxes

The following table summarizes other significant taxes.

Nature of tax Rate (%)
Value-added tax, on almost all supplies of
goods and services consumed in Botswana 14

Capital transfer tax, paid by the recipient

on all gratuitous receipts of property,

corporate shares and inheritances,

less allowable deductions 12.5

E. Miscellaneous matters

Foreign-exchange controls. No foreign-exchange controls are
imposed in Botswana. However, certain forms must be completed
for statistical purposes.

Transfer pricing. Botswana introduced transfer-pricing legislation
in December 2018 that is effective from 1 July 2019. The
Regulations, which are based on the Organisation for Economic
Co-operation and Development (OECD) Guidelines, are cited in
the legislation as a relevant source of interpretation.

F. Treaty withholding tax rates

Management
and technical
Dividends Interest Royalties fees
% % % %

Barbados 5/12 (a) 10 10 10 (f)
China
(Mainland) 5 7.5 7.5 15
Eswatini 10/15 (e) 10 10 10
France 5/12 (a) 10 10 7.5
India 7.5/10 (c) 10 10 10
Ireland 5 7.5 5/7.5 (h) —
Lesotho 10/15 (e) 10 10 10
Malawi 5/8 (i) 10 12 10
Mauritius 5/10 (b) 12 12.5 15
Mozambique  10/12 (j) 10 10 10
Namibia 10 (¢) 10 10 15
Russian
Federation 5/10 (b) 10 10 10
Seychelles 5/10 (b) 7.5 10 10
South Africa  10/15 (e) 10 10 10
Sweden 15 (d) 15 (d) 15 (d) 15
United
Kingdom 5/12 (a) 10 10 7.5
Zambia 5/7 (g) 10 10 10
Zimbabwe 5/10 (b) 10 10 10
Non-treaty

jurisdictions 10 15 15 15
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The 5% rate applies if the recipient is a company that holds at least 25% of
the share capital of the payer. The 12% rate applies in all other cases.
(Although the treaty provides for a 12% rate in all other cases, the domestic
rate of 10% applies because it is lower than the treaty rate of 12%.)

The 5% rate applies if the recipient holds at least 25% of the shares of the
payer. A 10% rate applies in all other cases.

The 7.5% rate applies if the recipient is a company that holds at least 25% of
the capital of the payer of the dividends. The 10% rate applies in all other
cases.

If a lower rate is negotiated with any other state in a future treaty, such rate
also applies under the Sweden treaty.

The 10% rate applies if the recipient is a company that holds at least 25% of
the capital of the payer of the dividends. The 15% rate applies in all other
cases. (Although the treaty provides for a 15% rate in all other cases, the
domestic rate of 10% applies because it is lower than the treaty rate of 15%.)
If a lower rate is negotiated with any other state in a future treaty, such rate
also applies under the Barbados treaty.

The 5% rate applies if the recipient is a company that holds at least 25% of
the capital of the payer of the dividends. The 7% rate applies in all other
cases.

The 5% rate applies for royalties paid with respect to the use of, or the right
to use, industrial, commercial or scientific equipment. The 7.5% rate applies
in all other cases.

The 5% rate applies if the recipient is a company that holds at least 25% of
the capital of the payer of the dividends. The 8% rate applies in all other
cases.

The 10% rate applies if the recipient is a company that holds at least 25% of
the share capital of the payer. The 12% rate applies in all other cases.
(Although the treaty provides for a 12% rate in all other cases, the domestic
rate of 10% applies because it is lower than the treaty rate of 12%.)
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A possible tax reform is currently being discussed in Brazil, which could
affect the dividend withholding tax rate and the corporate income tax rate.
For details, see Section B.

A. At a glance
Corporate Income Tax Rate (%) 15 (a)
Capital Gains Tax Rate (%) 15 to 25 (a)(b)
Branch Tax Rate (%) 15 (a)
Withholding Tax (%)
Dividends 0
Interest 15 (c)(d)
Royalties from Patents,
Know-how, etc. 15 (c)(d)(e)
Services 15 (e)(d)(e)()(g)(h)
Branch Remittance Tax 0

Net Operating Losses (Years)
Carryback 0
Carryforward Unlimited (i)

(a) A 10% surtax is also levied (see Section B). As detailed in Section B, a Social
Contribution Tax (SCT) is also imposed at the general rate of 9%. In view of
the surtax and the SCT, the corporate income tax (CIT) rate in Brazil is gen-
erally considered to be 34%.

(b) Under Law 13,259/16, which applies to capital gains derived by Brazilian
individuals, effective from 2017, the capital gains tax rate is increased from
a 15% flat rate to a progressive rate system with rates ranging from 15% to
22.5%. According to Normative Instruction 1732/17, such increased rates
also apply to capital gains derived by nonresident companies and individuals.
A 25% rate applies to nonresidents located in low-tax jurisdictions.

(c) The withholding tax is imposed on payments, credits, deliveries or remit-
tances abroad, and on the use of amounts in Brazil for the benefit of non-
residents.

(d) The withholding tax rate may increase to 25% if the recipient is resident in a
prohibited list jurisdiction, which means a jurisdiction that taxes income at a
rate lower than 20% (or 17% if the jurisdiction or regime complies with the
international standards of tax transparency) and/or the jurisdiction’s legisla-
tion does not allow access to information on the shareholders of legal entities
or on the effective beneficiaries of income of nonresidents.

(e) A 10% Contribution for Intervention in the Economic Domain (Contribuigado
de Interven¢do no Dominio Econdmico, or CIDE) is imposed on royalties
and on technical and administrative service payments. CIDE is payable by the
Brazilian payer, and it is not a withholding tax.

(f)  The withholding tax rate may increase to 25%, depending on the type of ser-
vice rendered.
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(g) Based on interpretations of tax treaties by the Brazilian tax authorities, it may
be possible to claim that withholding income tax is not due on payments for
technical services to Austria, Finland, France, Japan and Sweden.

(h) Imports of services generally also trigger the Social Integration Program
(PIS) tax and the Social Security Financing Contribution (COFINS), at a
combined rate of 9.25%, as well as the Municipal Tax on Services (ISS),
which is imposed at rates ranging from 2% to 5%, depending on the munici-
pality and the service.

(i) For details, see Section C.

B. Taxes on corporate income and gains

Corporate income tax. Brazilian resident companies are subject to
CIT on their worldwide income. Companies resident in Brazil are
those incorporated under the Brazilian laws and managed in
Brazil.

Foreign branches, agencies or representative offices of Brazilian
companies are also subject to Brazilian tax on their income earned
overseas. In general, foreign-source losses may not offset Brazilian-
source income. A foreign tax credit is available (see Foreign tax
relief).

In addition to CIT, SCT is imposed on worldwide income (see
Rates of tax).

Rates of tax

Corporate income tax. The basic rate of CIT is 15%, increased by
a surtax of 10% on annual taxable profits exceeding BRL240,000
(approximately USD44,100).

Exemption from, or reduction of, CIT is granted to businesses in
certain underdeveloped areas.

Social Contribution Tax. SCT is levied at a general rate of 9%. For
financial institutions, private insurance companies and capitaliza-
tion companies, the SCT rate is 15%. For all banks, the rate is
20%.

SCT is not deductible in calculating CIT. The tax bases for SCT
and CIT are basically the same. The total effective tax rate on
corporate profits is 34% (25% CIT [including the 10% surtax]
plus 9% SCT).

Losses for SCT purposes are subject to the same tax rules appli-
cable to losses for CIT purposes.

At the time of writing, there were certain tax reform bills being
discussed in Brazil. The most advanced bill (approved by the
House of Deputies but still pending approval by the Senate) pro-
poses that the CIT be reduced from 34% to 26% (potentially
27%, depending on other factors under discussion). The likeli-
hood of this bill being approved is uncertain.

Capital gains. Capital gains are treated as ordinary income for
Brazilian resident companies and, accordingly, are subject to CIT
and SCT.

Capital gains derived by nonresidents on shares and other assets
located in Brazil are subject to capital gains tax at progressive
rates ranging from 15% to 22.5%.
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Such increased rates result from Law 13,259/16, which refers
only to the capital gains tax rate for Brazilian individuals but is
generally applied to nonresident companies and individuals. In
Normative Instruction 1732/17, the Brazilian tax authorities con-
firmed their understanding that the progressive rates also apply
to nonresidents.

A 25% rate applies to nonresidents located in prohibited list juris-
dictions.

Administration

Filing and payment. The fiscal year is the calendar year. In gen-
eral, companies must file returns in an electronic format by the
last working day of July of the following year. Extensions to file
returns are generally not available.

Effective from the 2014 calendar year, income tax returns were
replaced by a new electronic filing called Escrituragdo Contabil-
Fiscal (ECF), which must be submitted to by the end of July of
the following calendar year.

Companies may elect to pay CIT and SCT on an annual or quar-
terly basis. In general, this election may not be changed during the
calendar year. Companies that elect the annual basis must make
advance monthly payments of CIT and SCT. The advance pay-
ments are equal to the income tax applicable to either the com-
pany’s actual taxable income or the company’s income calculated
in accordance with an estimated method, whichever is lower.

For monthly payments of CIT that are calculated based on the
estimated method, the tax base is generally 8% of the company’s
gross income. Different percentages apply to specific industries,
such as the following:

* 16% for financial institutions and transportation services

* 32% for services in general

* 1.6% for gas distribution

For the purpose of computing the advance income tax payments,
the applicable rate is 15%. An additional 10% rate is applied to
monthly taxable income in excess of BRL20,000 (approximately
USD3,676).

The tax base for monthly estimated payments of SCT is gener-
ally 12% of gross income plus capital gains and other income,
including financial income. This percentage is increased to 32% for
service companies. SCT payments must be made at the same time
as the income tax payments. The applicable tax rate is generally
9%.

The difference between the tax shown on the annual tax return
and the amounts paid in advance must be paid by the last working
day of March following the end of the fiscal year. If the amounts
paid in advance exceed the tax shown on the annual tax return,
the excess may be used to offset the tax due in a month following
the fiscal year-end. A refund may be requested from the tax
authorities within five years of the tax payment.

Alternatively, companies may pay tax quarterly based on actual
quarterly income, computed under the accrual method.
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Interest and penalties for late payments. The late payment of taxes

is generally subject to the following:

* Interest calculated at the rate applicable to the Special
Liquidation and Custody System (Sistema Especial de
Liquidagdo e Custodia, or SELIC), which is published each
month by the government

* A daily fine of 0.33% of the tax due, up to a maximum penalty
of 20% of the tax due (excluding interest)

In general, assessments resulting from a tax audit are subject to a
penalty of 75% on the tax due. The penalty increases to 150% in
the case of fraud. These penalties can be reduced by 50% if the
payment is made by the last day of the appeal period (other pen-
alty reductions are available during the appeal process). In such
case, the effective penalty is 37.5%.

Dividends. Withholding tax is not imposed on dividends paid to
residents and nonresidents out of profits generated on or after
1 January 1996.

For earnings recognized in 2014, the excess of dividends paid
based on the statutory financial statements over the dividends
determined under a “tax balance sheet” is subject to tax. A 15%
withholding tax applies to such excess dividends paid to nonresi-
dents. Dividends generated before 2014 are not subject to tax even
if they are in excess of the dividends determined under the “tax
balance sheet.” Dividends generated after 2014 are not subject to
tax because the concept of “tax balance sheet” has ceased to exist.

Brazilian companies are allowed to pay a “deductible dividend,”
which is called interest on net equity (INE), to their shareholders.
INE is calculated by applying a benchmark interest rate called
Taxa de Juros de Longo Prazo (TJLP) to the net equity of the
Brazilian company, followed by certain adjustments provided by
the tax law. INE is treated as deductible interest for tax purposes,
which is subject to a 15% withholding tax when paid to residents
and nonresidents. A 25% rate applies to nonresidents located in
prohibited list jurisdictions. Payments to Brazilian residents are
fully taxable and are also subject to the PIS tax and the COFINS.
(For details regarding the PIS tax and COFINS,; see Section D.)

At the time of writing, there were certain tax reform bills being
discussed in Brazil. The most advanced bill (approved by the
House of Deputies but still pending approval by the Senate) pro-
poses to impose a 15% withholding tax on dividends and to
eliminate INE. The likelihood of this bill being approved is
uncertain.

Foreign tax relief. A foreign tax credit is available to Brazilian
companies on income taxes paid overseas. In general, the foreign
tax credit is limited to the amount of Brazilian CIT and SCT on
the foreign-source income. Compliance with certain formalities
is required to support the foreign tax credit.

C. Determination of taxable income

General. CIT and SCT are due on a company’s taxable income,
which is the net book income, as adjusted by the tax law. In
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general, operating expenses are deductible if the following

conditions are satisfied: they are necessary, usual and common to

the company’s activity; they are actually incurred; and they are
supported by proper documentation. However, the following
expenses, among others, are not deductible:

» Expenses related to fixed assets, including financial and operat-
ing lease payments, depreciation and amortization, if the assets
are not directly used in the production or commercialization of
products and services.

» Fringe benefits furnished to shareholders and officers if the ben-
eficiaries are not identified and individualized (a 35% [effective
rate of 53.84%] withholding tax is imposed on such payments).
Neither the fringe benefits nor the withholding tax is deductible.

* Donations in general, gifts and other non-compulsory payments.

Simplified methods are available for calculating the tax liability
applicable to small businesses.

Inventories. Companies that have an integrated cost system must
value inventory for tax purposes at the lower of cost or market
value, using either the average cost or the first-in, first-out (FIFO)
method. Direct cost and last-in, first-out (LIFO) methods cannot
be used. In general, companies that do not have an integrated cost
system must value finished products at 70% of the highest sales
price of the product sold in the tax period. Work-in-process must
be valued at either 80% of the finished product cost or 1.5 times
the highest cost of the material content. Supermarkets and similar
enterprises that sell a large number of goods may use a specific
system for inventory valuation based on periodic and simplified
counting.

Provisions. In general, the only deductible provisions are those for
vacation pay and the 13th month salary (annual bonus).

Depreciation. Fixed assets may be depreciated using the straight-
line method at rates provided by the Brazilian tax authorities. The
following are some of the annual depreciation rates:

* Real estate assets: 4%

* Machinery and equipment: 10%

* Vehicles: 20%

» Computer hardware and software: 20%

Companies that operate two work shifts per day may depreciate
machinery and equipment at 1.5 times the normal rate. If the
company operates three shifts, it may double the normal rate.

For accounting purposes, companies may calculate depreciation
at different rates (taking into account International Financial
Reporting Standards [IFRS] criteria, which can affect, in addition
to depreciation rates, inventory and other items).

Tax losses. Tax losses may be carried forward indefinitely, but can
only offset up to 30% of the company’s taxable income for a tax
period. No carryback is allowed.

Tax losses may be jeopardized if a company experiences a change
in business activity and ownership control between the period in
which losses were generated and the period in which losses
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would otherwise be used to offset taxable income. In general,
non-operating tax losses can be offset only against non-operating
gains if certain conditions are met. In a corporate restructuring
involving a merger, the tax losses of the merged company must

be forgone.

D. Other significant taxes

The following table summarizes other significant taxes.

Nature of tax

State value-added tax (ICMS)
General rate for intrastate transactions
General rate for interstate transactions
General rate for interstate resale
transactions involving imported goods
Transactions in which taxpayers located in
the South or Southeast (except for Espirito
Santo State) regions that remit goods and
services taxable under ICMS to taxpayers
resident in the states of the North, Northeast
or Centre-West regions or Espirito Santo State
Exports
Federal value-added tax (IPI); the top rate
applies to luxury or superfluous goods, such
as alcoholic beverages and cigarettes
Tax on Financial Operations (IOF); imposed
on credit transactions, foreign-exchange
transactions, insurance operations and
financial investments
Loan operations
Daily rate (maximum annual rate of 1.5%)
for corporations
Daily rate (maximum annual rate of 3%)
for individuals
Additional rate
Foreign-exchange transactions
Insurance operations
Financial investments
Social Integration Program (PIS) tax; levied
on gross income at a rate of 1.65%; the tax
is a non-cumulative (VAT-type) tax for certain
taxpayers; under the non-cumulative regime,

Rate (%)

0 to 25
17/20
12

4

7
Exempt

0to 330

0.0041

0.0082

0.38

0.38 to 6.38
0.38 to 7.38
Various

some companies are subject to the “single-phase”
regime, with the manufacturer being responsible for
the contribution collection, usually at a higher rate

(2.1% for pharmaceuticals; 2.2% cosmetics and
2.3% auto parts); certain companies, including
local financial institutions and companies that
manufacture goods in the Manaus Free Trade
Zone, are subject to the cumulative regime
and make the contribution at a 0.65% rate; the
tax is also levied on imports of goods at a rate
of 2.1% and on services at a rate of 1.65%,

in most cases; however, for certain imported,
goods, different rates apply; in certain cases,
the rate is reduced to 0%

0/0.65/1.65/2.1
to 3.52
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Nature of tax Rate (%)

Social Security Financing Contribution
(COFINS); levied on gross income at a

rate of 7.6%; the tax is a non-cumulative
(VAT-type) tax for certain taxpayers; under

the non-cumulative regime, some companies

are subject to the “single-phase” regime, with

the manufacturer being responsible for the
contribution collection, usually at a higher rate
(9.9% for pharmaceuticals; 10.3% for cosmetics
and 10.8% for auto parts); certain companies,
including local financial institutions and companies
that manufacture goods in the Manaus Free Trade
Zone, are subject to the cumulative regime and
make the contribution at a 3% rate; the tax is also
levied on imports of goods at a rate of 9.65%
and on services at a rate of 7.6%, in most

cases; however, for certain imported goods,
different rates apply; in certain cases, the

rate is reduced to 0% 0/3/7.6/9.65
to 16.48
Municipal Tax on Services (ISS) 2t05

Social security contributions (INSS), on
monthly salary; paid by
Employer Approximately 28.8
Employee; rate varies depending on amount
of remuneration (amount of employee
contribution may not exceed BRL642.34

[approximately USD155] a month) 8to 11
Severance Pay Indemnity Fund (FGTS),
on monthly salary 8

Withholding tax on local payments of

professional service fees (creditable by

the recipient against income tax) Up to 27.5
Contribution for development of

cinematographic and video phonographic

works (Condecine); in general, tax rate

applied to amounts paid to producers,

distributors and intermediaries abroad

for the exploitation of cinematographic

and video phonographic works 11

E. Miscellaneous matters

Foreign investment. As a general rule, all foreign investments,
such as equity or debt investments, must be registered with the
Central Bank of Brazil (BACEN) to assure the payment of
dividends, principal and interest, or the repatriation of capital.
Nonresidents holding assets and rights in Brazil, such as equity
investments, portfolio investments and debt investments, must be
registered with the Brazilian tax authorities. On registration, the
nonresidents obtain a tax identification number (CNPJ for
entities or CPF for individuals). Failure to comply with the
foreign-exchange regulations and associated requirements is
subject to significant penalties. This particularly applies to eva-
sion, false statements and private offsetting transactions.
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Contracts for the supply of technology and technical services with
the transfer of technology, and for the use of trademarks and pat-
ents between residents and nonresidents must be registered with
the National Institute of Industrial Property (INPI). To allow
Brazilian companies to pay and deduct the royalties up to the
amounts prescribed by law, it must also be registered under the
Financial Operations Registration — ROF module of the Electronic
Declaratory Registration (RDE) of BACEN’s electronic system
(SISBACEN).

Transfer pricing. Brazilian transfer-pricing rules apply only to
cross-border transactions entered into between Brazilian compa-
nies and foreign related parties. A transaction entered into be-
tween a Brazilian company and a resident of a low-tax jurisdiction
or a resident in a jurisdiction with a privileged tax regime is also
subject to the transfer-pricing rules, even if the parties are not re-
lated. In general, Brazilian transfer-pricing rules do not follow the
transfer-pricing guidelines outlined in the Organisation for
Economic Co-operation and Development (OECD) Model
Convention and the US rules. For example, Brazilian transfer-
pricing rules adopt fixed-profit margins on transactions carried
out between related parties. Safe harbor measures may be applied
to Brazilian exports.

On 29 January 2019, the Brazilian tax authorities published
Normative Instruction (NI) 1.870/19 to clarify the application of
the Brazilian transfer-pricing rules. NI 1.870/19 applies from the
2019 calendar year. The following are summaries of the relevant
changes introduced by the NI 1.870/19:

* Transfer-pricing methods for commodities: goods that are sim-
ply quoted in one of the commodities exchanges listed in
Appendix II of the Normative Instruction 1.312/12 are no lon-
ger considered commodities for Brazilian transfer-pricing pur-
poses. The NI 1.870/19 also clarified that taxpayers must
perform a transfer-pricing analysis on a transaction basis.
Taxpayers are not allowed to group all the transactions that
occurred on the same day to calculate a single actual intercom-
pany price to be tested under the Quotation Price on Imports
(PCI) method and the Quotation Price on Exports (PCEX)
method.

Discrepancy margin: NI 1.870/19 clarified that the difference
between the actual intercompany price and the comparable
price must be calculated by considering the weighted average
benchmark price differing from the actual price up to 5% for
transactions carried out before 31 December 2018. However,
from 1 January 2019, NI 1.870/19 provides that taxpayers must
use the weighted average of the comparable price as the denom-
inator for the calculation of the discrepancy margin.

General rule for imports: NI 1.870/19 introduces two signifi-
cant changes to the provisions applicable to imports. The com-
parable prices under the Comparable Independent Price (PIC)
method and the Production Cost Plus Profit (CPL) method
must be calculated exclusively in the calendar year in which the
good, service or right was imported. On the other hand, the
Resale Minus Profit (PRL) method calculation must be per-
formed in the calendar year in which the imported good, service
or right is sold.
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* PIC method: NI 1.870/19 makes clear that a PIC comparable
must not be calculated by considering transactions involving
parties (related or unrelated) located in countries considered to
be a tax haven or privileged tax jurisdiction.

* PRL method: To define the actual price for imports, taxpayers
must consider the International Commercial Terms.
Furthermore, export transactions must not be considered in
calculating the PRL comparable.

Low-tax jurisdiction and privileged tax regime. The Brazilian low-
tax jurisdiction (LTJ) list (prohibited list) and privileged tax
regime (PTR) list (gray list) are contained in regulations issued
by the Brazilian tax authorities. New definitions of LTJ and PTR
were introduced in 2015 and in 2016. In 2016, Ireland was added
to the prohibited list, and Austria holding companies without
substantial economic activity were added to the gray list. In addi-
tion, new rules on the meaning of substantial economic activity
were issued in 2016. As of 2018, Costa Rica, Madeira and
Singapore were removed from the prohibited list; however, spe-
cific regimes in all three jurisdictions were added to the gray list.
In 2019, Brazil removed San Marino from the prohibited list.
There have been no changes since then.

Thin-capitalization. Under thin-capitalization rules, interest ex-
pense arising from a financial arrangement with a related party
is deductible only if the related Brazilian borrower does not ex-
ceed a debt-to-net equity ratio of 2:1. In addition, interest expense
arising from a financing arrangement executed with a party es-
tablished in a LTJ or benefiting from a PTR is deductible only if
the Brazilian borrower does not have a debt-to-net equity ratio of
greater than 0.3:1.

Controlled foreign companies. Profits realized by a controlled for-
eign company (CFC) of a Brazilian company are subject to in-
come taxation on 31 December of each year regardless of any
actual distribution by the CFC. Law 12,973/2014 introduced a
new CFC regime. Under the new regime, qualifying CFCs are
taxed on an entity-by-entity basis (that is, individually regardless
of the design of the corporate structure outside of Brazil). If cer-
tain conditions are met, a tax consolidation of CFCs can be per-
formed at the level of the Brazilian shareholder, through which
the accounting losses of a qualifying CFC may offset taxable in-
come of another CFC.

The earnings of CFC entities whose business is connected to oil
and gas activities are exempt from tax in Brazil. Foreign tax cred-
its of CFCs can be used against Brazilian corporate income tax,
limited to the Brazilian corporate income tax due on CFC income.
Under regulations issued by the Brazilian tax authorities
(Normative Instruction 1,520/2014), the Brazilian shareholder can
elect which non-Brazilian entities are subject to tax consolida-
tion. Qualifying non-CFC entities are subject to tax in Brazil on
an actual or deemed dividend distribution to a Brazilian share-
holder. A deemed credit of 9% of the CFC income subject to tax
in Brazil is available for qualifying entities.

The Brazilian corporate income tax on CFC income may be
subject to installment payments over a period of eight years
(12.5% payment per year), but the deferred tax liability is subject
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to adjustment based on London Interbank Offered Rate plus the
US dollar currency exchange variation.

Digital bookkeeping. The Public System of Digital Bookkeeping
(Sistema Publico de Escrituragdo Digital, or SPED) is a unified
electronic storage of accounting and tax bookkeeping. It is in-
tended to replace bookkeeping prepared on paper and to unify the
preparation, storage, and certification requirements of the Board
of Trade and of the tax authorities at the municipal, state and
federal levels. Most companies are now required to comply with
the SPED.

International Financial Reporting Standards. Law 11,638/07 intro-
duced changes to the Brazilian Corporate Law (Law 6,404/76)
with respect to the preparation of financial statements for corpo-
rations as well as for large companies, regardless of whether they
are organized as corporations. This law represents a major step in
the process toward harmonization of Brazilian GAAP with IFRS.
Under this law, which took effect on 1 January 2008, large com-
panies must prepare their financial statements under new Brazilian
GAAP, which is consistent with IFRS principles.

This harmonization process was not intended to generate any tax
consequences in Brazil. Consequently, the Brazilian IRS issued
guidance on achieving such tax neutrality (called the Transitional
Tax Regime). Effective from 2015, Law 12,973/2014 revokes the
Transitional Tax Regime by realigning the income tax rules with
the accounting rules (Brazilian GAAP), unless otherwise pre-
scribed by the tax law. The early adoption of Law 12,973/2014 for
the 2014 calendar year was optional.

Special tax benefits. The Brazilian government has issued laws
providing tax incentives to increase investments in Brazil. The
following are the main programs:

e Law 11,196/2005: tax benefits for investments in infrastructure
and research and development (R&D)

* Special Tax Regime for the Renewal and Expansion of Port
Structures (Regime Tributério para Incentivo a Modernizagdo e
a Ampliagdo da Estrutura Portuaria, or REPORTO): suspension
of IPI, PIS, COFINS and import tax for investments in ports,
warehousing and surveillance and monitoring systems

* RECOF-SPED: a special customs regime that enables compa-
nies to import or acquire in the local market with suspended
taxes (Import Duty [II], IPI, PIS, COFINS, Marine Fee
(AFRMM) and ICMS (only the states of Sdo Paulo [SP], Rio de
Janeiro [RJ] and Parana [PR]) goods that will be used in the
industrial process for export destination or sales in the local
market

F. Treaty withholding tax rates

The rates reflect the lower of the treaty rate and the rate under
domestic tax law.
Dividends Interest Royalties (k)
0,

% % %
Argentina 0 (n) 15 (d)(n) 10/15 (n)
Austria (s) 0 15 (d) 15 (b)(1)(r)
Belgium 0 15 (a)(d) 15 (c)(m)
Canada 0 15 (a)(d) 15 ()
Chile 0 15 15
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Dividends Interest Royalties (k)
9 %

% %
China Mainland 0 15 (d) 15 ()
Czechoslovakia (h) 0 15 (d)(H 15 (1)
Denmark (t) 0 15 (d) 15 (1)
Ecuador 0 15 (d) 15 ()
Finland 0 15 (d) 15 (c)(I)(r)
France 0 15 (a)(d) 15 (c)(I)(r)
Hungary 0 15 (d)(g) 15 ()
India 0 15 (d) 15 ()
Israel 0 15 (d) 15 (i)
Italy 0 15 (d) 15
Japan 0 12.5 (d) 12.5 (e)(D(r)
Korea (South) 0 15 (a)(d) 10 (D(p)
Luxembourg 0 15 (a)(d) 15 ()
Mexico 0 15 (d) 10
Netherlands (u) 0 15 (a)(d) 15 (1)
Norway 0 15 (d) 15 ()
Peru 0 15 (d) 15
Philippines 0 15 (d) 15 (1)
Portugal 0 15 (d) 15
Russian Federation 0 15 (d) 15
South Africa 0 15 (d) 10 (p)
Spain 0 15 (d)(H 10 (0)(p)
Sweden 0 15 (d) 15 (I)(x)
Switzerland 0 15 (v) 10 (o)
Trinidad and Tobago 0 15 (d) 15
Turkey 0 15 (q) 15 (i)
Ukraine 0 15 (d) 15
United Arab Emirates 0 15 (v) 15
Venezuela 0 15 (d) 15
Non-treaty jurisdictions 0 15 () 15 ()

(@
(b)

(©

(d)

(e)
®
(@
()
@

)

(k)
)
(m)

The withholding rate is 10% for interest on certain bank loans with a mini-
mum term of seven years.

The withholding rate is 10% for royalties for the use of, or the right to use,
copyrights of literary, artistic or scientific works, excluding cinematographic
films and films or tapes for television or radio broadcasting, produced by a
resident of a contracting state.

The withholding rate is 10% for royalties for the use of, or the right to use,
copyrights of literary, artistic or scientific works or for the use of, or the right
to use, cinematographic films or television or radio films or tapes produced
by a resident of a contracting state.

Interest paid to the government of the other contracting state, a political
subdivision thereof or an agency (including a financial institution) wholly
owned by that government or political subdivision is exempt from tax.

The withholding rate is 15% for royalties with respect to copyrights of cine-
matographic films and films or tapes for radio or television broadcasting.
The withholding rate is 10% for interest on certain long-term (at least 10
years) bank loans.

The withholding rate is 10% for interest on certain long-term (at least eight
years) bank loans.

Brazil is honoring the Czechoslovakia treaty with respect to the Czech and
Slovak Republics.

This rate applies to royalties related to the use of, or the right to use, trade-
marks. For other royalties, including payments for technical assistance and
technical services, the rate is 10%.

The withholding tax rate may increase to 25% if the recipient is resident in a
low-tax jurisdiction or benefits from a privileged tax regime (see Section E).
The tax treaties do not apply to the CIDE (see footnote [d] to Section A).
The withholding tax rate is 25% for royalties paid for the use of trademarks.
The withholding tax rate is 20% for royalties paid for the use of trademarks.
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(m)

(0)
(9]

(@)

)

®

(w)
)

Argentina and Brazil signed a protocol amending the treaty, which entered
into force on 1 January 2019. The protocol provides for new maximum rates
for dividends (10% and 15%), interest (15%) and royalties (10% and 15%),
as well as other changes. The previous wording of the treaty did not provide
a maximum rate for royalties, but provided that the domestic rate applied.
The withholding rate is 15% for royalties for the use of, or the right to use,
trademarks.

The withholding tax rate applicable to royalties was reduced as a result of the
most favorable clause contained in the protocol to the treaty. This clause pro-
vides for a rate reduction if a future treaty establishes a lower rate. Because of
the treaty between Brazil and Israel, the withholding tax rate on royalties was
reduced to 10% (except for trademark royalties).

Interest paid from Turkey to the Brazilian government, Central Bank of Brazil
or the National Economic and Social Development Bank (BNDES) are
exempt from Turkish tax. Interest paid from Brazil to the Turkish government,
the Central Bank of the Republic of Turkey (Tirkiye Cumhuriyet Merkez
Bankasi) or the Turkish Bank of Exportation and Importation (Eximbank) are
exempt from Brazilian tax.

The protocols of these treaties do not expressly classify payments for techni-
cal services as royalties. Based on recent interpretations of the Brazilian tax
authorities, it may be possible to claim that technical services fees paid to
beneficiaries located in these countries are not subject to withholding income
tax.

Brazil’s Superior Administrative Court has ruled that under the Brazil-Austria
double tax treaty, Brazilian CFC rules do not violate the OECD model tax
treaty.

Brazil has published Decree 75.106/74/2019, which approves a protocol to
the Brazil-Denmark double tax treaty. The protocol changes the previous
methodology used to prevent double taxation (that is, exemption to credit
methodology).

Brazil’s Superior Administrative Court has ruled that the Brazil-Netherlands
double tax treaty does not prevent the application of Brazilian CFC rules.
The withholding rate is 10% if the beneficial owner is a bank and the loan
has been granted for a minimum of five years for the financing of the pur-
chase of equipment or of investment projects.

In 2018, Brazil signed a double tax treaty with Singapore for
which the internal approval measures are still pending. Therefore,
the treaty is not yet in force.

In 2019, an agreement between Brazil and the United Kingdom
for the exchange of information entered into force.
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A. At a glance

Corporate Income Tax Rate (%)
Capital Gains Tax Rate (%)
Branch Tax Rate (%)
Withholding Tax (%)

SoOoOo O

B. Taxes on corporate income and gains

The BVI Business Companies Act, 2004 (BVI BC Act) entered
into force on 1 January 2005. Under the BVI BC Act, companies
incorporated under the British Virgin Islands (BVI) Companies
Act are exempt from all taxes provided under the BVI Income
Tax Ordinance. The BVI BC Act is essentially an amalgamation
of the International Business Companies (IBC) Act and the BVI
Companies Act, which contained a regime under which all do-
mestic companies incorporated in the BVI were governed. In
addition, on 1 January 2007, all International Business Companies
on the companies register in the BVI were automatically reregis-
tered under the BVI BC Act and, consequently, the IBC Act was
repealed in full.

All Business Companies (BCs) are statutorily exempt from BVI
taxes. However, such companies must pay an annual license fee
(see Section C). In general, a BC may not transact business with
persons resident in the BVI or own interests in real property
located in the BVI unless it obtains the relevant trade license
from the BVI government. In addition, a BC may not carry on
business as a bank, trust company, insurance company or reinsur-
ance company without a license from the BVI Financial Services
Commission.

C. Other taxes

Payroll tax. Payroll tax is imposed on every employer and self-
employed person who carries on business in the BVI. The tax
rates are 10% for Class 1 employers and 14% for Class 2 employ-
ers. The tax is applied to the remuneration paid or deemed to be
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paid, 8% of which may be reclaimed and paid by the employees
or deemed employees. Class 1 employers are those meeting the
following conditions:

* Payroll during the financial year that does not exceed USD150,000
¢ Annual turnover that does not exceed USD300,000

* A total of seven or less employees and deemed employees

All employers not falling within the Class 1 category are deemed
to be Class 2 employers.

The first USD10,000 of actual remuneration paid to an employee,
deemed employee or self-employed person is exempt from tax.

Social tax. Social tax requires both the employer and employee
contribute to the mandatory National Insurance Scheme. The total
contribution rate is 8.5%, of which 4.5% is paid by the employer
and the remaining 4% can be passed on to the employees. These
contributions are based on the amount of weekly wages up to a
maximum of USD865 or monthly wages up to a maximum of
USD3,750. The maximum insurable earnings is USD44,200.

National health insurance. BVI implemented a new national health
insurance regime, effective from 1 January 2016. This regime
requires employers and employees to pay 3.75% each on the
employees’ monthly income. The maximum income on which
national health insurance premiums is assessed is two times the
upper wage limit for social security contributions, which currently
equals USD7,500 per month. Consequently, the maximum
amount payable monthly by employees and employers is
USD281.25 each. Employees are also required to contribute an
additional 3.75% on behalf of an unemployed spouse.

D. Fees and stamp duties

The following table summarizes the fees and stamp duties pay-
able in the BVL

Nature of fees and duties Rate

Annual license fees

BCs incorporated under the BVI BC Act,

with authorized share capital of
Up to USD50,000 or foreign-currency
equivalent or authorized to issue up
to 50,000 shares USD450
Exceeding USD50,000 or foreign-currency
equivalent or authorized to issue more

than 50,000 shares USD1,200
Restricted Purpose Company USD5,000
General banking license USD250,000
Restricted Class I banking license USD150,000
Restricted Class II banking license USD150,000
Insurance company license Up to USD10,000
Class I trust license USD16,000
Class II trust license USD14,000
Class III trust license USD12,000
Class IV trust license USD7,000
Class V trust license USDS5,000
Restricted Class II trust license USD1,000 to
USD3,000

Restricted Class III trust license USD500
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Nature of fees and duties Rate

Stamp duties, on various instruments and
transfers of ownership
Real estate, on higher of consideration
or market value
Sales to belongers (individuals born in
the BVI or those granted BVI status
and BVI companies that are at least
67% owned by such persons and do

not have any non-belongers as directors) 4%
Sales to non-belongers 12%
Other instruments and transfers 0.2% to 5%

E. Miscellaneous matters

Foreign-exchange controls. The BVI does not have any foreign-
exchange control regulations.

European Union Savings Tax Directive. As a result of the BVI’s
status as a British Overseas Territory, it is required to comply with
the requirements of the European Union (EU) Savings Tax
Directive (the Directive). Banks and other paying agents in the
BVI must exchange certain information pertaining to EU resi-
dents.

Under the Mutual Legal Assistance (Tax Matters) (Automatic
Exchange of Information) Order, 2011, effective from 1 January
2012, the former 35% withholding option under the Directive is
no longer applicable because the BVI transitioned to the auto-
matic exchange-of-information option instead of the withholding-
tax option under the Directive. This order provides that BVI-based
paying agents are no longer subject to the withholding tax option
as a means of complying with the Directive. Instead, BVI institu-
tions must disclose the minimum information to the BVI Inland
Revenue, which in turn complies with the information-exchange
policy under the Directive.

On 24 March 2014, the EU revised the Directive to strengthen the
existing rules on exchange of information on savings income. The
principal changes to the Directive are the following:

* A look-through approach based on “customer due diligence,”
which prevents individuals from circumventing the Directive by
using an interposed legal person located in certain non-EU
countries

* Enhanced rules aimed at preventing individuals from circum-
venting the Directive by using an interposed legal person located
in an EU member state

« Extending the scope of the Directive to include financial prod-
ucts that have similar characteristics to debt claims

* Inclusion of income obtained through undertakings for collec-
tive investment in transferable securities authorized by Directive
85/611/EEC (UCITS)

F. Tax treaties

Although the United Kingdom’s double tax treaties with Japan
and Switzerland have been extended to the BVI, these treaties are
not used in practice. The BVI has not entered into any other tax
treaties. However, the BVI has entered into tax information
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exchange agreements with various jurisdictions, including
Canada, China Mainland, Japan and the United States, and with
16 European countries, including France, Germany, Ireland, the
Netherlands and the United Kingdom.

On 30 June 2014, the BVI and the U.S. Treasury signed and re-
leased a Model 1 Intergovernmental Agreement for the imple-
mentation of the US Foreign Account Tax Compliance Act
(FATCA).

All BVI institutions must comply with FATCA regulations. In
addition, if required, they must report to the BVI International
Tax Authority via the authority’s Automatic Exchange of
Information website.

The BVI was an early adopter of the CRS. The BVI recently is-
sued its initial CRS regulations, which took effect on 1 January
2016. The first reporting for the 2016 tax year was due by the end
of July 2017. The expected deadline for subsequent years is
31 May. All BVI institutions must comply with the CRS.

The BVI has adopted Economic Substance regulations in re-
sponse to the work of the Organisation for Economic Co-
operation and Development (OECD) and the EU with respect to
fair taxation and has implemented them as of 1 January 2019. All
BVI institutions must comply with the Economic Substance
regulations as applicable.
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A. At a glance
Corporate Income Tax Rate (%) 18.5 (a)
Capital Gains Tax Rate (%) 0
Branch Tax Rate (%) 18.5 (a)
Withholding Tax (%) (b)
Dividends 0
Interest 2.5
Royalties 10
Branch Remittance Tax 0
Net Operating Losses (Years)
Carryback 0
Carryforward 6

(a) This is the standard rate. The rate of petroleum income tax is 55%.
(b) For a listing of withholding taxes, see Section D.

B. Taxes on corporate income and gains

Corporate income tax. Limited companies, regardless of whether
they are incorporated overseas or locally or are registered as a
branch of a foreign company, are subject to a tax on income accru-
ing in, derived from or received in Brunei Darussalam.

Branches of foreign companies are taxed on their profits arising
in Brunei Darussalam at the same rates as corporations.

Rate of corporate income tax. The income tax rate is 18.5% for
resident and nonresident companies, except for those engaged in
petroleum operations. The rate of petroleum income tax is 55%.

The first BND100,000 of chargeable income is taxed at a reduced
rate of one quarter of the full rate, while the next BND150,000 is
taxed at half the full rate. The balance of chargeable income is
taxed at the full rate. For a new company, the first BND100,000
of chargeable income is exempt from tax. This exemption applies
for a company’s first three consecutive years of assessment.
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Certain enterprises and industries may be exempted from
taxation if they are considered essential for the development of
the country.

Companies that have gross sales or turnover of BND1 million or
less are exempted from corporate income tax or charged with a
0% corporate income tax.

Capital gains. Capital gains are not taxed. Capital losses are not
deductible. However, if assets have been acquired for resale rather
than for a company’s use, any profit from the sale is regarded as
taxable income.

For the 2022 tax year, a tax discount of 50% on the tax payable
is given for companies in the tourism, hospitality (including reg-
istered hotels and lodging houses), restaurant and cafés, and sea
and air passenger transport services sectors.

Administration. The tax year is the calendar year.
Tax returns must be filed by electronic means.

Corporations must file an annual tax return by 30 June of each
year and pay any tax due by the same date. Corporations must also
file an Estimated Chargeable Income (ECI) return within three
months after their accounting year-end if they are unable to file
their annual tax return within this period. Any tax due under an
ECI return must be paid by the due date for filing the ECI return.
If tax is paid under an ECI return, the tax is adjusted accordingly
in the annual tax return. In general, extensions of time are not
granted.

Foreign tax relief. Foreign income that is not received in Brunei
Darussalam is free from tax. Brunei Darussalam has entered into
double tax treaties with Bahrain, Cambodia, China Mainland,
the Hong Kong Special Administrative Region (SAR), Indonesia,
Japan, Korea (South), Kuwait, Laos, Luxembourg, Malaysia,
Oman, Pakistan, Qatar, Singapore, the United Arab Emirates, the
United Kingdom and Vietnam. Both resident and nonresident
companies may also apply for unilateral relief on income arising
from British Commonwealth jurisdictions offering reciprocal re-
lief. However, the maximum relief cannot exceed half the Brunei
Darussalam rate.

C. Determination of trading income

General. The following sources of income are subject to tax:

* Gains or profits from any trade, business, profession or vocation

* Gains or profits from employment

* Net annual value of land and improvements occupied or used
rent-free for residential or enjoyment purposes

* Dividends, interest or discounts

* Pensions, charges or annuities

* Rents, royalties, premiums and any other profits arising from
property

In computing taxable income, normal business expenses may be
deducted.

Interest expenses are allowed as a deduction only if the loan gen-
erating the charge is used for the production of taxable income.
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Provisions. A provision for doubtful debts is not tax-deductible.
Trade debts written off as bad are generally allowable as tax
deductions when there is sufficient evidence of reasonable steps
taken for recovery.

Tax depreciation. Depreciation charged in the financial accounts
is not deductible for tax purposes. Instead, capital allowances (tax
depreciation) are permitted.

Industrial buildings. An initial allowance of 40% of the qualifying
expenditure is given on industrial buildings in the year of expendi-
ture, with a further annual allowance of 20% of qualifying expen-
diture provided on a straight-line basis until the total expenditure
is written off.

Plant and machinery. An initial allowance of 40% of the cost of
plant or machinery is given on the qualifying expenditure, and an
annual allowance is given on the declining value of the asset.
Effective from 1 January 2016, the rates of the annual allowance
for all types of assets were changed to 25%. Alternatively, a com-
pany may choose to write off such expenditure over three years on
a straight-line basis. For plant and machinery not exceeding
BND2,000 per item, a company may choose to write off such
expenditure fully in the year of acquisition subject to an aggre-
gate cap of BND30,000 per year. For computer and office auto-
mation equipment, a company may also choose to write off such
assets fully in the year of acquisition.

Effective from 1 January 2014, the capital allowance rate was
increased to 150% for assets categorized as plant and machinery
for companies in the manufacturing sector. This capital allow-
ance applies only to plant and machinery installed between
1 January 2014 and 31 December 2019.

Mining. All expenditure incurred in connection with the working
of a mine or other source of mineral deposit of a wasting nature
is considered qualifying mining expenditure. An initial allowance
of 10% of the qualifying expenditure is given in the year of expen-
diture, with annual depletion allowances deductible over the life
of the mine. These are determined by multiplying the residue of
the capital expenditure by the greater of the fraction of 1/20 and
the following fraction:

Output for the year

Output for the year plus estimated future output

Disposals. When an asset is sold, scrapped or destroyed, a balanc-
ing allowance or charge is made, based on the difference between
the disposal price and the depreciated value on disposal. The
balancing charge may be deferred if the plant and machinery
disposed of are replaced by similar assets.

Relief for losses. Losses may be carried forward for up to six years
to offset future profits. Continuity of trade or ownership is not
required to carry forward losses. Losses in one trade or business
may be set off against other sources of income for the same year
of assessment.

Unabsorbed capital allowances may be carried forward indefi-
nitely, provided the company continues to carry on the same trade
or business.
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Groups of companies. No special rules or reliefs apply to groups
of companies; each company is taxed on its own income as
appropriate.

D. Domestic and treaty withholding tax rates

Brunei Darussalam’s domestic tax law imposes withholding tax
on various payments made to nonresident persons, which include
companies and bodies of persons. A company is considered to be
a nonresident company if the control and management of its busi-
ness are not exercised in Brunei Darussalam. The following are
the withholding tax rates.

Type of payment Rate (%)
Interest, commissions, fees or other payments
with respect to loans or indebtedness 2.5
Royalties or other lump-sum payments for the
use of movable properties 10

Payments for the use of, or the right to use,
scientific, technical, industrial or commercial

knowledge or information 10
Technical assistance and service fees 10
Management fees 10
Rent or other payments for the use of movable

properties 10
Nonresident directors’ remuneration 10

The above withholding tax rates may be reduced under tax trea-
ties. Brunei Darussalam has entered into double tax treaties with
Bahrain, Cambodia, China Mainland, the Hong Kong SAR,
Indonesia, Japan, Korea (South), Kuwait, Laos, Luxembourg,
Malaysia, Oman, Pakistan, Qatar, Singapore, the United Arab
Emirates, the United Kingdom and Vietnam.
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A. At a glance

Corporate Income Tax Rate (%)

Capital Gains Tax Rate (%)
Branch Tax Rate (%)
Withholding Tax (%)(b)
Dividends
Interest

Royalties from Patents, Know-how, etc.

Fees for Technical Services

10
10 (a)
10

5 (c)(d)
0/10 (e)(f)(g)
0/10 (e)(f)

10 (f)

Rent and Payments Under Lease, Franchising
and Factoring Agreements Derived from

Sources in Bulgaria

10 (f)
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Net Operating Losses (Years)

Carryback 0
Carryforward 5
(a) Capital gains are exempt from tax if they are derived from the following:

(b)

(©

(d
(©

(9]

+ Shares, rights and government bonds through the Bulgarian stock market
or stock exchanges in European Union (EU) or European Economic Area
(EEA) countries

* Shares through a third country market that is considered equivalent to a
regulated market and for which the European Commission has adopted a
decision on the equivalence of the third country’s legal and supervisory
framework in accordance with Directive 2014/65/EU

An EU/EEA recipient of Bulgarian-source income that is subject to withhold-
ing tax may claim a deduction for expenses incurred in earning that income
by filing an annual tax return. The return must be filed by 31 December of
the year following the year of accrual of the income.
This tax does not apply to payments to entities that are resident for tax pur-
poses in Bulgaria or EU/EEA countries (no requirements for participation
percentage and minimum holding period are imposed). However, under the
general anti-tax avoidance rule provided in the domestic corporate income
tax law, no exemption from withholding tax is granted to an arrangement or
a series of arrangements that, taking into account all of the relevant facts and
circumstances, are not genuine and result in tax avoidance.
This rate may be reduced by tax treaties for dividends distributed to entities
not resident for tax purposes in EU/EEA countries.
The zero rate applies to Bulgarian-source interest or royalty income accrued
to EU associated companies (a minimum holding of 25% of the share capital
must be maintained for at least two years) if the income recipient is its ben-
eficial owner. The zero rate can be availed before the expiration of the two-
year period if the minimum 25% share capital holding is not interrupted as of
the moment of the income accrual (if the share capital holding is interrupted
before the expiration of the two-year period, a 10% withholding tax is due
together with penalty interest for delay). The exemption from tax does not
apply to income accrued on hybrid financial instruments. The zero rate is
disallowed if the Bulgarian-source payment is, in substance, a profit distribu-
tion or capital decrease or aims at tax avoidance or tax evasion.
This tax applies to payments to nonresidents only and may be reduced in
accordance with an applicable tax treaty. In certain cases, the withholding tax
applies to income accrued by a nonresident entity through its Bulgarian per-
manent establishment to other parts of the same entity located outside
Bulgaria. Advance payments are not subject to the withholding tax.
Interest on debt (other than government or municipality bonds) extended to
the Bulgarian state or a municipality is exempt from withholding tax. Interest
income on bonds or other debt instruments issued by Bulgarian resident com-
panies, the Bulgarian state or municipalities on a regulated EU/EEA market
is exempt from withholding tax. The exemptions mentioned in the two pre-
ceding sentences are granted to all corporate investors, regardless of their tax
residency. Interest income paid to nonresident issuers of bonds or other debt
instruments is not subject to withholding tax in Bulgaria if all of the follow-
ing conditions are met:

* The issuer of these bonds or debt instruments is a tax resident of an EU/
EEA member state.

* The purpose for the issuance of the bonds or other debt instruments is that
the proceeds will be used for granting a loan to a Bulgarian tax resident
company.

* The bonds or other debt instruments are issued on a regulated market in
Bulgaria or another EU/EEA member state.

B. Taxes on corporate income and gains

Corporate income tax. Bulgarian companies are subject to corpo-
rate tax on their worldwide income. Bulgarian companies are
companies incorporated in Bulgaria. Foreign companies are taxed
in Bulgaria on their profits generated from activities conducted
through a permanent establishment in the country and on income
from Bulgarian sources.
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If one or more nonresident entities that are associated or related
parties hold in aggregate directly or indirectly 50% or more of the
voting rights, capital interests or rights to a share of profit in a
hybrid entity that is incorporated or established in Bulgaria, but
not a taxable person under the Bulgarian Corporate Income Tax
Act, and if these nonresident entities are located in a jurisdiction
or jurisdictions that regard the hybrid entity as a taxable person
in Bulgaria, then such hybrid entity should be equated to a legal
person. The profits and income of any hybrid entity referred to in
the above sentence are taxed according to the rules established by
the Bulgarian Corporate Income Tax Act to the extent that such
profits and income are not otherwise taxed in the country or
according to the legislation of any other jurisdiction. This rule
does not apply to a collective-investment vehicle, which is an
investment fund or vehicle that fulfills the following conditions:
« It is widely held.

« It holds a diversified portfolio of securities.

« It is subject to investor-protection regulation.

Rates of corporate tax. The corporate tax rate is 10%.

A 10% tax is imposed on certain expenses, such as employee-
related, in-kind fringe benefits and representation-related
expenses, thereby increasing the effective tax rate for companies
incurring such expenses (see Section D).

Capital gains and losses. Capital gains from disposals of assets,
including shares, derived by Bulgarian tax residents are included
in the current year tax base and are subject to tax at the standard
corporate tax rate of 10%. No rollover relief is provided. Capital
losses are deductible for tax purposes.

Capital gains are exempt from tax if they are derived from the

following:

* Shares, rights and government bonds through the Bulgarian
stock market or stock exchanges in European Union (EU) or
European Economic Area (EEA) countries

* Shares through a third country market that is considered equiv-
alent to a regulated market and for which the European
Commission has adopted a decision on the equivalence of the
third country’s legal and supervisory framework in accordance
with Directive 2014/65/EU

Similarly, losses from the sale of shares, rights and government
bonds through such stock exchanges are not deductible for tax
purposes.

Administration. The tax year is the calendar year. Annual tax returns
must be filed by 30 June of the year following the tax year. The tax
return must be accompanied by an activity report for statistical pur-
poses. Taxpayers that did not carry on business activity during the
respective year are not required to submit annual tax returns and
activity reports.

Companies subject to tax must make advance payments of tax.
Only persons that have net sales revenue from the year preceding
the previous year above BGN3 million must make monthly ad-
vance payments. Newly established companies and companies
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with sales of less than BGN300,000 for the year preceding the
previous year are not required to make advance payments. These
taxable persons may opt for quarterly advance payments.
Companies with sales ranging from BGN300,000 to BGN3 mil-
lion for the year preceding the previous year must make quarterly
advance corporate tax payments. The tax base for the monthly
advance payments is one-twelfth of the company’s forecasted an-
nual taxable income for the tax year. The tax base of the quar-
terly advance payments is one-fourth of the company’s forecasted
annual taxable income for the tax year. The tax rate for calculat-
ing the advance payments is 10%.

The monthly advance payments for January, February and March
are due on 15 April of the current tax year. For the months from
April through November, the monthly advance payments are due
on the 15th day of the respective month; the only exception is that
for December the monthly advance payment is due on 1 December.
The quarterly advance payments for the first and second quarters
are due on the 15th day after the end of the respective quarter. For
the third quarter, the advance payment is due by 1 December. No
quarterly payment is required for the last quarter. Changes in the
amount of the initially reported advance corporate income tax
payments can be made with a declaration for adjustment of the
advance payments under Article 88 of the Corporate Income Tax
Act (CITA) until 15 November of the respective year. Companies
must pay the corporate tax due for the tax year, less the advance
installments, by 30 June of the following year.

In the case of errors (including accounting errors) related to the
prior year for which the tax return was filed, companies can file
a one-off corrective corporate income tax return by 30 September
of the year.

The tax on certain expenses (see Section D) is payable on an
annual basis by 30 June of the following year.

Dividends. A 5% withholding tax is imposed on dividends paid by
Bulgarian companies to companies resident for tax purposes in
non-EU/EEA countries, as well as on hidden profit distributions
to residents of EU/EEA countries.

Remittances of profits by branches to their home countries are not
subject to withholding tax.

Foreign tax relief. Bulgarian companies are entitled to a tax
credit for identical or similar foreign taxes imposed abroad. The
tax credit is limited to the amount of the Bulgarian tax that would
have been paid in Bulgaria on the income subject to the foreign
tax. In addition, a per-country limitation applies. Bulgarian tax
treaties normally provide an exemption from Bulgarian taxation
for income from foreign real estate and foreign permanent estab-
lishments.

C. Determination of taxable income

General. Taxable income is based on annual accounts prepared in
accordance with International Financial Reporting Standards
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(TFRS) or, for small and medium-sized enterprises, Bulgarian
accounting standards. However, taxable income does not equal
the profit shown in the accounts, because certain adjustments to
revenue and expenses are required for tax purposes with respect
to items such as accrual for bonuses, unused leave, depreciation
and impairment of assets.

The write-down of assets as a result of impairment is not deduct-
ible for tax purposes. The loss is deductible on realization.

IFRS 16 (Leases) related amendments. The expenses and reve-
nues related to operating lease contracts, according to the
International Accounting Standards (IAS), and accrued for
accounting purposes by the lessee are not recognized for tax
purposes. In addition, the assets that the lessee has a right to use
under the operating lease contract, according to the International
Accounting Standards, are not recognized as tax-depreciable
assets.

The measure also provides that the expenses or revenues deter-
mined under the National Accounting Standard 17 (Leases) with
respect to operating lease contracts are recognized for tax pur-
poses. These amounts are treated as accounting expenses or rev-
enues for corporate tax purposes.

The expenses, income, gains and losses realized from the sale-
and-leaseback contracts classified as operating leases in accor-
dance with the IAS at the lessee sellers are not recognized for tax
purposes. The right-of-use assets arising from the sale-and-
leaseback contracts, classified as an operating lease under the
IAS and recognized at the lessee sellers, are not tax-depreciable
assets. The assets eligible for use in connection with leaseback
agreements, classified as operating leases in accordance with
IAS recognized at the lessee sellers, are not tax depreciable
assets.

Also recognized for tax purposes are expenses, income, gains
and losses determined in accordance with the rules of Accounting
Standard 17 “Leasing” with respect to sale-and-leaseback con-
tracts classified as operating leases, attached to the relevant
contracts.

Inventories. All cost methods that are applicable under IFRS may
be used for tax purposes. For manufacturing entities, the quantity
of raw material exceeding the usual quantity of raw materials
required for the production of a particular unit is treated as avoid-
ance of taxation and is subject to adjustment for tax purposes.

Impairment of receivables and provisions. Impairments and write-
offs of receivables are not deductible for tax purposes until their
materialization or the expiration of the five-year statute of limita-
tion to pursue the claim at court. This rule does not apply to
financial institutions, which may deduct impairments and write-
offs of receivables in the year in which they are booked.
Provisions for payables are not deductible for tax purposes until
their materialization.
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Tax depreciation. The law provides the following maximum tax
depreciation rates for categories of assets.

Category Assets Rate (%)

1 Buildings, facilities, communication
devices, electricity carriers and
communication lines, as well
as accounting expenses incurred after
or on 1 January 2020, for the
construction or improvement of the
elements of the technical infrastructure
(public state or municipal property)
that are related to the business activity
of the taxpayer and wholly or partially

unrecognized for tax purposes 4 (a)
2 Machines, manufacturing equipment

and other equipment 30 (b)
3 Transportation vehicles, excluding

automobiles, road coverings and

aircraft runways 10
4 Computers, mobile phones,

software and the right to use software 50/100 (c)
5 Automobiles 25
6 Intangibles and other tangible assets

that are legally protected for a limited

time period - (d)
7 Other tangible assets 15

(a) The new rules in the CITA for accounting expenses related to the repair,
construction or improvement or elements of the technical infrastructure (pub-

lic state or municipal property) are applicable since 1 January 2020.

However, the transitional provisions were adopted in the CITA, which state

that the Bulgarian entities can treat such accounting expenses incurred or

booked in the period of 1 January 2015 to 31 December 2019 in the same
manner if the following conditions are met:

* The expenses were treated as tax nondeductible expenses for donations or
tax nondeductible expenses for non-business-related activities in this prior
period.

* The construction, improvement or repair of elements of the technical infra-
structure was actually related to the business activity of the company.

(b) The rate may increase to as high as 50% for new machines for investment
purposes.
(c) The upper limit of 100% is applicable for the following:

* Software for management of sales in stores or trade premises (under Article
118, Paragraph 16 of the Value-Added Tax Act (VATA)

* The right to use such software: computers, peripherals for them or mobile
phones on which such software is installed

(d) The depreciation rate is determined by dividing 100 by the number of years

of the legal restriction. The maximum rate is 33%%.

The CITA contains measures requiring companies to prepare tax
depreciation plans.

Goodwill arising from business combinations is not treated as a
depreciable asset for tax purposes.

Relief for losses. Tax losses may be carried forward to the next
consecutive five years, after the year in which the loss was real-
ized. Losses may not be carried back.

Groups of companies. Bulgarian law does not include measures
for filing consolidated returns or relieving losses within a group.
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D. Other significant taxes
The following table summarizes other significant taxes.

Nature of tax Rate (%)

Value-added tax; imposed on all domestic

supplies of goods and services, imports

and intra-EU acquisitions in Bulgaria 20
Tax on expenses; imposed on payers for

representation and social expenses;

the amount of the representation and

social expenses is not subject to tax in

the hands of the recipient 10
Tax on expenses; imposed on expenses for

fringe benefits resulting from the provision

of company assets and personnel to

employees, directors and shareholders;

companies have the option to apply the 3% tax

on corporate expenses triggered by the

personal use of company assets and

personnel by employees, directors and

shareholders or to treat them as fringe

benefits taxed at the personal level;

companies must choose the method for

taxation in their annual corporate tax return 3
(as of 1 January
2022)
Real estate property tax; rate varies by
municipality 0.01 to 0.45
Real estate transfer tax; rate varies by
municipality 0.1to3

E. Miscellaneous matters

Foreign-exchange controls. The Bulgarian currency is the leva
(BGN). The exchange rate of the leva against the euro (EUR) is
fixed at BGN1.95583 = EURI.

Bulgaria does not impose foreign-exchange controls. However,
some reporting requirements exist.

Each business transaction between local and foreign persons that
involves financial credits or direct investment of a local company
or sole proprietor abroad, must be declared for statistical pur-
poses to the Bulgarian National Bank (BNB) within 15 days after
the date of the transaction.

Under the Foreign Exchange Act, bank payments of up to
BGN30,000 may be made freely after the payer declares the pur-
pose of the payments. For payments over BGN30,000, certain
requirements must be satisfied, including the submission of cer-
tain documents to the bank.

The act does not restrict the amount of foreign currency that may
be purchased or imported into Bulgaria. Bulgarian and foreign
individuals may export foreign currency of up to the equivalent
of EUR10,000 without filing a declaration. The individual must
file a declaration for exports exceeding EUR10,000. For exports
of cash exceeding EUR15,000 or the equivalent in another cur-
rency, the customs authorities should check in the National
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Revenue Agency’s system to determine whether the individual
has any outstanding tax liabilities.

Debt-to-equity rules. An interest-limitation rule and thin-
capitalization provisions regulate the deductibility of interest
expenses, as well as other expenses related to loans.

As of 2019, the interest-limitation rule is applied to corporate
taxpayers that incur net interest and other borrowing costs
exceeding EUR3 million for the calendar year. The tax deduction
of such costs is limited to 30% of the respective entity’s tax-
adjusted earnings before interest, tax, depreciation and amortiza-
tion (tax EBITDA). The borrowing costs include the following:
* Interest on all types of debt arrangements, regardless of the
creditor status
* Interest-like items, such as depreciation of real estate that in-
cludes capitalized borrowing cost and currency losses

All taxpayers (including those below the threshold of
EUR3 million) should also adhere to the thin-capitalization
regime. This regime is triggered when a company’s total debt
exceeds three times its equity (both figures should be calculated
as an average of the opening and closing balances for the year).

Thin-capitalization provisions regulate the deductibility of inter-

est expenses related to certain transactions, such as the following:

* Nonbank loans from related parties

* Financial leases entered into with related parties

* Bank loans obtained from related parties or guaranteed by
related parties (special rules on the deductibility of expenses
apply if both the third party and the borrower provided a secu-
rity or guarantee for the loan)

The tax deductibility for the net amount of the regulated interest
expenses subject to the thin-capitalization provisions (after
deduction of any interest income) is limited to 75% of earnings
before interest and tax (EBIT). If the financial result before taking
into account the interest expense is a loss, the entire amount of the
interest expense is not deductible.

Taxpayers that are both thinly capitalized and that have net bor-
rowing costs of more than EUR3 million should apply both tests
and limit their deduction to the outcome that is more restrictive.

The interest not deducted under both regimes can be carried for-
ward indefinitely.

Hidden distributions of profit. Adjustments to taxable income as a
result of violations of the arm’s-length principle are treated as
hidden distributions of profit. The definition of hidden profit
distribution also includes the following:

» Amounts not related to the business activity or amounts exceed-
ing the customary market levels, which were accrued, paid or
distributed in any form in favor of shareholders, partners or
persons related to them, excluding dividends

* Interest on certain hybrid instruments (debt contracts that, sub-
ject to a specific test provided for in the CITA seem to be more
akin to equity)
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Hidden distributions are treated like dividends. Accordingly, they
are disallowed for corporate income tax purposes and subject to
a 5% withholding tax (if distributed to nonresidents).

In addition, an administrative sanction in the amount of 20% of
the distributed amount is imposed. However, voluntary disclo-
sure of hidden profit distributions in the annual corporate income
tax return relieves taxpayers of this penalty.

Exit taxation. New rules provide that when a taxpayer transfers
assets or an activity to outside Bulgaria or ceases being a tax
resident of Bulgaria, the amount of potential capital gain
generated in Bulgaria is taxed, but such gain is not realized at the
moment of the transfer. The taxation takes place when Bulgaria
loses in whole or in part its right to tax the result of subsequent
disposal of the transferred assets or activity.

The new rule covers the following cases:

* Transfer of assets or activity from a Bulgarian headquarter to a
permanent establishment of the same entity located outside the
country

* Transfer of assets or an activity from a permanent establish-
ment in Bulgaria to another part of the entity located out of the
country

» Transfer of assets or an activity in the case of a change in the
tax residence from Bulgaria to another country (not applicable
if the assets continue to be effectively connected to a permanent
establishment in Bulgaria)

* Transfer of an activity conducted through a permanent estab-
lishment in Bulgaria to another jurisdiction

In case of an assets transfer, the accounting financial result
should be adjusted with the difference between the fair market
value and the tax value of the transferred asset as of the time of
the transfer. In case of transfer of activity, the result is to be ad-
justed with the difference between the fair market value of the
transferred activity and its tax value decreased by the tax value of
the transferred liabilities as of the time of the transfer.

F. Treaty withholding tax rates

The rates of withholding tax in Bulgaria’s tax treaties are described
in the following table.

Dividends (y) Interest (ss) Royalties
% % %

%
Albania 5/15 (h) 10 10
Algeria 10 10 10
Armenia 5/10 (m) 5/10 (1) 5/10 (mm)
Austria 0/5 (tt) 0/5 (uu) 5(w)
Azerbaijan 8 0/7 (dd)  5/10 (ee)
Bahrain 0/5 (nn) 0/5 (pp) 0/5 (00)
Belarus 10 10 10
Belgium 10 0/10 (rrr) 5
Canada 10/15 (n) 0/10 (aaa)  0/10 (sss)
China Mainland 10 10 7/10 (a)
Croatia 5 5 0

Cyprus 5/10 (1) 7 10
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Czech Republic
Denmark
Egypt
Estonia
Finland
France
Georgia
Germany
Greece
Hungary
India (fff)
Indonesia
Iran

Ireland

Israel

Italy (1)

Japan

Jordan
Kazakhstan
Korea (North)
Korea (South)
Kuwait
Latvia
Lebanon
Lithuania
Luxembourg
Malta
Moldova
Mongolia
Morocco
Netherlands (uuu)
North Macedonia
Norway
Pakistan
Poland
Portugal
Qatar
Romania
Russian Federation
Saudi Arabia
Singapore
Slovak Republic
Slovenia
South Africa
Spain
Sweden
Switzerland
Syria
Thailand
Turkey
Ukraine
United Arab
Emirates

Dividends (y)
%
10
5/15 (b)
10

0/5 (ff)
10 (c)

5/15 (e)
10

5/15 (qq)
10

10
15
15

75

5/10 (r)

7.5

10

10115 (f)

0/10 (aa)
5/15 (h)
0(g)
5/15 (h)
10
7/10 (q)
0/15 (vvv)
5/15 (p)
0/5/15 (hhh)
12.5 (000)
10
10/15 (ddd)
0

5/10 (b)
5/15 (h)
5/15 (i)
10
10 (xx)
10
10
10/15 (o)
5/15 (i)

0/5 (i)

Interest (ss) Royalties
% %
0/10 (ttt) 10
0 0
12.5 12.5
0/5 (gg) 5
0 0/5 (d)
0 5
10 10
0/5 (rr) 5
10 10
10 10
0/15 (bbb) 15/20 (ccc)
10 10
5 5
5 10
5/10 (u) 7.5
0 5
10 10
0/10 (hh) 10
10 10
10 10
0/10 (eee) 5
5 10
5 5/7 (w)
7 5
10 10
0/10 (kk) 5
0 10
10 10
10 10
10 10
0/5 (www) 5
0/10 (hh) 10
0/5 (iii) 5
0/10 (ppp)10/12.5 (qqq)
10 5
10 10
0/3 (ww) 5
0/5 (ggg) 5
15 15
5 (mmm) 5/10 (nnn)
5 5
10 10
5 5/10 (x)
5 5/10 (z)
0 0
0 5
0/5 (zz) 0/5
10 18
10/15 (s) 5/15 (t)
10 10
10 10
072 (i) 0/5 (ij)
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Dividends (y) Interest (ss) Royalties
% l,('l 00

% %

United

Kingdom 0/5/15 (jjj) 0/5 (kkk) 5

United States 0/5/10 (bb)  0/5/10 (cc) 5

Uzbekistan 10 0/10 (yy) 10

Vietnam 15 10 15

Yugoslavia 5/15 (h) 10 10

Zimbabwe 10/20 (k) 10 10

Non-treaty

jurisdictions 5 10 10

(a) The 7% rate applies to royalties for the right to use industrial, commercial
and scientific equipment; the 10% rate applies to other royalties.

(b) The 5% rate applies if the beneficial owner is a company, other than a part-
nership, holding directly more than 25% of the capital of the payer.

(c) This rate applies to dividends paid from Finland to Bulgaria. The treaty does
not provide a withholding rate for dividends paid from Bulgaria to Finland.

(d) The 5% rate applies to royalties for specified types of intellectual property.
The rate for other royalties is 0%.

(e) The 5% rate applies if the beneficial owner of the dividends is a company,
other than a general partnership, that holds directly at least 15% of the capital
of the payer; the 15% rate applies to other dividends.

(f)  The 10% rate applies if the recipient is a legal person owning at least 25% of
the voting shares of the payer for at least six months before the end of the
accounting period for which the distribution of profits is made. The 15% rate
applies to other dividends.

(g) The rate is 0% for dividends paid from Bulgaria to Malta. For dividends paid
from Malta to Bulgaria, the withholding tax is the lower of 30% of the gross
dividend or the tax imposed on the profits out of which the dividends are paid.

(h) The 5% rate applies if the recipient is a company owning directly at least 25%
of the capital of the payer; the 15% rate applies to other dividends.

(1) The 5% rate applies if the recipient is a company, other than a general part-
nership, owning directly at least 25% of the payer. The 15% rate applies to
other dividends.

(j) The 5% rate applies if the recipient is a company that is the beneficial owner
of the dividends and holds at least 15% of the capital of the payer. The 10%
rate applies to other dividends.

(k) The 10% rate applies if the beneficial owner of the dividends is a company
that holds at least 25% of the capital of the payer. The 20% rate applies to
other dividends.

(I) The Bulgarian Council of Ministers authorized the signing of a new tax
treaty between Bulgaria and Italy. After the new treaty is signed, enters into
force and takes effect, it will replace the 1988 income and capital tax treaty
between the countries.

(m) The 5% rate applies if the beneficial owner of the dividends has invested at
least USD100,000 or an equivalent amount in another currency in the capital
of the payer. The 10% rate applies to other dividends.

(n) The rate of 10% applies to dividends paid by a Canadian investment company,
of which at least 10% of the voting shares are controlled directly or indi-
rectly by a foreign company. The 15% rate applies to other dividends.

(0) The 10% rate applies if the beneficial owner of the dividends is a company,
other than a general partnership, that holds at least 25% of the payer. The 15%
rate applies to other dividends.

(p) The 5% rate applies if the beneficial owner of the dividends is a company,
other than a partnership, holding directly at least 25% of the payer. The 15%
rate applies to other dividends.

(q) The 7% rate applies if the beneficial owner of the dividends is a company,
other than a partnership, holding directly at least 15% of the capital of the
payer. The 10% rate applies to other dividends.

(r) The 5% rate applies if the recipient is a company owning directly at least 25%
of the payer. The 10% rate applies to other dividends.

(s) The 10% rate applies to interest paid to financial institutions, including insur-
ance companies. The 15% rate applies to other interest payments.

(t) The 5% rate applies to royalties received for the use of, or the right to use,

copyrights. The 15% rate applies to other royalties.



244 BULGARIA

(u) The 5% rate applies to interest on loans from banks or financial institutions.
The 10% rate applies to other interest payments.

(v) The 0% rate applies if the beneficial owner is a company, other than a part-
nership, holding directly more than 25% of the capital of the payer.

(w) The 7% rate applies to royalties received for the use of, or the right to use,
copyrights, patents, logos, models, plans, secret formulas or processes. The
5% rate applies to other royalties.

(x) The 5% rate applies to royalties received for the use of, or the right to use,
copyrights (except for cinematographic movies), or scientific, commercial or
industrial equipment. The 10% rate applies to other royalties.

(y) A 0% rate applies to dividends paid to entities from EU countries if certain
conditions are satisfied.

(z) The 5% rate applies to copyright royalties and other similar payments with
respect to the production or reproduction of cultural, dramatic, musical or
other artistic works (but not including royalties with respect to motion picture
films and works on film or videotape or other means of reproduction for use
in connection with television) and to royalties paid for the use of industrial,
commercial or scientific equipment. The 10% rate applies to other royalties.

(aa) The 0% rate applies if the beneficial owner of the dividends is a company,
other than a general partnership, that holds at least 10% of the payer. The 10%
rate applies to other dividends.

(bb) The 5% rate applies if the beneficial owner is a company that owns directly
at least 10% of the voting stock of the company paying the dividends. The 0%
rate applies if the beneficial owner is a pension fund resident for tax pur-
poses in the United States. Other conditions must also be observed.

(cc) The 0% rate applies if any of the following circumstances exist:

* The beneficial owner is an institution wholly owned by the state.

* The beneficial owner is a financial institution, provided the interest is not
paid with respect to a back-to-back loan.

* The beneficial owner is a pension fund, provided that the interest is not
derived from the carrying on of a business, directly or indirectly, by such
pension fund.

* The interest concerns debt claims guaranteed, insured or financed by the
state.

The 10% rate applies to the following payments:

+ Contingent interest arising in the United States that does not qualify as
portfolio interest under US law

+ Interest arising in Bulgaria that is determined with reference to receipts,
sales, income, profits or other cash flow of the debtor or a related person,
to a change in the value of any property of the debtor or a related person or
to a dividend, partnership distribution or similar payment made by the
debtor or a related person

The 5% rate applies to other cases.

(dd) The 0% rate applies if either of the following applies:

+ The payer or the recipient of the interest is the government, an administra-
tive territorial subdivision or a local authority thereof, the national bank of
either contracting state, the state or the State Oil Fund of Azerbaijan.

* The interest is paid with respect to a loan guaranteed by any of the institu-
tions mentioned in the first bullet.

The 7% rate applies to other cases.

(ee) The 5% rate applies to royalties received for the use of patents, designs or
models, plans, secret formulas or processes, or for information, regarding
industrial, commercial and scientific experience (know-how). The 10% rate
applies in all other cases.

(ff) The 0% rate applies if the beneficial owner of the dividends is a company
holding directly at least 10% of the capital of the payer. The 5% rate applies
in all other cases.

(gg) The 0% rate apphes if any of the following circumstances exists:

* The interest is paid to the government, local authority or the central bank

of a contracting state.

The interest is paid on a loan granted, insured or guaranteed by any of the

institutions mentioned in the first bullet.

The interest is paid with respect to the sale on credit of industrial, com-

mercial or scientific equipment.

The interest is paid on a loan granted by a bank.

(hh) The 0% rate applies to interest originating from one of the contracting states
that is paid to the government or the central bank of the other state.

(if) The 0% rate applies if the beneficial owner of the income derived from one
of the contracting states is any of the following:

* The other state or a political subdivision, local government, local authority
or the central bank of the other state
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@

(k)

(m

(mm)

(nn)

(00)

(pp)

(q9)

(1)

(s3)

(tt)

(uw)

(vw)

(ww)

The Abu Dhabi Investment Authority, Abu Dhabi Investment Council,

International Petroleum Investment Company or any other institution cre-

ated by the government, a political subdivision, a local authority or a local

government of the other state, which is recognized as an integral part of

the government, as agreed in an exchange of letters between the compe-

tent authorities of the contracting states

The 0% rate applies to income originating from one of the contracting states

that is paid to any of the following:

The other state, a political subdivision, a local government, a local author-

ity or the central bank of the other state

The Abu Dhabi Investment Authority, Dubai Investment Office,

International Petroleum Investment Company, Abu Dhabi Investment

Council or any other institution created by the government, a political

subdivision, a local authority or a local government of the other state,

which is recognized as an integral part of the government, as agreed

through the exchange of letters between the competent authorities of the

contracting states

The 0% rate applies if any of the following circumstances exists:

* The interest is paid with respect to the sale on credit of industrial, com-
mercial or scientific equipment.

+ The interest is paid with respect to the sale on credit of goods or merchan-
dise delivered by an enterprise to another enterprise.

* The interest is paid on a loan, not represented by bearer shares, granted by
a financial institution or by the government.

The 5% rate applies to interest paid on loans granted by banks or financial

institutions. The 10% rate applies to the gross amount of interest in all other

cases.

The 5% rate applies to royalties paid for the use of, or the right to use,

copyrights of literary, artistic or scientific works, including cinemato-

graphic films, and films or tapes for television or radio broadcasting.

The 0% rate applies to dividends paid to the government, a local authority,

statutory body, agency, the national bank or a wholly owned company of a

contracting state.

The 0% rate applies to royalties paid to the government, a local authority,

statutory body, agency, the national bank or a wholly owned company of a

contracting state.

The 0% rate applies to interest paid to the government, a local authority,

statutory body, agency, the national bank or a wholly owned company of a

contracting state.

The 5% rate applies if the recipient of the income (other than partnership

or a German Real Estate Investment Trust Company) owns at least 10% of

the capital of the company paying the dividends.

The 0% rate applies to interest paid on the following loans:

* Loans granted or guaranteed by the Bulgarian government or municipal
and state institutions

* Loans guaranteed by Germany with respect to exports or foreign direct
investment or granted by the government of Germany, the Deutsche
Bundesbank, the Kreditanstalt fiir Wiederaufbau or the Deutsche
Investitionsund Entwicklungsgesellschaft

* Loans related to the sale on credit of equipment and merchandise

* Loans granted by banks

A 0% rate (unless explicitly indicated otherwise in the table) broadly applies

to interest paid to governments, statutory bodies or central banks. 