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PREFACE

The Global Executive summarizes the personal tax systems and
immigration rules for expatriates in more than 130 countries. The
content is based on information current to 1 January 2007, unless
otherwise indicated in the text of the chapter.

Ernst & Young is a leading international professional services
organization with over 19,000 tax professionals located in almost
140 countries.

Tax and Immigration Information

This publication should not be regarded as offering a complete
explanation of the tax or immigration matters referred to and
is subject to changes in the law. Local publications of a more
detailed nature are frequently available, and readers are advised
to consult their local Ernst & Young professionals for further
information.

Ernst & Young also produces guides on corporate tax regimes
and on VAT and GST systems.

Directory

Office addresses, as well as names, direct telephone numbers and
e-mail addresses of international executive and expatriate tax
and immigration contacts, are provided for the Ernst & Young
member firms in each country. Certain countries also list their
International High Net Worth Group contacts. These contacts are
specialists in specific planning for individuals who have signifi-
cant personal wealth.

The international telephone country code is listed in each coun-
try heading and, if presented as part of a telephone or fax num-
ber, is surrounded by brackets. Telephone and fax numbers are
presented with the city or area code in parentheses, and without
the domestic prefix (1, 9 or 0) sometimes used within a country.

Internet Site
Further information concerning Ernst & Young may be found at
WWW.ey.com.

Ernst & Young
September 2007



This publication contains information in sum-
mary form and is therefore intended for general
guidance only. It is not expected to be a substi-
tute for detailed research or the exercise of pro-
fessional judgment. Neither EYGM Limited
nor any other member of the global Ernst &
Young organization can accept any responsibil-
ity for loss occasioned to any person acting or
refraining from action as a result of any mater-
ial in this publication. On any specific matter,
reference should be made to the appropriate
advisor.

About Ernst & Young

Ernst & Young, a global leader in professional
services, is committed to restoring the public’s
trust in professional services firms and in the
quality of financial reporting. Its 114,000 peo-
ple in 140 countries pursue the highest levels of
integrity, quality, and professionalism in provid-
ing a range of sophisticated services centered
on our core competencies of auditing, account-
ing, tax, and transactions. Further information
about Ernst & Young and its approach to a
variety of business issues can be found at
www.ey.com/perspectives. Ernst & Young refers
to the global organization of member firms of
Ernst & Young Global Limited, each of which is
a separate legal entity. Ernst & Young Global
Limited does not provide services to clients.

© 2007 EYGM Limited.

All Rights Reserved.
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Executive and Immigration Contacts
Erkan Baykus
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ANGOLA

Country Code 244
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Ernst & Young Street Address:
Mail Address: Avenida 4 de Fevereiro
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Executive Contacts
Anténio Neves
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Fatima Carreiro
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A. Income Tax

Who Is Liable. Individuals receiving work-related income and/or
business and professional income in Angola are subject to tax if
the respective cost of such income is allocated to an entity with a
head-office, residence or permanent establishment in Angola.
Angolan law does not provide criteria for tax residence purposes
to determine who is liable for tax in Angola.

Income Subject to Tax

Employment Income. All employment income is subject to tax,
including wages, salaries, directors’ fees, leave payments, fees,
gratuities, bonuses, and premiums or allowances (for productivity
or reaching certain goals), paid in cash or in kind. Allowances for
travel and certain other expenses (for example, costs incurred for
meals while representing the employer) are taxable to the extent
that the amount paid to the employee exceeds the limits applica-
ble to civil servants.
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Self-Employment Income. Self-employed individuals are taxed on
actual profit, which is gross revenue less deductible expenses
(see Business Deductions).

Investment Income. Income derived from the use of capital is gen-
erally subject to withholding tax. Interest on loans, including share-
holders’ loans, and late payment charges are taxed at a rate of 15%.
Dividends, interest on bonds and royalties are taxed at a rate of 10%.

Deductions

Deductible Expenses. No deductions from employment income are
allowed, except for social security contributions.

Business Deductions. The following expenses are deductible if

properly documented:

* Rent paid for business premises;

» Wages (subject to a maximum of wages paid to three employees),
commissions and fees paid for services;

 Water, gas, telephone and electricity expenses;

* Insurance premiums;

* Other necessary expenses required to carry out the taxpayer’s
business; and

* Depreciation of the business premises.

The total deduction for the above expenses is limited to 30% of the
taxpayer’s total income if the taxpayer does not have an organized
accounting regime.

Rates. Income tax rates applicable to taxable employment income
derived by residents and nonresidents are set forth in the follow-
ing table.

Taxable Income Tax on Lower Rate on
Exceeding Not Exceeding Amount Excess
Kz. Kz. Kz. %

0 8,500 0 0
8,500 11,000 0 2
11,000 16,000 50 4
16,000 21,000 250 6
21,000 26,000 550 8
26,000 36,000 950 10
36,000 56,000 1,950 12.5
56,000 76,000 4,450 14
76,000 — 7,250 15

Individual business owners receiving salary income are taxed at a
flat rate of 20%.

Income from self-employment is taxed at a rate of 15%.

Capital Gains and Losses. A separate capital gains tax is not levied
in Angola; however, capital gains derived from the disposal of
business assets of a self-employed individual are included in oper-
ational profits and taxed at the regular income tax rate of 35%.

Capital losses may not be carried forward or back.

B. Other Taxes

Inheritance and Gift Tax. Inheritance and gift tax is payable by heirs
and donees. This tax is levied on gratuitous transfers of movable
and immovable assets and rights located or transferred in Angola.
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Tax rates range from 10% to 30%, depending on the value of the
estate or the gift and on the relationship of the heir or donee to the
deceased person or donor.

Property Tax. Property tax is levied at a rate of 30% on the offi-
cial assessment value of real property.

C. Social Security

Salaries and additional remuneration specified under law are
subject to social security contributions. No ceiling applies to the
amount of remuneration subject to social security contributions.
The rates of the contributions are 8% for employers and 3% for
employees. Self-employed persons may make voluntary contri-
butions.

Foreign employees are not required to make social security con-
tributions if they can prove that they are covered by the social
security system in another country.

D. Tax Filing and Payment Procedures
The fiscal year in Angola is the calendar year.

Self-employed individuals must file returns (Form M/1) in Janu-
ary following the tax year-end and are notified of their final tax
liability. Penalties are imposed for failure to file tax returns and
other required documents. Self-employed persons who fail to file
their tax returns during January are subject to a fine of UCF 40
(the UCF is a unit fixed periodically by the Ministry of Finance,
which is used to determine the amount of tax penalties). Employ-
ers who fail to file withholding forms are subject to a fine equal
to the amount of the tax underpaid for each employee. Other fines
may also apply, depending on the type of noncompliance.

Income taxes on employees are withheld by the employer, and em-
ployees are not required to file returns.

Tax on income from capital is generally withheld by the payer. For
loan interest paid to a resident, however, the recipient is respon-
sible for paying tax at a rate of 15% on the gross amount received.

To ensure proper withholding on foreign-source self-employment
income remitted to Angolan residents, the Angola Central Bank im-
poses withholding on funds paid into Angola for self-employment
services, regardless of where services are rendered. For other
income paid into Angola, recipients are responsible for paying
the tax due if foreign entities are not legally required to withhold
Angolan taxes.

For nonresidents, the employer or other payer withholds the amount
of tax due and is liable for the tax. The taxes withheld are final
taxes.

E. Tax Treaties

Angola has not concluded any double tax treaties, but treaties are
being negotiated.

ARGENTINA

Country Code 54
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A. Income Tax

Who Is Liable. Residents are subject to tax on worldwide income.
Nonresidents are taxed on Argentine-source income only.

The following individuals are deemed to be resident in Argentina:

* Native and naturalized Argentine citizens;

* Foreign individuals who are granted permanent residence in
Argentina; and

* Foreign individuals who remain in the country under temporary
authorization for a period of 12 months or longer.

Individuals in the third category who have not been granted per-
manent residence are deemed to be nonresident if they can prove
that they do not intend to stay permanently in Argentina.

Foreign individuals who can prove that they are in Argentina
because of their employment, and who remain in the country for
a period not exceeding five years, are not considered to be resi-
dent in Argentina. This rule also applies to members of the indi-
vidual’s family who accompany the individual to Argentina.

Income Subject to Tax. The taxability of various types of income
is discussed below. For a table outlining the taxability of income
items, see Appendix 1.

Employment Income. Taxable income from employment includes
all salaries, regardless of the taxpayer’s nationality or the place
where the compensation is paid or the contract is concluded. In
general, taxable compensation also includes most employer-paid
items, except moving expenses.

Educational allowances provided by employers to their local or
expatriate employees’ children who are 18 years old or under are
taxable for income tax and social security purposes.

Self-Employment Income. Self-employment and business income
is taxable, regardless of the recipient’s nationality, the place of
payment or where the contract was concluded.

Investment Income. In general, dividends from Argentine corpo-
rations paid to residents or nonresidents are not taxable. How-
ever, if a company pays a dividend in excess of its accumulated
taxable income, the excess is subject to a final withholding tax at
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a rate of 35%. Dividends from foreign corporations paid to resi-
dents are taxable. Royalties and income derived from renting real
property are taxed as ordinary income. Interest is taxed as ordinary
income, except interest from certain bank deposits in Argentina
and Argentine government bonds, which is tax-exempt. Interest
from bank deposits paid to nonresidents is exempt from
Argentine tax only if the income is also exempt from foreign tax.

Directors’ Fees. Directors’ fees are taxed as self-employment
income to the extent that they are deducted by the payer compa-
ny (allowable up to the greater of 25% of book profit or
AR$12,500 per director per year). The portion of fees not de-
ductible at the corporate level is not taxable to the director if the
amount of the company’s income tax increases by an amount
equal to the tax attributable to the directors’ fees. Directors’ fees
paid by Argentine companies are considered Argentine-source
income, regardless of where the services are performed.

Taxation of Employer-Provided Stock Options. Stock options granted
to employees are deemed to be payments in kind and are therefore
subject to income tax and social security withholding. Taxable
income is recognized at the time the option is exercised in an
amount equal to the difference between the strike price and the fair
market value of the stock on the date of exercise.

Capital Gains. In general, capital gains are exempt from income
tax, with certain specific exceptions.

Deductions

Deductible Expenses. For purposes of computing tax to be with-

held from an employee’s salary, employers may deduct certain

allowable expenses, including the following:

* Social security contributions;

» Medical insurance payments for employees and their families,
with certain limitations;

* 40% of invoiced medical expenses up to a maximum of 5% of
the taxpayer’s annual net income;

 Expenses incurred by traveling salespeople based on estimates
established by the tax authorities;

* Donations to the government and certain charitable or non-
profit institutions, up to 5% of net taxable income;

* Burial expenses, up to AR$996.23 annually;

« Life insurance premiums, up to AR$996.23 annually;

* Retirement insurance premiums, with certain requirements and
limitations;

* Contributions made to Guarantee Entities of Little and Medium
Companies (special companies that guarantee loans); and

» Compensation and employer contributions related to domestic
help personnel, up to AR$7,500 annually.

Self-employed individuals may deduct expenses incurred in pro-
ducing income, in addition to the expenses listed above.

Personal Deductions and Allowances. Employed and self-employed
individuals are entitled to standard deductions in amounts estab-
lished by law. The amounts for 2007 are AR$6,000 for a spouse
and ARS$3,000 for each child and other dependant. To qualify,
dependants must reside in Argentina for more than six months in
the tax year and may not have income in excess of AR$7,500.
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A deduction of AR$7,500 is granted to taxpayers who are resident
in Argentina for longer than six months during the calendar year.

A special deduction is available against compensation derived from
personal services. The annual amount is AR$28,500 for employ-
ees and AR$7,500 for self-employed persons.

The personal deductions described above are reduced in accor-
dance with the following table.

Net Taxable Income Reduction

Before Personal Deductions in Personal

Exceeding Not Exceeding Deductions
ARS ARS %

0 48,000 0
48,000 65,000 10
65,000 91,000 30
91,000 130,000 50

130,000 195,000 70
195,000 221,000 90
221,000 — 100

Nonresidents residing in Argentina longer than six months in a
calendar year may claim the deductible expenses actually incurred
and exemptions available to residents.

Rates. The progressive tax rates applicable to Argentine residents
for 2007 range from 9% to 35%.

The table below presents the 2007 individual income tax rates in
Argentine pesos (ARS).

Taxable Income Tax on Lower Rate on
Exceeding Not Exceeding Amount Excess
ARS ARS ARS %

0 10,000 0 9
10,000 20,000 900 14
20,000 30,000 2,300 19
30,000 60,000 4,200 23
60,000 90,000 11,100 27
90,000 120,000 19,200 31

120,000 — 28,500 35

Nonresidents residing temporarily in Argentina, that is, for six
months or less, are subject to final withholding tax. A standard
deduction of 30% of compensation is allowed for expenses in-
curred in earning income. The remaining 70% of compensation is
taxed at a flat rate of 35%, with no other allowable deductions or ex-
emptions, resulting in an effective withholding tax rate of 24.5%.

For a sample tax calculation, see Appendix 2.

Relief for Losses. Business losses of self-employed persons may
be carried forward for five years. Foreign-source business losses
may offset foreign-source income only.

B. Other Taxes
Transfer Tax. Sales of real estate are subject to transfer tax at a rate
of 1.5% on the sale price.

Personal Assets Tax. Individuals domiciled in Argentina are sub-
ject to personal assets tax on the value of their worldwide assets
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exceeding AR$102,300. The applicable rate is 0.5% if the total
value of the taxable assets (after deducting AR$102,300) is
ARS$200,000 or less and 0.75% if the total value exceeds
AR$200,000. If domiciled in a foreign country, individuals are
taxed on Argentine assets only. Liabilities, other than those
incurred for the purchase, construction or improvement of a tax-
payer’s home, are not deductible for purposes of the personal
assets tax. A tax credit is allowed for similar taxes paid abroad.

Expatriates residing in Argentina on work assignments for a period
not exceeding five years are considered domiciled abroad and are
taxed only on personal assets located in Argentina.

C. Social Security

Contributions. Social security contributions are paid by employ-
ers, employees and self-employed persons. Employees’ social
security contributions are withheld from their monthly salary.
The rate is 13% for employees enrolled under the private pension
system and 17% for employees affiliated with the public system.

Employers pay social security contributions at a rate of 21% or
17%, depending on the company’s activity and turnover (amount
of sales). A 6% contribution for medical care is required in addi-
tion to the social security contributions.

A maximum monthly tax base of AR$6,000 applies to employ-
ee contributions to the pension system (7% [of the total 13%
contribution] for the private system and 13% [of the total 17%
contribution] for the public system). For the remaining employee
contributions, the monthly cap equals ARS$ 4,800. Monthly salary
that exceeds the maximum tax base is not subject to contributions.
For these purposes, a year comprises 13 months. The amount of
the maximum base amount is revised annually.

Employer social security contributions are not capped, except for
a monthly cap for employer contributions to the health care sys-
tem, which is AR$4,800.

No employee or employer social security taxes are payable with
respect to director’s fees. However, a director must pay fixed
amounts to the pension fund system.

The social security tax law establishes an exemption for all pro-
fessionals, researchers, scientists, and technicians who are con-
tracted outside of Argentina to render services within Argentina
for a period of not more than two years. The individuals must
have a temporary residence, be covered by the social security
system of their countries, and provide evidence of their technical
qualifications. This exemption is available one time only and
once granted is in force from the date of the application for as
long as the conditions for the exemption are met.

Totalization Agreements. Social security taxes for nonresidents
are collected as outlined above. However, both the employer and
the nonresident employee may be exempt from contributions to
the Argentine pension fund if certain conditions are met.

To provide relief from double social security taxes and to assure
benefit coverage, Argentina has entered into totalization agree-
ments with the following countries: Brazil; Chile (partially in
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force); Greece; Italy; Paraguay; Peru (not in force); Portugal;
Spain; and Uruguay.

D. Tax Filing and Payment Procedures

The tax year for individual taxpayers is the calendar year. Tax
returns must be filed in April (between 17 April and 21 April,
depending on the taxpayer’s registration number) of the following
year unless the taxpayer’s only income is from employee com-
pensation. No extensions to file tax returns are allowed.

However, for the 2007 fiscal year, national and foreign employ-
ees must file an income and personal assets tax return for
informational purposes if their gross compensation exceeds
AR$144,000 per year. If their compensation is higher than
ARS$72,000, but lower than AR$144,000, national and foreign
employees must file tax returns reporting only their assets as of
31 December of the current year with the tax authorities.

Self-employed taxpayers must register with the tax authorities.
Tax returns are filed annually in April, declaring earnings for the
previous calendar year.

Individuals with nonwage income, including self-employment in-
come, must make advance tax payments bimonthly from June to
February, based on the previous year’s tax. Under a withholding
system for payments to resident individuals, withholding is im-
posed at various rates on income exceeding a minimum threshold.
Amounts withheld are treated as advance payments.

Advance payments are required for purposes of the personal assets
tax (see Section B).

Married couples are taxed jointly (the husband reports the assets);
however, a wife is taxed separately on income derived from per-
sonal activities (including employment, self-employment and busi-
ness), on assets acquired before marriage and on assets acquired
during marriage with income earned from personal activities.

Nonresidents subject to the 35% withholding tax are not required
to file tax returns.

E. Double Tax Relief and Tax Treaties

Resident taxpayers are entitled to a tax credit for income taxes
paid abroad, up to the increase in Argentine tax resulting from the
inclusion of the foreign-source income.

Argentina has entered into double tax treaties with the following
countries.

Australia Chile Netherlands
Austria Denmark Norway
Belgium Finland Spain

Bolivia France Sweden

Brazil Germany Switzerland
Canada Italy United Kingdom

F. Entry Visas

General immigration law allows foreign nationals to enter and stay
in Argentina with transitory permits, business visas or with tem-
porary and permanent residence permits.
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The transitory permit and visa is seldom useful for international
executives because holders of this type of permit may carry out
remunerated activities only in exceptional situations.

G. Business Visas

Business visas are issued to foreign nationals for the habitual per-
formance of business, investment or market research in
Argentina. Business visas do not authorize their holders to work
in Argentina.

A business visa allows for multiple entries during a one-year term.
In general, the maximum length of each stay is three months,
which may be extended for another three months. However,
nationals from Grenada and Hong Kong holding British passports
are admitted for a maximum 30-day period, which may be extend-
ed for another 30 days. Chinese citizens holding passports from
Hong Kong’s Special Administrative Region (SAR) may be
allowed to remain up to 90 days for business reasons in Argentina
and are not required to apply for a business visa.

Nationals from Australia, Belgium, Brazil, the Czech Republic,
Denmark, Estonia, Finland, France, Hong Kong, Hungary,
Iceland, Ireland, Japan, Latvia, Lithuania, the Netherlands, New
Zealand, Norway, Poland, Romania, Santa Lucia, Singapore,
South Africa, Sweden, Trinidad and Tobago, the United Kingdom
and the United States do not need a business visa to enter
Argentina if they expressly inform the immigration authorities
that they are businesspersons.

Agreements signed with India and Korea establish a special immi-
gration regime for business visas. Individuals from Korea may
enter the country for a 3-year period as business visitors and may
stay in the country for 30 days during each trip. Individuals from
India may stay in the country about 15 days during each trip for
the duration of the 3-year period. In both cases, multiple entrances
are allowed during the 3-year period if the 30- or 15-day limits are
observed.

Citizens from Brazil, France, Iceland, Ireland, Japan and the
United Kingdom are not required to obtain a visa to enter Argen-
tina for less than 90 days for the purpose of developing technical
activities in the country.

Under an agreement between Argentina and Brazil, special immi-
gration treatment is granted to businesspersons, professionals and
specialized technicians (skilled workers who have completed high
school or a third-level education).

Brazilian citizens qualifying under the agreement between Argen-
tina and Brazil may enter Argentina without obtaining a visa if
they remain in Argentina for less than 90 days, regardless of
whether they receive remuneration in Argentina for the perfor-
mance of the duties mentioned above. The term can be renewed
once for an additional 90 days. Technicians may request exten-
sions if they remain employed by the Brazilian entity.

Nationals from other countries must request an authorization from
the NIB. The NIB takes approximately 20 to 30 days to issue an
entry permit for businesspersons after receipt of a letter from a ver-
ified company or institution inviting the applicant to Argentina.
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H. Residence Permits

Persons in the following categories may be granted temporary or

permanent residence permits:

* Parents, spouses, sons or daughters of Argentine citizens, who
were born in Argentina or who have exercised the option to be-
come Argentine citizens;

« Parents, spouses or single sons or daughters (younger than 21 years
of age or handicapped) of permanent or temporary residents (or
of applicants for permanent or temporary residence status);

* Clergy of officially recognized religions;

« Students entering the country with the intention of carrying out
studies at private or state-run, officially recognized establish-
ments (except primary schools);

¢ Individuals requested by local companies under employment
agreements;

* Artists or athletes required by financially sound persons to
carry out specialized activities;

* Entrepreneurs or businesspersons;

» Foreign companies’ representatives (according to the NIB, a
foreign company’s representative is a person who enters into
Argentina holding a certificate issued by the foreign company
stating his or her appointment as attorney-in-fact by the foreign
company);

* Investors;

* Proprietors or pensioners;

* Natives of countries with which Argentina has established spe-
cial immigration relationships;

* Persons of special importance in the cultural, social, economic,
scientific or political fields, or whose presence is considered by
the Ministry of the Interior to be in the interests of Argentina;
and

* Foreign nationals from countries that, for geographical, historical
or economic reasons, are deemed to deserve special treatment.

Temporary Residence Permit and Visa. The temporary residence
permit and visa is normally granted for a one-year period and
may be renewed for additional one-year periods without limita-
tion. Temporary residents may work in the country while the tem-
porary residence permits are in force.

Permanent Residence Permits. Foreign nationals intending to settle

permanently in Argentina may apply for permanent residence per-

mits if they meet all legal requirements. The NIB and Argentine
consulates currently grant permanent residence permits only to
foreign nationals who are in one of the following categories:

« Parents, spouses or children of Argentine citizens who were
born in Argentina, or who have exercised the option to become
Argentine citizens;

* Parents, spouses or children (younger than 21 years of age or
handicapped) of permanent or temporary residents (or of appli-
cants for permanent or temporary residence status); or

» Immigrants who have invested or will invest at least the equiv-
alent of AR$100,000 in a business activity in Argentina.

In addition, the NIB grants permanent residence permits to foreign
nationals who have been granted temporary residence permits
and have legally resided in the country for an uninterrupted period
of three years.
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Entrepreneurs. Entrepreneurs are persons who meet the follow-

ing requirements:

 They customarily carry out business, economic or commercial
activities at their own risk and with their own capital; or

« They participate in a significant way in companies or legal enti-
ties carrying out the above activities and have the intention or
capacity to make an investment in Argentina.

The status of entrepreneur is proved by submitting a certificate
stating that the foreign national owns or is a member of a com-
pany or legal entity. This certificate is issued by competent
authorities of the immigrant’s country of origin or of the country
where the company or companies are established. Commercial
references or recommendations must also be filed.

Certain delays and inconveniences in obtaining permits are like-
ly under this unusual procedure, which is not standardized.

Investors. The NIB considers an investor to be a person who
makes a minimum investment of AR$100,000 in Argentina and
who provides a productive, commercial or service-supplying
activity, or who convincingly proves that he or she has such a sum
destined for investment in the aforementioned activities. Prior
experience in such activities is desirable.

Proof of investment may be made by submitting deeds, securities,
shares of companies or any other proof to the satisfaction of the
NIB. If the investment is not made before the application for a
residence permit, the availability of the AR$100,000 sum may be
proved by a certificate of deposit in a bank or a money order.

A foreign company’s representative must submit a certificate
issued by the foreign company stating his or her appointment as
attorney-in-fact by the foreign company.

If the company is not widely known in Argentina, a certificate
issued by the competent authority in the country where the for-
eign company is established stating their legal existence must
also be filed with the NIB.

Application Procedures. Application for admittance into Argentina
may be made before the Argentine consular authorities abroad,
either by the applicant or by his or her attorney, or before the NIB.
Foreign nationals wishing to apply for residence permits before the
NIB may do so in one of two ways. If the foreign national is
already in Argentina, he or she may apply directly to the NIB per-
sonally or through an attorney-in-fact specifically appointed by the
applicant for that purpose. If the foreign national is still abroad, he
or she may apply to the NIB through the prospective employer.
Alternatively, he or she can apply through another person. In both
cases, applicants must submit certain notarized declarations and
documents.

For applicants for work visas (temporary residence permits), the
most common procedure for obtaining residence permits in
Argentina is through a request made by a local company that has
executed an employment agreement with a foreign nonresident.
The local company requests the permit from the NIB or from the
corresponding Argentine consulate by stating that it requires the
services of the foreign national.
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Although a request for admission may be filed with Argentine con-
sulates abroad, the consulates do not have the authority to grant
such requests. The consulates must forward the requests to the
NIB, who will then authorize the consulates whether to grant the
visa. This procedure may take from two to three months. In certain
cases, a request may be denied, most often for formal reasons.

If a foreign representative or a company files a request directly
with the NIB, the NIB will reach its decision within three weeks.
If the NIB deems the request unacceptable, additional information
or documents may be filed to satisfy requirements for acceptance.
An admission request must be submitted by a foreign representa-
tive or by the employer company, depending on the admission cri-
teria. Once the admission is authorized, the foreign individual must
appear before the Argentine consulate near the individual’s domi-
cile of residence.

National Decree No. 836/2004 provides that only attorneys specif-
ically appointed by the company with the NIB can make filings
because they have been authorized by the immigration authorities
to act on the company’s behalf.

All individuals and companies that, for their own interests, request

the admittance of a national of a country other than a country in the

Southern Common Market (Mercado Comun del Sur, or MER-

COSUR) must register with the National Registry of Foreign

Personnel Requestors that was recently created by the NIB. Certain

documentation must be filed with respect to such registration.

Local companies must file the following documentation:

» A Formal Letter of Request, which attests to the legal and actu-
al domicile of the company in Argentina. The company must
include in the letter a special address in Buenos Aires,
Argentina (if it is submitting the application to the Migratory
Headquarters) or a migratory office’s address.

 The company’s articles of incorporation registered before the
relevant authorities.

* Legal proof of payment of all social security contributions on
behalf of its employees for the preceding six months.

* Proof of regular registration before the tax authorities and ful-
fillment of the last three matured obligations regarding value-
added tax (VAT), income tax and turnover tax.

» The company’s certificate of tax identification code.

 The company’s financial statements.

*» The Board of Directors’ Act through which the local company’s
authorities are appointed.

An individual requesting his or her own visa or a visa for a for-
eign employee must file with the NIB a Certificate of No Penal
Record from Argentina, through which his actual criminal
records are reported.

The above documentation must be filed only once and only if the
local company intends to hire new foreign employees for whom
Entry Permits need to be requested. The documentation must be
filed regardless of whether the employees enter Argentina with
temporary work visas, business visas or transitory business visas.

Whether the application is made to an Argentine consulate or
before the NIB, the following information and documents are gen-
erally requested:
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* The applicant’s personal family data;

* Original birth certificate of the applicant and members of his or
her family, and marriage certificate, if applicable;

* A public clearance certificate issued by the authorities of the
country or countries where the applicant has resided for the past
five years, stating he or she has no criminal record;

* A letter issued by the company stating the reasons for hiring the
foreign national for a specific job;

* A copy of the labor agreement under which the foreign nation-
al is hired (its validity is subject to the granting of the resident
permit), if applicable;

* Four by four centimeter photographs, three-quarter right pro-
file, in black and white or in color with a light blue background;

* Valid passport;

* Application form (required by some Argentine consulates); and

* University diploma (required by some Argentine consulates for
temporary work visa purposes).

The required documentation usually varies among consulates.
Consequently, an inquiry to the consulate in the applicant’s cur-
rent domicile is strongly recommended.

If the application is filed with the NIB, the legal entity hiring
the foreign national must submit, among other documents, the
following:

o Its articles of incorporation registered before the relevant
authorities;

* Legal proof of having paid all social security contributions on
behalf of its employees for the preceding six months;

* Proof of regular registration before the tax authorities and ful-
fillment of the last three matured obligations regarding VAT,
income tax and turnover tax;

* Real property deed or rental agreement for the place where the
individual will render services as well as copies of receipts that
evidence the last three rental payments;

* A roll of the company’s employees for the month preceding the
month of filing with the NIB;

* The legal entity’s certificate of tax identification code;

* The Letter of Request for the entry permit;

* The labor contract to be subscribed by the employee at the con-
sular interview; and

* Documentation that evidences the labor experience of the
employee and the activity performed by the individual in his or
her country of residence at the time of filing.

If the company makes the filing, it should also submit an origi-
nal power of attorney of the company’s representative that
requests the individual’s entry permit or a copy of the power of
attorney certified by public notary.

If the application is made before the Argentine consular authori-
ties abroad, the consul conducts an interview with the applicant
and his or her family after all other requirements are met before
granting the residence permit and corresponding visa.

If the application is made before the NIB while the foreign
national is still abroad, a permit is issued after all the require-
ments are met, subject to the person’s actual legal entrance into
the country. The permit is given to the representative of the legal
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entity hiring the foreign national and transmitted to the corre-
sponding Argentine consulate abroad. The Argentine consulate in
the foreign national’s current place of residence then issues the
necessary visa following an interview with the applicant and his
or her family. The whole process takes approximately 60 to 90
days.

The NIB fees are AR$200 per entry permit. The renewal fee is
ARS$200.

On entering Argentina, foreign residents who have been granted
temporary residence permits must submit to the immigration
authorities their entrance permits and passports containing visas
issued by the Argentine consulate. Foreign individuals who have
entered Argentina as tourists may not modify their immigration
status without first leaving the country.

Consular envelopes, including birth and marriage certificates and
fingerprints taken at the consulate, are sometimes held either by
the consulate or by the immigration authorities, on the entrance
of the foreign resident into the country. These documents are sub-
sequently sent to the NIB, which, in turn, sends them to the
National Registry of Persons before issuing the identity docu-
ments to the applicant and his or her family. For additional details
on consular envelopes, see National Identity Cards.

The consular fees for work visas vary on a case-by-case basis, but
they are usually US$100.

It is advisable to retain a complete set of copies (duly certified by
a notary public or an equivalent authority) or extra originals of
the birth and marriage certificates after they are approved by the
Argentine consulate. After they are notarized, they must be legal-
ized by the Argentine consulate, or under the Convention of La
Haye Apostille rules if the country of origin of the foreigner has
adhered to the Hague Convention.

Law No. 25,902 provides special rules with respect to the obtain-
ing of temporary and permanent residence in Argentina for
nationals from countries that conform to or are associated with
MERCOSUR. Under these rules, nationals from Bolivia, Brazil,
Chile, Colombia, Ecuador, Paraguay, Peru, Uruguay and
Venezuela may apply for a two-year temporary working visa after
entering Argentina.

National Identity Cards. Foreign nationals living in Argentina with
residence permits for a period of at least one year may apply for
National Identity Cards for Foreigners (Documento Nacional de
Identidad, or DNI). The DNI is subject to the term for which the
visa is granted. Consequently, on renewal of the visa, the DNI
should also be renewed.

To obtain DNIs, foreign nationals generally must go personally to
the relevant office of the National Registry of Persons, depend-
ing on the applicants’ domicile in Argentina. It is, however, some-
times possible and less complicated to apply for a DNI in Buenos
Aires, regardless of the future location of services. Applicants
must sign certain documents, and their fingerprints are taken.
Children between 8 and 16 years of age must be accompanied by
their parents to be fingerprinted. Children younger than eight
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years of age may have their parents sign the application for them.
In all cases when children are not required to be present, parents
must bring all of the children’s documents.

All applicants must submit the following documents to the

National Registry of Persons:

* Valid passport.

* Copies of the passport.

* Consular envelope. When the visa is granted by the consulate,
the applicant is given an envelope containing certain forms and
the birth certificates to be delivered to the National Registry of
Persons. This envelope must not be opened by the applicant. If
the birth certificate is written in a language other than Spanish,
it must be submitted to the National Registry of Persons togeth-
er with a Spanish translation made by a public translator.

* Birth certificate, translated and legalized in Argentina.

Birth certificates remain filed with the registry for as long as the
applicant stays in the country. The registry usually issues certi-
fied copies of the certificate if needed.

On starting the proceedings to obtain a DNI, an applicant must
pay ARS$15 in fees. The National Registry of Persons grants
applicants certificates proving that the proceedings for the DNI
have begun. A certificate is sufficient proof of identity until the
definitive DNI is granted. These certificates are required for the
follow-up proceedings and are withdrawn when the final DNIs
are granted.

The duration of the proceedings varies from jurisdiction to juris-
diction, ranging from approximately 80 days (in the city of Buenos
Aires) up to 10 months (in certain provinces).

At the end of the proceedings, the applicant goes to the National
Registry of Persons with the certificate mentioned above to receive
the final DNI or, in certain cases, to comply with further demands.

To receive the final DNI, the applicant must submit the following

items:

* The certificate granted by the National Registry of Persons show-
ing that the proceedings for the DNI have begun;

» Any document showing the identity of the applicant (for exam-
ple, a passport); and

* Two four by four centimeter photographs, three-quarter right pro-
file, in black and white or in color with a light blue background.

I. Family and Personal Considerations

Visas for Family Members. Family members of foreign nationals
may be granted residence permits. The procedure to obtain these
permits and the corresponding visas is usually initiated simulta-
neously for the whole family.

Each member of the family must apply for the same kind of visa
as the international executive (usually, a temporary residence per-
mit and visa for a one-year period). The granting of visas implies
that the members of the family have the right to carry out remu-
nerated activities.

Marital Property Regime. A mandatory community property regime
applies to all spouses whose marriages are solemnized in Argentina.
Under the regime, property held before the marriage remains
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separate. Property acquired during the marriage (other than by
inheritance, legacy or gift) is owned equally by the spouses.
Although copyrights, patents and industrial designs are the sepa-
rate property of the author or inventor, the proceeds derived dur-
ing the marriage from these types of property are considered
community property. Premarital agreements are optional, and
may address only property brought to the marriage and gifts from
the husband to his wife.

The law of a couple’s first marital domicile governs their marital
agreement and their relationship with respect to their property. A
change in domicile does not alter the applicable law.

The community property regime does not apply to couples who co-
habitate permanently without a formal marriage ceremony. Indi-
viduals of the same gender are not allowed to marry in Argentina.

Forced Heirship. Under the succession regime in effect in Argen-
tina, a specified portion of each estate left by a person domiciled
in Argentina at the time of death passes to the deceased’s forced
(legal) heirs, regardless of the provisions of the deceased’s will,
if any, and regardless of the domicile of the heirs. If descendents
survive, they receive four-fifths of the estate. If the deceased leaves
no descendents, the ascendants receive two-thirds of the estate. If
no descendents or ascendants are living, the surviving spouse re-
ceives half of the estate, even though the estate property is com-
munity property.

Drivers’ Permits. Foreign nationals with home country drivers’

licenses may go before the General Traffic Board (Direccion

General de Transito) to obtain national licenses. The following re-

quirements must be met to obtain a driver’s license in the city of

Buenos Aires:

* Show a DNI (see Section H) with a domicile in the city of
Buenos Aires;

« File photocopy of first and second pages of the DNI;

 Show passport and visa evidencing that the individual is a legal
resident of Argentina;

* Show a valid license in the individual’s foreign country of ori-
gin; and

* Pay a fee of AR$30 (equivalent to approximately US$10).

Obtaining a driver’s license requires both physical and driving
examinations (theoretical oral and written exams, as well as prac-
tice test).

Children's Departure from Argentina. NIB Disposition No.
31,100/2005 establishes a new authorization procedure for the
departure of children under age 18 from the country. Under the
new procedure, written authorizations for such departures are
granted by specifically authorized persons.

Written authorizations may be issued by public notaries and
judges, or by public instrument. In such circumstances, the
authorization letter must expressly state that the respective par-
ents have allowed the departure, as evidenced by documentation
that has been reviewed. If the child will travel without a compan-
ion, the travel company must fulfill certain requirements. If the
child is younger than 14, the destination and the identity of the
persons that will be picking up the child must be clearly stated in
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the authorization letter. If the child is younger than 18 and trav-
els with a companion unrelated to the parents, the companion’s
personal data, domicile, and identification documents, as well as
the destination must be clearly stated in the authorization letter.
If the child is younger than 6 and travels accompanied by persons
unrelated to the parents, a special record must be maintained in
the NIB’s register.

Written authorizations fulfilling the above requirements may
also be issued by Argentine Consul abroad if the above require-
ments are satisfied. A competent judge may also issue a written
authorization.

However, if migratory officials have suspicions regarding the
validity of the authorization, they may request the intervention of
the Auxiliary Migratory Police, the judicial competent authorities
and the Children’s Public Ministry to protect the interests of the
child.

APPENDIX 1: TAXABILITY OF INCOME ITEMS

Not
Taxable* Taxable Comments

Compensation

Base salary X — (a)
Bonus X — (a)
Retained hypothetical tax X) — —
Cost-of-living allowance X — (a)
Housing allowance X — (a)(b)
Employer-provided housing X — (a)
Housing contribution X) — —
Educational allowance X — (a)
Hardship allowance X — (a)
Other allowance X — (a)
Premium allowance X — (a)
Home-leave allowance — X (c)
Other compensation income X — (a)

Moving expense

reimbursement — X (d)
Tax reimbursement (current

and/or prior, including

interest, if any) X — (a)
Value of meals provided X — (a)
Value of lodging provided X — (a)(e)

Other Items

Foreign-source personal

ordinary income (interest,

dividends) X — )
Capital gain from sale of

personal residence in home

country — X (2)
Capital gain from the sale

of quoted shares in home

country — X —

*  Bracketed amounts reduce taxable income.

(a) Amounts received for services performed in Argentina are deemed to be
Argentine-source income and are subject to tax, regardless of the place of pay-
ment of the amounts.
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(b) The housing allowance is a taxable item because it is considered an extension
of salary.

(c) A home-leave allowance paid to an expatriate is not deemed to be additional
salary if it cannot be replaced by its equivalent in cash.

(d) Moving expenses are considered not taxable if they consist of recovery of
expenses supported by vouchers.

(e) Lodging for a short period of time is a general business expense for the com-
pany but it is not a taxable item for the employee.

(f) Foreign individuals who can prove that they are in Argentina because of their
employment and who remain in the country for a period not exceeding five
years, are only taxed on Argentine-source income.

(g) The sale of a personal residence located in Argentina is subject to a 1.5% tax
on the real estate sales price.

APPENDIX 2: SAMPLE TAX CALCULATION

The following is a sample 2007 tax calculation for an individual,
married with two children, who is resident in Argentina and has
annual compensation of AR$100,000 (paid over 13 months).

ARS ARS

Calculation of Taxable Income
Base salary 100,000
Less: social security (8.868)
Net income 91,132
Deductions:

Spouse (3,000)

Two children (3,000)

Nontaxable income (3,750)

Special deduction (14,250)
Total deductions (24,000)
Taxable income 67,132
Calculation of Tax
Income tax 13,026
Social security tax 8,868
Total tax 21,894
ARUBA

Country Code 297

ORANJESTAD GMT -5
Ernst & Young Street Address:
Mail Address: Vondellaan 4
P.0. Box 197 Oranjestad
Oranjestad Aruba
Aruba

Executive and Immigration Contacts
Ryan Kock 582-4050, Ext. 235
Fax: 582-6548
E-mail: ryan.kock@an.ey.com
Gideon Blaauw 582-4050, Ext. 226
Fax: 582-6548
E-mail: gideon.blaauw@an.ey.com

A. Income Tax

Who Is Liable. A resident individual receiving income, wherever
earned, from employment is subject to income tax in Aruba.



ARUBA 21

Aruban residents are subject to income tax on worldwide self-
employment and business income, which includes professional
income. Foreign-source business income may also be subject to
tax abroad.

Income Subject to Tax

Employment Income. Taxable employment income consists of
employment income, including directors’ fees, less deductible ex-
penses, pension premiums and social security contributions paid
or withheld.

A nonresident individual is subject to income tax on income de-
rived from employment actually carried on in Aruba. In addition,
a nonresident who is not Dutch and who is employed by an
Aruban public entity is subject to tax on income, even if the
employment is not carried on in Aruba.

Self-Employment and Business Income. Annual profit derived from
a business must be calculated in accordance with sound business
practice applied consistently. Taxable income is determined by sub-
tracting from the annual profit the deductions, extraordinary expens-
es, gifts and personal allowances described in Deductions, below.

A nonresident individual earning income from an enterprise car-
ried on in Aruba as a permanent representative is subject to Aruban
income tax. Profits of a permanent representative are calculated
in the same manner as profits of domestic corporate taxpayers.

Directors’ Fees. Income received by a nonresident managing
director or nonresident member of a supervisory board of a com-
pany resident in Aruba is subject to Aruban income tax.

If paid by an Aruban company, directors’ fees are subject to with-
holding of wage taxes and social security contributions.

Investment Income. Dividends, interest, royalties and rental
income, less deductions, are generally taxed as ordinary income.
Interest received from savings accounts at local banks is exempt
from tax. A 10% dividend withholding tax is imposed on divi-
dends distributed by companies resident for tax purposes in
Aruba. Reduced dividend withholding tax rates of 0% or 5%
apply in certain circumstances.

Other. Gross income also includes the fair market value of items
received in kind.

Capital Gains. No separate capital gains tax is levied. Capital gains
are generally tax-free, but the following capital gains derived by
residents or nonresidents may be subject to income tax at normal
or special rates.

Type of Gain Rate (%)

Capital gains realized on the disposal

of business assets and on the dis-

posal of other assets if the gains

qualify as income from indepen-

dently performed activities Maximum of 59
Capital gains realized on the liquidation

of a company or the repurchase of

shares by the company in excess

of the paid-up capital 25
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Type of Gain Rate (%)

Capital gains derived from the sale of

shares in a domestic corporation qual-

ifying as a substantial interest (equity

interest of 25% or more) 30

Deductions

Deductible Expenses. A deduction of 3% of employment income is
allowed for commuting expenses, up to a maximum of Afl 1,500
per year. Actual employment-related business expenses incurred
may be fully deducted if they can be substantiated.

A resident taxpayer is entitled to more deductions than a nonres-

ident taxpayer. Resident individuals may deduct the following:

« Interest paid on all types of loans, including interest and other
costs with respect to mortgages (interest on personal loans up to
a maximum of Afl 5,000 per year for 2007);

« Life insurance premiums that entitle individuals to annuity pay-
ments (up to a maximum of Afl 5,000 per year);

* Alimony payments; and

« Extraordinary expenses (for example, medical expenses and
expenses for the support of relatives) and qualifying gifts in
excess of a certain threshold amount.

A nonresident taxpayer may deduct from taxable income employ-
ment and commuting expenses, and pension premiums.

Personal Deductions and Allowances. Tax-free allowances may be
claimed, based on personal circumstances. In general, the follow-
ing child allowances are available.

Amount
Allowance Afl
Each child under 18 years of age 750
Each child from 18 to 27 years of age 1,200
Each child 16 to 27 years of age studying abroad 5,000

Saving Funds. Employees may claim an annual tax-free allowance
of Afl 3,360 with respect to saving funds, employee saving funds
and other remuneration for current employment.

Business Deductions. Business expenses are fully deductible. In
addition, self-employed persons may claim an entrepreneur’s
deduction of Afl 2,400.

Rates. Residents and nonresidents are subject to income tax at the
same progressive rates. The tax rate applicable to the total amount
of taxable income is applied to the taxpayer’s taxable income.

The maximum marginal tax rate for married persons (if the
spouse has no income) of 55.87% is levied on amounts in excess
of Afl 284,000. Otherwise, the maximum rate is 58.95%, which
applies to income in excess of the same threshold.

The effective tax rates for 2007 for various income amounts of
married persons are presented in the following table.

Effective
Taxable Income Rate
Afl %
17,600 0

25,000 23
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Effective

Taxable Income Rate
Afl %

45,000 73

65,000 12.1

100,000 20.1

150,000 28.4
200,000 34

Relief for Losses. Taxpayers may carry losses forward for five
years.

B. Inheritance and Gift Taxes

Death and gift taxes are levied on all property bequeathed or
donated by an individual who is a resident (or a deemed resident)
of Aruba at the time of death or at the time the gift is made. Tax
is levied on the heir or the recipient of the gift, regardless of his
or her place of residence.

Death and gift taxes are levied on the value of a taxable estate or
donation after deductions at rates ranging from 2% to 24%. The
rates vary depending on the applicable exemptions and on the
relationship of the recipient to the deceased or the donor. In gen-
eral, the following rates apply.

Relationship of Recipient Rate (%)
Spouse or child 2t06
Brother or sister 41012
Parent 3t09
Cousin or grandchild 6to 18
Other 81024

C. Social Security

Contributions. All resident individuals are subject to social secu-
rity contributions. The contributions cover the General Old Age
Pension Act and the General Widows and Orphans Act. Both the
employer and the employee pay contributions on the employee’s
salary, up to a maximum annual salary of Afl 51,168. The employ-
er makes contributions at a rate of 9.5%, and the employee makes
contributions at a rate of 4%. Nonresident individuals are also
subject to social security contributions.

Coverage. Employee insurance contributions cover the Disable-
ment Insurance Act (OV) and the Sickness Insurance Act (ZV)
for employees earning up to Afl 4,264 a month. The OV premi-
ums are paid on employees’ salaries by the employer at rates
ranging from 0.25% to 2.5%. The ZV premiums are paid by the
employer at a rate of 42.65%. Compulsory medical insurance
(AZV) provides coverage for hospitals, doctor visits and treat-
ments. Premiums are paid on employees’ salaries at a rate of
7.9% by the employer and a rate of 1.6% by the employee.

Totalization Agreements. Nonresidents earning income from em-
ployment in Aruba are, in principle, subject to social security
contributions. As a result, they may be subject to social security
taxes both in their home country and in Aruba. Individuals tem-
porarily employed in Aruba may obtain relief from double taxa-
tion under social security agreements.
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D. Tax Filing and Payment Procedures

Employers must file income tax returns monthly. The necessary
withholdings are made each salary payment period, which is usu-
ally monthly.

Married couples are taxed separately on their employment income
unless they request to be taxed jointly. For most employees, wage
tax withheld is the final levy of income tax.

The income tax return for the previous calendar year must be
filed within 60 days after distribution of the income tax return
form, unless an extension is obtained. Any income tax owed in
addition to withholdings is normally due within two months after
receipt of an assessment, not when filing the tax return.

Social security contributions are withheld by the employer. Self-
employed persons must pay social security contributions within
two months after receipt of an assessment.

A death tax return normally must be filed within six months after
the date of death. A gift tax return must be filed within six months
after a gift is made. Tax must be paid within one month after
receipt of an assessment.

E. Double Tax Relief and Tax Treaties

The Tax Arrangement for the Kingdom of the Netherlands, which
regulates interregional relations within the Kingdom of the
Netherlands, contains provisions to avoid double taxation among
Aruba, the Netherlands and the Netherlands Antilles. It applies
to, among other items, taxes on income, capital, inheritances and
gifts.

If the regulation does not apply, foreign taxes paid may be
deducted as expenses for purposes of calculating taxable income
in Aruba.

The Kingdom of the Netherlands with respect to Aruba has
entered into an agreement with the United States for the exchange
of information on taxes. This agreement applies to, among other
items, Aruban income tax, wage tax, profit tax, dividend with-
holding tax and inheritance tax.

Aruba has not entered into any double tax treaties.
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A. Income Tax

Who Is Liable. Australian residents are subject to Australian tax on
worldwide income. Nonresidents are subject to Australian tax on
Australian-source income only. Effective from 1 July 2006, an
exemption from Australian tax on certain income is available for
resident and nonresident individuals who qualify as a “temporary
resident.” Temporary residents are generally exempt from
Australian tax on foreign-source income (including foreign
investment income but not foreign employment income) and cap-
ital gains realized on non-Australian source assets.

As discussed below, the Australian tax treatment differs for resi-
dents, nonresidents and temporary residents.

In general, a resident is defined as a person who resides in Australia
according to the ordinary meaning of the word, and includes a
person who meets either one of the following conditions:

* He or she is domiciled in Australia, unless the tax authority is
satisfied that the person’s permanent place of abode is outside
Australia; or

* He or she is actually present in Australia continuously or inter-
mittently for more than half of the tax year, unless the tax
authority is satisfied that the person’s usual place of abode is
outside Australia and that the person does not intend to reside
in Australia.

The residence tests can be met relatively easily. For example, a
person who is in Australia for employment purposes for as little
as six months may be considered resident in Australia for tax pur-
poses. In general, a holder of a Subclass 457 temporary resident
visa (see Section E) is considered a resident in Australia for tax
purposes.

A nonresident is a person who does not satisfy one of the above
tests.

A “temporary resident” refers to an individual who, from 1 July

2006, satisfies the following conditions:

¢ The individual must be working in Australia under a temporary
resident visa (for example, Subclass 456 or 457, or an
Electronic Travel Authority; see Section E);

¢ The individual must not be a resident of Australia for social
security purposes (this covers Australian citizens, permanent
residents, special visa categories such as refugees and certain
New Zealand citizens); and

* The individual’s spouse must not be a resident of Australia for
social security purposes.

The second and third conditions described above must be satisfied
at all times after 1 July 2006. No time limit applies to the tempo-
rary resident status. If an individual applies for Australian perma-
nent residency, temporary resident status ends on the date on which
permanent residency is granted and the individual is taxable as a
resident (that is, taxable on worldwide income) thereafter.
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Income Subject to Tax. The taxability of various types of income
is discussed below. For a table outlining the taxability of income
items, see Appendix 1. Taxable income is calculated by subtract-
ing deductible expenses and losses from the assessable income of
the taxpayer.

Employment Income. Salary, wages, allowances and most cash
compensation is included in the employee’s assessable income in
the year of receipt. Most noncash employment benefits received
by an employee are subject to Fringe Benefits Tax (FBT), payable
by the employer.

Self-Employment and Business Income. The taxable income from
self-employment or from a business is subject to Australian tax.
Each partner in a partnership is taxed on his or her share of the
partnership’s taxable income.

Directors’ Fees. Directors’ fees are included in assessable income
as personal earnings and are taxed in the year of receipt.

Dividends. The assessable income of resident shareholders
includes all dividends received. Franked dividends (that is, divi-
dends paid from taxed corporate profits) paid by Australian cor-
porations are grossed up for the underlying corporate taxes paid.
The shareholders may claim the underlying corporate tax as a
credit on their personal tax return. Whether additional tax must
be paid on the franked dividends by a shareholder depends on the
individual’s marginal tax rate. Under certain circumstances,
excess credits may be refunded.

Dividends from Australian sources that are paid to nonresidents
are generally subject to a final withholding tax of 30% (or 15%
under applicable treaties) on the unfranked portion (that is, the
portion paid from untaxed corporate profits).

The treatment of foreign-source dividends is more complex.
Under the foreign tax credit rules, foreign-source dividends are
included in the assessable income of Australian residents. If tax
was paid in the foreign country, the net dividend is grossed up to
include the foreign tax, and a tax credit (equal to the lower of the
foreign tax paid or the amount of the Australian tax payable) is
allowed. If the dividends are paid out of income attributed under
the Australian attribution tax system (see Accrued Foreign
Company Income), Australian residents may receive a foreign tax
credit for the taxes withheld on remittance of the dividends, even
though the dividends are exempt from Australian tax.

Temporary residents (see Who Is Liable) are not assessable on
foreign source investment income and gains.

Interest, Royalties and Rental Income. Interest, royalties and
rental income derived by residents are included in assessable
income with a deduction allowed for applicable expenses.
Eligibility for building depreciation deductions on a rental prop-
erty depends on the building’s nature and its construction date.

If tax is paid in the foreign country on the foreign rental income,
the resident may claim a foreign tax credit (equal to the lower of
the foreign tax paid or the amount of the Australian tax payable).
If the foreign investment results in a tax loss (that is, deductible
expenses exceed assessable income), the tax loss is quarantined
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and can only be offset against other foreign-source investment
income. However, interest expense on a loan for a foreign rental
property is excluded from the foreign loss quarantine rule and
can consequently offset other assessable income.

Temporary residents are not assessable on foreign investment
income, and they may not offset foreign interest expenses (for
example) against other assessable income.

Interest paid by a resident to a nonresident lender is subject to a
final withholding tax of 10%. Interest paid by a temporary resi-
dent to a nonresident lender (for example, an overseas mort-
gagee) is exempt from the interest withholding tax (effective
from 6 June 2006). Royalties paid to nonresidents are generally
subject to a final withholding tax of 30% (or 10% to 15% under
applicable treaties).

Accrued Foreign Company Income. Australian law contains sev-
eral attribution rules that seek to tax residents on income and
gains accumulating in certain foreign companies and foreign
trusts, even though no actual distribution of income or gains is
received by the resident. If a resident taxpayer has a controlling
interest in the foreign company or trust and if the company is a
resident of a country that does not have a comparable tax system
to that of Australia, the attribution rules tax the resident on the res-
ident’s share of the foreign company’s accrued income. Interests
in foreign investment funds held by Australian residents may also
be subject to tax if the resident does not have a controlling inter-
est, unless an exemption applies. The attribution rules prevent res-
ident investors from deferring tax by accumulating income off-
shore through controlling and noncontrolling interests in foreign
entities (for example, offshore companies and trusts). The legisla-
tion focuses on the passive activities of the foreign entity.

Temporary residents are exempt from the above tax rules and the
associated complex reporting obligations.

Converting Transactions Denominated in Foreign Currency into
Australian Dollar Amounts. Taxpayers are generally required to
convert income amounts denominated in foreign currency into
Australian dollar (A$) amounts at the time of derivation of the
income. Likewise, taxpayers must convert expense amounts into
Australian dollar (A$) amounts at the time of payment. This also
results in the deeming of assessable income or allowable deduc-
tions for individuals who have acquired or disposed of foreign
currency rights and liabilities. For resident taxpayers, these rules
normally apply with respect to foreign-currency debt (for exam-
ple, mortgages) and foreign-currency accounts (for example,
bank accounts). Special rules apply to the acquisition or disposal
of capital assets or depreciable assets.

Taxpayers can elect partial exemptions for certain “Limited
Balance” accounts, and for “Retranslation” to apply to certain
foreign-currency accounts. These elections can change the
amounts of assessable income or allowable deductions arising
under the foreign-currency rules and may reduce the compliance
burden. However, because of the significant tax implications of
the elections, readers should seek specific advice suited to their
circumstances.
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The above rules apply from 1 July 2003, with exceptions for cer-
tain existing assets and obligations.

Temporary residents may be exempt from the above tax rules on
certain foreign-currency denominated accounts that are located
outside Australia.

Taxation of Employer-Provided Stock Options. Discounts provided
to employees on shares or options acquired after 28 March 1995
under an employee share scheme are generally included as ordi-
nary income in the employee’s assessable income in the year they
are acquired. For “qualifying” shares or options (see below), tax-
ation may be deferred until the “cessation time,” which is the ear-
liest of the following dates: if the option is exercised, the date
unrestricted stock is acquired or the date forfeiture conditions
lapse; the date the share may be sold; the date of termination of
employment; or the end of 10 years. Alternatively, an employee
may elect to be taxed in the year of the grant.

The discount amount for shares is the difference between the
market value of the share and the amount paid for the share by
the employee. For options taxed at grant, the discount is deter-
mined according to a formula similar to the Black and Scholes
model for valuing exchange-traded options. For options and
shares granted overseas after 26 June 2005, and for options and
shares granted overseas to an employee who becomes subject to
Pay As You Go (PAYG) tax withholding on salary and wages after
26 June 2005 when the option or share is unvested, a portion of
the discount may be assessable in Australia based on the propor-
tion of days worked in Australia during the vesting period.

A “qualifying” share or option is one acquired under an employ-
ee share scheme that satisfies certain prescribed conditions. A tax
exemption of up to A$1,000 is available on qualifying shares or
options offered on a nondiscriminatory basis for employees who
elect to tax the discount in the year the share or option is
acquired.

Capital Gains and Losses. Residents are taxable on their world-
wide income, including gains realized on the sale of capital
assets. Capital assets include real property and personal proper-
ty, regardless of whether they are used in a trade or business, and
shares acquired for personal investment. However, trading stock
acquired for the purpose of resale is not subject to capital gains
treatment.

Employee shares or options disposed of within 30 days of the
cessation time (see Taxation of Employer-Provided Stock Options)
are not subject to capital gains tax (CGT).

For an asset held at least 12 months (not including the dates of pur-
chase and sale) and disposed of after 21 September 1999, only
50% of the capital gain resulting from the disposal is subject to tax.

Assets acquired before 19 September 1985 are generally exempt
from CGT. In general, any gain (or loss) derived from the sale of
an individual’s principal residence is ignored for CGT purposes.
However, special rules may apply if the principal residence had
been used to generate rental income.
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Capital losses in excess of current year capital gains (before the
50% discount is applied, if applicable) are not deductible against
other income, but may be carried forward to be offset against
future capital gains.

Effective from 12 December 2006, nonresidents and temporary

residents are taxable only on gains arising from disposals of “tax-

able Australian property” (TAP). This is a narrower category than

the category of assets covered by the previous “necessary connec-

tion” test. As a result, the new rule generally benefits taxpayers.

The following assets are considered to be TAP:

* Australian real property;

¢ An indirect interest in Australian real property;

* A business asset of a permanent establishment in Australia;

 An option or right to acquire any of the CGT assets covered by
the first three items above; and

* A CGT asset that is deemed to be TAP as a result of the tax-
payer making an election to disregard any deemed gain or loss
arising on leaving Australia.

The principal effect of the new rules is that, in general, nonresi-

dents are not taxable on the following gains:

* Gains derived from disposals of private Australian company
shares; and

* Gains derived from disposals of interests in Australian-listed
companies even if the interest exceeds 10%.

Antiavoidance measures ensure that nonresidents and temporary
residents continue to be taxable on disposals of interests in com-
panies whose balance sheets are largely comprised of real prop-
erty assets, including mining interests.

Australian residents who are not temporary residents just before
breaking residence are subject to a CGT charge on the deemed
disposal of all assets held at the date of breaking residence that
are not TAP. The taxpayer may elect that this deemed disposal
charge not apply. However, such an election deems the asset to be
TAP until residence is resumed or the asset is disposed of (even
if the asset would not otherwise be TAP). As a result a CGT
charge is imposed if the assets are disposed of while the individ-
ual is nonresident.

Effective from 12 December 2006, temporary residents are gen-
erally exempt from tax on gains derived from assets that are not
TAP. However, temporary residents who acquire shares and
options under employee share schemes may be subject to CGT on
a portion of gains derived from disposals of these assets.

Before 12 December 2006 capital gains realized by a nonresident

on CGT assets were subject to Australian tax only if the assets

had the “necessary connection to Australia,” which included the

following:

* Shares in Australian unlisted companies;

 Australian real estate;

* Assets of a business conducted in Australia; and

* Shares in an Australian listed company owned by an individual
who has owned at least 10% of the capital of the company in the
five years before the sale.
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The same deemed disposal provisions outlined above applied,
except for the substitution of “necessary connection with
Australia” for “TAP”

Deductions

Deductible Expenses. Expenses of a capital, private or domestic
nature, and expenses incurred in producing exempt income, are
not deductible.

Specific documentation requirements must be fulfilled for all
expenses if employment-related expenses exceed A$300 a year.
Client entertainment expenses are not deductible.

Personal Tax Offsets. Tax offsets are available to resident taxpay-
ers and temporary residents. Tax offsets are subtracted from tax
calculated on taxable income. The amount of offset that may be
claimed varies depending on the income of the taxpayer and
spouse (if applicable) and whether the taxpayer or spouse is eli-
gible for Family Tax Benefits.

Nonresidents may not claim tax offsets.

Business Deductions. Losses and expenses are generally fully
deductible to the extent they are incurred in producing assessable
income or are necessarily incurred in carrying on a business for
that purpose.

Specific records are required for business travel and motor vehi-
cle expenses. Entertainment expenses are not deductible unless
incurred in the providing of fringe benefits to employees.

Deductions are allowed for salaries and wages paid to employees,
as well as for interest, rent, repairs, commissions and similar
expenses incurred in carrying on a business.

Expenditure for the acquisition or improvement of assets is not
deductible, but a capital allowance may be claimed as a deduc-
tion. Expenditure for acquisitions or improvements may be added
to the cost base of an asset for CGT purposes and may reduce any
taxable gain arising from a later disposition.

Rates. Income tax for the 2007-08 tax year (1 July 2007 to 30
June 2008) is levied on residents and temporary residents at the
following rates.

Taxable Income Tax on Lower Rate on
Exceeding Not Exceeding Amount Excess
AS AS AS %
0 6,000 0 0
6,000 30,000 0 15
30,000 75,000 3,600 30
75,000 150,000 17,100 40
150,000 — 47,100 45

The A$6,000 tax-free threshold is reduced if the taxpayer spends
fewer than 12 months in Australia in the year of arrival or departure.

Income tax for the 2007-08 tax year (1 July 2007 to 30 June
2008) is levied on nonresidents and temporary residents at the
following rates.
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Taxable Income Tax on Lower Rate on
Exceeding Not Exceeding Amount Excess
AS AS AS %

0 30,000 0 29
30,000 75,000 8,700 30
75,000 150,000 22,200 40

150,000 — 52,200 45

For a sample tax calculation, see Appendix 2.

B. Social Security

Technically, Australia does not have a social security system.
However a Medicare levy of 1.5% of taxable income is payable
by resident individuals for health services (provided that they
qualify for Medicare services). This is the only levy imposed in
Australia that is equivalent to a social security levy.

No ceiling applies to the amount of income subject to the levy.
However, relief is provided for certain low-income earners. High-
income resident taxpayers who do not have adequate private
health insurance may be subject to an additional 1% Medicare
levy surcharge. High-income taxpayers whose hospital insurance
carries an excess payment (amount for which the insured is
responsible before the insurance begins to pay) of more than
A$500 for single individuals or A$1,000 for couples or families
are also subject to the Medicare levy surcharge.

Australia also has a compulsory private superannuation (pension)
contribution system. Under this system, employers must con-
tribute an amount at least equal to 9% of the employees “ordinary
time earnings” (OTE) base to a complying superannuation fund
for the retirement benefit of its employees. In general, OTE con-
sists of salary and wages and most cash compensation items paid
for ordinary hours of work. Transitional measures can apply for
certain pre-existing superannuation earnings base arrangements.
The maximum OTE base for each employee for the year ending
30 June 2008 is A$36,470 per quarter. No obligation is imposed
to make contributions with respect to OTE above that level.

If an employee comes from a country with which Australia has
entered into a bilateral social security agreement, it may be pos-
sible to keep the employee in his or her home country social secu-
rity system under a certificate of coverage issued by their home
country and therefore remove the obligation to make the
Australian superannuation contributions outlined above.
Australia has entered into such agreements with Belgium, Chile,
Croatia, Ireland, the Netherlands, Norway, Portugal and the
United States. New agreements with Germany, Japan, Korea and
Switzerland will soon take effect.

C. Tax Filing and Payment Procedures

Returns for the tax year ended 30 June generally are due by
31 October. Extensions are available if the return is filed by a reg-
istered tax agent. Nonresidents are subject to the same filing
requirements as residents. No specific additional filing require-
ments are imposed on persons arriving in, or on persons prepar-
ing to depart from Australia.
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A noncitizen of Australia entering the country for employment or
to take up residence who has not previously applied for an Aus-
tralian tax file number must apply with the Australian Taxation
Office.

Married persons are taxed separately, not jointly, on all types of
income. Joint filing of returns by spouses is not permitted.

A tax assessment is issued by the Australian Taxation Office after
a tax return is filed. For a timely filed tax return, taxpayers have
at least 21 days after the date of assessment to pay tax due and
may be allowed a longer period.

Salary and allowances paid in Australia are subject to monthly
deductions under the Pay As You Go (PAYG) tax withholding sys-
tem. Income other than salary and wages, such as investment
income, is subject to quarterly or annual PAYG installments.

D. Double Tax Relief and Tax Treaties

Foreign Tax Credit System. A credit is available for payments of
foreign tax that are similar to the Australian income tax payable
on the same income. Passive income (including dividend, interest
and royalty income), offshore banking income and other foreign
income are assessed and taxed separately, and any foreign tax
credits applicable to a particular category are quarantined and may
be used as a credit only against Australian tax payable on that cat-
egory of income.

Excess foreign tax credits may be carried forward for up to five
years and deducted from tax on income in the same category.

Double Tax Treaties. Australia has entered into double tax treaties
with the following countries.

Argentina Ireland Romania
Austria Italy Russian Federation
Belgium Japan Singapore
Canada Kiribati Slovak Republic
China Korea South Africa
Czech Republic Malaysia Spain

Denmark Malta Sri Lanka

East Timor Mexico Sweden

Fiji Netherlands Switzerland
Finland New Zealand Taiwan

France Norway Thailand
Germany Papua New Guinea  United Kingdom
Hungary Philippines United States
India Poland Vietnam
Indonesia

E. Temporary Visas

Nonresidents seeking entrance to Australia, including for tourist
purposes, must obtain visas prior to entry. Citizens of New Zea-
land are exempt from this requirement.

Visa applicants from most countries must submit the relevant
application forms (available at www.immi.gov.au) to the closest
Australian embassy or consulate. The visa is stamped in the non-
resident’s passport, which must be presented to the immigration
officer at the port of entry.
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Alternatively, Australia’s Electronic Travel Authority (ETA) sys-
tem is available to citizens of more than 30 eligible countries. An
ETA is an electronically stored authority to travel to Australia for
short-term business or tourist entry. An ETA permits a stay in
Australia for up to three months and is available for a single entry
or multiple entries. ETA eligible countries include most Euro-
pean countries, Canada, Hong Kong, Japan, Malaysia, Singapore,
South Korea, Taiwan and the United States. An ETA may be ob-
tained on the Internet at www.eta.immi.gov.au, by phone, fac-
simile or in person from participating travel agents and airlines or
from an Australian embassy or consulate. An ETA is electronically
confirmed on entry to Australia. No application form or visa
label in the individual’s passport is required.

Temporary residence visas are granted to people whose activities
are considered to benefit Australia, including people entering for
business, skilled employment, cultural or social activities.

The types of temporary residence visas, and the conditions that
must be fulfilled prior to their being issued, are described below.
Holders of temporary residence visas generally are not eligible
for public health benefits in Australia.

Business Visas. An individual wishing to enter Australia for busi-
ness or employment reasons may apply for a short-stay or a long-
stay business visa.

Short-Stay Business Visas. Individuals from ETA-eligible coun-
tries intending to enter and remain in Australia for business activ-
ities for no longer than three months on any single visit may
obtain a Business ETA. Individuals from non-ETA eligible coun-
tries may apply for a short-stay business visa, called a Subclass
456 visa, which is generally valid for multiple entries over five
years and must be obtained before arrival in Australia.

To obtain a Subclass 456 visa, an individual must satisfy the
Australian embassy or consulate that he or she possesses ade-
quate funds for personal support during the stay in Australia and
intends to engage in business activities, such as business meet-
ings and seminars that are consistent with his or her business or
employment background.

In very limited circumstances, a Business ETA or Subclass 456
visa holder may work in Australia if the work is short term and
highly specialized and therefore cannot be carried out by an
Australian citizen or permanent resident. Any work completed
under a Business ETA or Subclass 456 visa must not adversely
affect employment or training opportunities for Australians.

Long-Stay Business Visas. Individuals intending to remain in
Australia for employment for up to four years may apply for a
Subclass 457 visa. Individuals in Australia on Subclass 457 visas
may renew these visas indefinitely.

Subclass 457 visa applications can take six to eight weeks to
process. Applicants sponsored by an Australian company who
enter Australia on a Business ETA may apply for a Subclass 457
visa after arrival. However, such individuals must remain in com-
pliance with the work limitations on the Business ETA until their
Subclass 457 visa is granted. All Subclass 457 visa applications
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(with the exception of those sponsored by overseas businesses)
must be filed in Australia, regardless of whether the applicants are
in Australia or overseas. Applicants from ETA-eligible countries
may travel to Australia without obtaining the actual visa stamp in
their passport, provided their visa application has been approved.
After arrival, the passport must be taken to an office of the
Department of Immigration in Australia to obtain the visa stamp.
Applicants from non-ETA eligible countries must have the visa
label inserted into their passports before traveling to Australia.

Spouses of Subclass 457 visas are permitted to work for any
employer in Australia. For additional details regarding visas for
family members, see Section G.

The Subclass 457 visa application process involves the following

three steps:

* The employer must be approved as a sponsor;

* The employer nominates the visa holder to fill a specific posi-
tion; and

¢ The individual completes the visa application.

To be approved as a sponsor, an employer must be actively
engaged in a business in Australia or intend to establish a branch
in Australia, be of good financial standing and commit to either
the employment or training of Australians or the introduction of
new technology into Australia. In addition, an application for
approval as a business sponsor may be denied if the enterprise or
an office holder of the enterprise has an adverse background.

At the nomination stage, employers must show that the position
requires management, professional or trade-level skills and pro-
vide a position description, which sets out the duties and respon-
sibilities of the position. The nominated employee must be paid a
minimum salary excluding other benefits and allowances such as
superannuation. As of 3 May 2006, the minimum base salary for
most occupations is A$41,850, with the exception of occupations
in information technology, for which the minimum salary is
A$57,300.

The individual must submit a visa application providing certain
personal information, including accompanying family members,
professional qualifications and work experience. All visa appli-
cants must also meet relevant health and character criteria.

Effective from August 2007, the Department of Immigration in
Australia will have strengthened powers to take action against
employers and individuals who employ illegal workers or work-
ers that are in breach of visa conditions. In addition, new changes
have been announced to the Temporary Business Long Stay Visa
Program. These changes, which will be implemented in the sec-
ond half of 2007, include a higher English language requirement
for visa applicants.

Working Holiday. Under reciprocal arrangements with certain coun-
tries, young people may work in Australia to support their holi-
day on Working Holiday visas. Working Holiday visas are grant-
ed to individuals 18 to 30 years of age who are nationals of
Belgium, Canada, China, Cyprus, Denmark, Estonia, Finland,
France, Germany, Hong Kong, Ireland, Italy, Japan, Korea,
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Malta, the Netherlands, Norway, Sweden, Taiwan and the United
Kingdom.

Individuals holding Working Holiday visas may work within
Australia only if the work is incidental to their vacations. The
Working Holiday visa is valid for 12 months. However, the holder
may not work for more than six months with any one employer.
Working Holiday visa holders who have completed three months’
seasonal work in regional Australia may be eligible to apply for a
second Working Holiday visa.

Exchange. Skilled individuals may enter Australia for temporary
employment under exchange arrangements between an Australian
and an overseas company, giving an Australian a similar oppor-
tunity to work abroad.

Entertainment. Australia’s entertainment visa, Subclass 420,
allows performing artists to stay temporarily in Australia. People
who perform on stage, on screen, before a microphone or in con-
cert are considered entertainers. Associated personnel, including
support staff and people connected with the entertainment dis-
play, may also gain access under this category.

News Media and Film Staff. Journalists assigned to Australia by
overseas news organizations may obtain Subclass 423 visas, to
maintain representative offices, cover specific news events or
report on news and current affairs. Photographers and television
teams whose purpose is to make documentaries and commercials
for overseas consumption are included in this category.

Occupational Trainee. Employers may nominate individuals to
engage in workplace-based training in Australia. The training
must be consistent with the individuals’ employment history and
give them skills they will use on return to their home country.

Investor Retirement. The Investment Retirement visa is intended

for persons who meet the following criteria:

* They are of retirement age;

¢ They have no dependants (other than a spouse);

* They can be of benefit to Australia through significant invest-
ments in state or territory government bonds;

» They are sponsored by an appropriate regional authority of a
territory or state government; and

« Their presence in Australia will be without cost to Australia’s
social and welfare services.

The New South Wales government does not support Investment
Retirement visas. As a result these visas are not available to individ-
uals who maintain their principal residence in New South Wales.

Domestic Worker. Domestic workers who are employed in a pri-
vate capacity by diplomatic or consular representatives or senior
executives in charge of an Australian organization and who hold
a Subclass 457 visa may reside in Australia for the same period
as their employer (sponsor).

Other Classes. Certain other categories of temporary residence
visas are described below.

Students. Overseas students enrolled in registered courses may
reside in Australia for the duration of their courses. Overseas
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students may work in Australia 20 hours per week while they are
studying and full-time during college or university breaks.

Overseas students in Australia can apply for a 457 visa for full-
time employment without having first completed their studies in
Australia.

Sports. Athletes, officials and their support staffs may participate
in specific sporting events, or join Australian sports clubs or orga-
nizations with sports visas.

Educational and Visiting Academic. Educational and research
institutions may sponsor individuals for Educational or Visiting
Academic visas to fill academic, teaching, librarian and research
positions that they have been unable to fill from the Australian
labor market.

F. Permanent Residence

Permanent residence visas are granted in the family, humanitari-
an and skilled categories. The visas most relevant to individual
skilled applicants and business immigrants are described below.

Employer Nomination Scheme. Under the Employment Nomin-
ation Scheme, Australian employers may nominate highly skilled
individuals from overseas who are in Australia on certain tempo-
rary visas for permanent residence if these employers are unable
to fill specific positions with individuals from the Australian
labor market or through their own training efforts. Applicants for
a permanent residence visa under the Employer Nomination
Scheme must satisfy one of the following criteria:

* They have worked in a nominated occupation in Australia while
on a requisite temporary residence visa (usually a Subclass 457
visa) for at least two years and have worked in the nominated
position for the nominating employer for at least one year
immediately before applying;

* They have three years post-training experience in the nominat-
ed occupation, and have their skills formally assessed by the
relevant skills-assessing body in Australia; or

» They are nominated for a senior management position that
attracts a base salary of at least A$165,000.

General Skilled-Points Test. Individuals of working age may
apply for permanent residence on the basis of their own skills.
Applicants are assessed based on a points test, which awards
points for employability factors, including qualifications, age,
employment experience and language capabilities. Additional
points can also be obtained through sponsorship from certain rel-
atives who are Australian citizens or Australian permanent resi-
dents. Visas in this category are subject to annual quotas, and
processing times are approximately 12 to 18 months. Visa appli-
cants must also be outside Australia when their visas are granted,
with the exception of some onshore student visa holders.

Business Skills Migration Program. The categories in the Business
Skills Migration Program are designed for successful busi-
nesspersons who wish to manage their own business or make
substantial investments in Australia. Most Business Skills entrants
enter Australia initially on a provisional (temporary visa) for four
years. If they provide satisfactory evidence of a specified level of
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business activity for two years or investment for four years, they
may apply for permanent residence.

G. Family and Personal Considerations

Family Members. Spouses (including de facto spouses) and depen-
dants of temporary and permanent visa applicants are generally
included in the same visa application as the primary applicant
and granted a visa of the same subclass. If sponsorship or nomi-
nation is a requirement for the primary applicant, spouses and
dependants must be included in the sponsorship or nomination.
Effective from 1 July 2006, same-sex partners can also be includ-
ed in a Subclass 457 visa application.

Family members who are not included in a temporary resident’s
initial visa application may generally apply for a visa at a later date.

Marital Property Regime. The Commonwealth government has
enacted a marital property regime administered under the Family
Law Act, which applies only to married couples. The property
rights of de facto couples and homosexual couples are regulated
under the various property laws of the Australian States.

Effective from December 2000, binding financial agreements
are allowed under the Family Law Act as an option for married
and engaged couples. Agreements may be entered into before a
marriage, during a marriage or after dissolution of marriage
addressing the parties’ property and financial resources and any
spousal maintenance during the marriage or after its dissolution.
These agreements are binding only if they meet strict tests set
forth in the law and may be set aside by the courts in certain
circumstances.

In the absence of a binding financial agreement, the marital prop-
erty regime under the Family Law Act is mandatory.

The application of the Family Law Act regime is not limited to
couples who solemnize their marriage in Australia. In addition,
the Family Law Act applies if one of the parties to a marriage is
an Australian citizen, is ordinarily resident in Australia, or is
merely present in Australia at the time an application for alter-
ation of property is made.

The Family Court may make orders personally binding on a mar-
ried person regarding property outside Australia. However, the
court will not exercise such jurisdiction if Australia is found to be
a “clearly inappropriate forum.” The court’s determination that
Australia is a clearly inappropriate forum depends on the gener-
al circumstances of the case, including the location of a majority
of the property, and the true nature and extent of the issue
involved.

Forced Heirship. Australia does not impose forced heirship rules
that require parents or other relatives to leave certain property to
direct lineal descendents. Family members have no absolute enti-
tlement to the proceeds of a deceased’s estate. Individuals may
draft the terms of their own wills, subject to the need to provide
for their dependents. Each state has within its succession laws a
system of testator’s family maintenance rules that enable depen-
dents to bring an action against the estate of a deceased person if
they are inadequately provided for under the terms of a will or the
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intestacy rules (financial hardship must be demonstrated for a
claim to arise). Family maintenance rules are unlikely to have any
ramifications for expatriates coming to Australia. However, if a
person has a domicile in Australia at the time of death, these rules

may apply.

Drivers’ Permits. Foreign nationals who are in Australia tem-
porarily may drive legally in Australia using their home country
drivers’ licenses. In most states, an individual who becomes a res-
ident must obtain an Australian driver’s license. To obtain an
Australian driver’s license, the applicant must take a computer-
ized knowledge test, followed by a physical driving test.

Australia does not have driver’s license reciprocity with other
countries.

APPENDIX 1: TAXABILITY OF INCOME ITEMS
Subject to  Subject to
Income Fringe
Tax* BenefitsTax Comments
Compensation
Base salary X — (a)
Employee contributions
to home country
benefit plan X — —
Employer contributions to

home country benefit plan — X (b)
Bonus X — (a)
Retained hypothetical tax (X) — (a)
Cost-of-living allowance X — (a)
Housing allowance — X (c)
Employer-provided housing — X (c)
Housing contribution X) — (a)
Education reimbursement — X (c)
Hardship allowance X — (a)
Other allowance X — (a)
Foreign service premium X — (a)
Home leave — (d)
Other compensation income X (a)
Moving expense

reimbursement — X (c)
Tax reimbursement (current

and/or prior, including

interest, if any) — X —
Value of meals provided — X (b)

Other Items

Foreign-source personal

ordinary income

(interest, dividends) X — (a)
Capital gains from sale

of personal residence in

the home country — — (e)
Capital gains from sale

of stock in the

home country X — )

*  Bracketed amounts reduce taxable income.
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(a) Amount is subject to income tax in income year in which the amount is paid

or received by employee (if the individual is not a temporary resident).

(b) Amount is regarded as a fringe benefit and is subject in full to the Fringe

(c

d

(e

Benefits Tax. However, employer contributions made to a foreign benefit plan
on behalf of a temporary resident are exempt.
) Amount is regarded as a fringe benefit. However, it is eligible for exemption
from FBT if it is provided to an expatriate who is living away from his or her
usual residence and if certain other conditions are met. It is also exempt from
income tax.
Amount is regarded as a fringe benefit, but concessionary rules apply in deter-
mining the taxable value of an amount provided to an expatriate. Fringe bene-
fits are exempt from income tax.
The capital gains are exempt from income tax if the property is the employee’s
sole or principal residence. If the employee qualifies as a temporary resident
at the time of disposals of investment properties in the home country, the gains
are not taxable.

=

<

(f) The capital gains are subject to income tax if received by residents, but a cred-

it is allowable for foreign taxes paid. If the shares have been held (or deemed
to be held) for at least 12 months before disposal, only 50% of the capital gain
is taxable. The gains are not taxable unless all of the following conditions are
satisfied: the employee qualifies as a temporary resident at the time of dis-
posal; the shares are in a company that is not deemed to have the necessary
connection with Australia (before 12 December 2006), or the shares are not
deemed to be taxable Australian property (on or after 12 December 2006); and
the shares were not acquired under an employee share scheme.

APPENDIX 2: SAMPLE TAX CALCULATION

A sample tax calculation for the 2007-08 tax year is set forth
below. The tax calculation is based on the following assumptions:

The taxpayer is married with two children under age 12;

The taxpayer is a full-year tax resident of Australia, but he or
she is not a temporary resident;

All workdays are spent in Australia;

The taxpayer received A$1,500 interest from taxable U.S.
sources;

All other income and deductions are listed below;

All amounts are in Australian dollars; and

Assignment is for a two-year period.

AS AS
Calculation of Total Income
Base salary 50,000
Bonus (current year) 10,000
Tax reimbursement 30,000
Housing (paid by company) 12,000 (a)
Less employee contribution (7,500) 4,500
Reimbursement of
moving expenses 12,000 (b)
Relocation allowance 6,000
Total compensation 112,500
Interest (U.S. source) 1,500
Interest (Australian source) 1,000
Dividends (U.S. source —
joint names) 6,000
Total income 121,000
Computation of Income Tax
Base salary 50,000
Bonus (current year) 10,000
Housing — employee
contribution (7,500)

Relocation allowance

6,000
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Taxable compensation
Interest

Dividends (taxpayer’s share)
Total assessable income
Less allowable deductions
Taxable income

Tax on taxable income

Medicare levy

Less spouse rebate

Net tax

Less foreign tax credit
15% on dividends
10% on interest

Income tax payable

Computation of Fringe Benefits Tax

Type | Benefits
Company car (g)
Cost: A$20,000
Taxable value: 26%
of A$20,000

Type Il Benefits
Tax reimbursement
Taxable value

FBT Notional Values

Type I Benefits x 2.0647
Type II Benefits x 1.8692

Fringe benefits tax:
A$66,812 x 46.5%
(payable by employer)

A$
58,500 (c)
2,500 (d)
3,000 (d)
64,000
(0)
64.000

13,800
960 (e)
(976) (f)

13,784

(450)

(150)
13.184

10,736
56,076
66.812

31,067

(a) Housing paid by an employer is assumed to be exempt from FBT. The employ-
ee contribution is assumed to be made by way of “tax-effective salary sacri-
fice.” “Salary sacrifice” refers to an arrangement between an employer and an
employee under which the employee agrees to forego a portion of his or her
future entitlement to cash salary and wages in return for noncash benefits of
equal value (inclusive of any applicable FBT on the noncash benefits). A
salary sacrifice is “effective” (as defined by the Australian Tax Office) only if
the arrangement is entered into before the entitlement is earned.

(b) Moving expenses are assumed to be exempt from FBT.

(c) The employee’s taxable salary is reduced by the assumed tax-effective salary

sacrifice of contribution to housing.

(d) Ttis assumed in the example that the taxpayer is not a temporary resident and
is therefore subject to tax on United States-source interest and dividends.

(e) It is assumed the taxpayer is either able to use the Medicare system in
Australia or was resident in another country with a reciprocal health agree-
ment with Australia immediately before arrival in Australia. Otherwise, the
taxpayer can apply for an exemption from the Medicare levy from the Health
Insurance Commission (HIC). The Medicare levy surcharge may apply if no

appropriate private health coverage exists.

(f) For the 2006-07 tax year, the maximum spouse rebate is A$1,655, less A$1 for
each A$4 of spouse income (the dividend income, which is A$3,000) that

exceeds A$282.

=

(g

It is assumed that mileage traveled during the FBT year is less than 15,000
kilometers and that the car is used for the full year.
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A. Income Tax

Who Is Liable. In principle, all individuals are subject to tax on
their worldwide income if they are considered ordinarily resident
in Austria. Nonresidents with an income source in Austria are
subject to tax to a limited extent, but their taxes may be reduced
under a double tax treaty (see Section E).

Individuals are considered ordinarily resident if they have a resi-
dence available for use in Austria or if they live in Austria for
more than six months during the year.

Each partner in a partnership must pay tax on his or her share of
profits. The partnership is not subject to income tax as a separate
entity.

Income Subject to Tax. Austrian income tax law categorizes in-
come into the following income sources:

* Income from agriculture and forestry;

* Income from dependent employment (earnings as an employee);
* Income from self-employment, including directors’ fees;

* Business income;

« Dividend and interest income;

* Rental income; and

* Income from other sources.

Specific regulations govern the calculation of taxable income
from each source. After income from each source is calculated,
the amounts are aggregated.
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Employment Income. Employed persons are subject to income tax
on remuneration and all benefits received from employment. Em-
ployment income includes the following:

« Salaries, wages, bonuses, profit participations, and other remu-
neration and benefits granted for services rendered in a public
office or in private employment; and

* Pensions and other benefits received by a former employee or
his or her surviving spouse or descendants, in consideration of
services performed in the past.

Allowances paid to foreign employees working in Austria, includ-
ing foreign-service allowances, income tax equalization allowances
and housing allowances, are considered employment income and
do not receive preferential tax treatment.

Under certain conditions, employment income does not include
employer-paid moving expenses, education expenses for employ-
ees or contributions to Austrian pension funds.

Investment Income. A final withholding tax at a rate of 25% is
imposed on dividends and interest income derived from Austrian
sources by residents. Expenses related to this income are not de-
ductible. The final withholding tax applies only to interest income
derived from securities offered to the general public (not to pri-
vately placed securities). Tax exemptions for interest income are
available, especially for nonresidents, under domestic law.

Dividend income and interest income of residents derived from
non-Austrian sources are also taxed at a special tax rate of 25%.
The Austrian tax authorities can decide to impose tax at the ordi-
nary tax rates if the foreign company making the payments is
taxed at a rate below 15%. In this case, a tax credit is granted for
the taxes paid abroad.

Royalties and rental income derived by residents are taxed as
ordinary income.

Dividends paid to nonresidents are subject to withholding tax at a
rate of 25%, but this rate is reduced by most of Austria’s double
tax treaties (see Section E). For royalties and directors’ fees, the
rate of withholding tax is 20%.

The withholding taxes imposed are usually final taxes.

Self-Employment and Business Income. Individuals acting inde-
pendently in their own name and at their own risk are subject to
income tax on income derived from self-employment or business
activities.

Business income includes income from activities performed
through a commercial entity or partnership, while self-employment
income primarily includes income from professional services
rendered (for example, as doctors, dentists, attorneys, architects,
journalists and tax consultants).

In general, all income attributable to self-employment or busi-
ness, including gains from the sale of property used in a business
or profession, is subject to income tax.

General or limited partnerships are not taxed as entities. The prof-
it share of each partner is subject to tax separately. In addition, a
partner’s income from self-employment or business activities also
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includes compensation received by a partner for services rendered
or for loans made to the partnership.

For nonresidents carrying on business through a permanent
establishment in Austria, taxable income is computed in the same
manner as for resident individuals and is taxed at the same rates.

Directors’ Fees. Remuneration received as a supervisory board
member of a corporation is treated as income from self-employ-
ment. Companies must withhold tax at a rate of 20% on such
remuneration paid to nonresidents.

Taxation of Employer-Provided Stock Options. If an employer sells
shares to an employee at a favorable price, the employee is sub-
ject to tax on the difference between the fair market value of
the shares and the actual price paid. Under stock option plans, if
the option is tradable (for example, on a stock exchange), the
employee is taxable at the day of the grant. If the stock option is
restricted to the employee only, the employee is taxed on the dif-
ference between the fair market value of the underlying stock at
the date of exercise and the option price. In general, special rates
apply to share schemes or stock option schemes.

Special provisions apply if all of the following conditions are met:

* The stock options are not tradable;

* The stock options are granted to all employees or to a group of
employees; and

* The stock option plan provides for a specific exercise period.

The stock option income is tax-privileged as long as the fair value
of the shares does not exceed €36,400 at the date of grant. The
maximum tax-privileged benefit is the difference between the fair
value of the shares at exercise and the fair value of the shares at
grant.

The tax-privileged benefit is tax-free to the extent of 10% for
each year after the grant date, up to a maximum of 50%. Under
certain circumstances, the income tax on the privileged portion
of the benefit that is not tax-free may be deferred for up to seven
years after the grant date.

In addition, €1,460 per year of the benefit derived from the grant
of free shares or the purchase of shares on favorable terms may
be tax-exempt, if all of the following conditions are met:

* The shares must be kept on deposit with a European Community
bank or other specified institution, determined by the employer
and representatives of the employees;

* The shares must be retained for at least five calendar years
after the year of acquisition (that is, they be neither given away
nor sold); and

» The employee must prove by 31 March of the following year
that he or she still owns the shares by means of a deposit con-
firmation, which must be filed with the payroll administration
of the employer.

If the above conditions are not met, the employer is required as
from the year of violation to withhold tax from the benefit, unless
the employee has left the company.

Capital Gains. Capital gains derived from sales of businesses,
parts of businesses and partnership interests are taxed as ordinary
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income. On request, these capital gains may be distributed over
three years, if at least seven years have passed since the opening
or purchase of business, part of the business or partnership inter-
est. Otherwise, the capital gains in excess of €7,300 are fully
taxed in the current year. If the business is sold or closed because
of the retirement of the owner, and at least seven years have
passed since the opening or purchase of business, part of the
business or partnership interest, the capital gains are taxed at half
the normal rate.

Gains derived from the sale of shares in a corporation are taxed
at half the normal rate if the shareholder has owned 1% or more
of the company at any time during the five years prior to the sale.
Losses may be set off only against gains from the sale of shares.

Gains derived from the sale of shares in a corporation are taxed
at ordinary tax rates if the shareholder owned less than 1% of the
corporation and if the period between acquisition and sale is less
than one year. If the period exceeds one year, no tax is imposed.

Gains from the sale of real estate held for no longer than 10 years
(15 years for certain property) are taxed at the rates applicable
to ordinary income. Gains derived from the sale of a primary
Austrian residence are tax-free if the holding period is two years
or longer.

Gains on other privately held assets, including securities, are not
taxable if the assets or securities are held longer than one year.
Otherwise, the gains are taxed as ordinary income. If the assets
or securities are held less than one year, the difference between
the price at acquisition and the sale price is taxable at the regular
rates (see Rates). Losses may be set off only against other specu-
lative gains.

Deductions. Expenditure incurred by an employee to create, pro-
tect or preserve income from employment is generally deductible.
Such expenses include the following:

» Expenses connected with the maintenance of two households,
which are deductible for a limited period of time, depending on
individual circumstances;

* Professional books and periodicals; and

* Membership dues paid to professional organizations, labor unions
and similar bodies.

A standard deduction of €132 for business-related expenses is
granted, unless an employee proves that expenses actually paid are
higher.

Amounts paid for life, health, old-age, unemployment and acci-
dent insurance are deductible if they are required by law.

Other items that may be claimed as deductions include church tax,
tax consulting fees and donations for specified organizations.

Nonresidents are not entitled to the same general allowances grant-
ed to residents. However, see Special Rules for Expatriates, below.

Rates. For 2007, income tax is calculated in accordance with the
rules set forth below.

Income below €10,000 is tax-free for ordinarily resident individu-
als, while the income of nonresidents are tax-free up to €2,000.
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If income exceeds the €10,000 limit, but does not exceed
€25,000, the tax on the entire income equals the following:

Amount of income — €10,000 x 5,750
15,000

If income exceeds €25,000, but does not exceed €51,000, tax on
the entire income equals the following:

Amount of income — €25,000 x 11,335 +€5,750
26,000

If income exceeds €51,000, tax on the entire income equals the
following:

Amount of income —€51,000 x 0.5 + €17,085.

For a sample income tax calculation, see Appendix 1.

Nonresidents are generally taxed at the same rates as resident
individuals, but certain differences exist.

Special Tax Rates for Vacation and Christmas Bonus. Annual
salary is paid in 14 equal installments to achieve a more favor-
able income tax rate. Payments of the 13th and 14th installments
below €2,000 are tax-free. If payments exceed the €2,000 limit,
the whole amount after deduction of social security contributions
and €620, is subject to tax at a flat rate of 6%. The 13th and 14th
payments are also subject to favorable rates of social security
contributions (see Section C). The special payments must be
clearly defined and may not be paid out regularly.

Relief for Losses. Income from one source generally may be off-
set by a loss from another source, with certain exceptions.

Taxpayers who maintain commercial books of account and derive
income from agriculture, forestry, commercial business or other
self-employment activities may indefinitely carry forward losses
incurred in 1991 and subsequent years. The amount of losses that
may be set off is limited to 75% of taxable income per year.
Excess losses may be carried forward.

Tax losses from 1991 and subsequent years may be carried for-
ward for an unlimited time.

Special Rules for Expatriates. Expatriates are taxed in the same
way as other resident and nonresident individuals. Nationality does
not have an impact on income taxation. However, under an order
of the Ministry of Finance, the tax authorities have promulgated
certain simplifications of the tax system applicable to expatri-
ates. The simplifications are allowed only if the following condi-
tions apply:

* The expatriate must be an individual who has not had a resi-
dence in Austria during the past 10 years and who is transferred
from his or her foreign employer to an Austrian employer (sub-
sidiary or permanent establishment of the foreign employer in
Austria);

* The expatriate must have an employment contract with the em-
ployer’s Austrian subsidiary or permanent establishment; and

* The expatriate must maintain his or her primary residence abroad,
and the assignment may not exceed five years.
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If the above conditions are met and if the employee meets certain

reporting requirements, the Austrian employer, in the calculation

of the expatriate’s monthly withholding tax, may deduct the fol-

lowing amounts:

» The expenses for maintaining a household in Austria, not to
exceed €2,200;

* Extraordinary educational expenses, up to €110 per month per
child; and

* Home leave allowances of €222 per month.

The simplification does not apply if the household expenses,
education fees and home-leave allowances are more than 35% of
the expatriate’s taxable salary income.

If an expatriate has additional expenses or extraordinary expenses,
he or she may file an income tax return. In this case, all expenses
already deducted by the employer for the income tax withholding
calculation must be proved again.

B. Other Taxes
Net Worth Tax. Net worth tax is not levied in Austria.

Inheritance and Gift Taxes. All gifts and donations of assets situ-

ated in Austria are subject to inheritance and gift taxes. Austrian

citizens are subject to inheritance and gift taxes on receipt of

worldwide assets if they reside in Austria for two years prior to

the gift or donation. The tax rate depends on the value of the inher-

itance or gift and on the recipient’s relationship to the deceased or

donor. The following are the five classes of beneficiaries:

¢ Class I for husband, wife and children;

¢ Class II for grandchildren and great-grandchildren;

* Class III for parents, grandparents, brothers and sisters;

¢ Class IV for sons-in-law, daughters-in-law, parents-in-law, nep-
hews and nieces; and

* Class V for all other persons.

The tax rates that apply to the five classes of beneficiaries are set
forth in the following table.

Amount of
Inheritance or Gift

Not Beneficiary Class

Exceeding Exceeding | Il [} v
€ € % % % % %
0 7,300 2 4 6 8 14
7,300 14,600 2.5 5 7.5 10 16
14,600 29,200 3 6 9 12 18
29,200 43,800 3.5 7 105 14 20
43,800 58,400 4 8 12 16 22
58,400 73,000 5 10 15 20 26
73,000 109,500 6 12 18 24 30
109,500 146,000 7 14 21 28 34
146,000 219,000 8 16 24 32 38
219,000 365,000 9 18 27 36 42
365,000 730,000 10 20 30 40 46
730,000 1,095,000 11 21 32 42 48
1,095,000 1,460,000 12 22 34 44 51
1,460,000 2,920,000 13 23 36 46 54
2,920,000 4,380,000 14 24 38 48 57

4,380,000 — 15 25 40 50 60
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It is currently expected that the inheritance tax will be eliminat-
ed by 31 July 2008.

To prevent double taxation, Austria has concluded inheritance
tax treaties with the Czech Republic, France, Germany, Greece,
Hungary, Liechtenstein, Sweden, Switzerland and the United
States.

C. Social Security and Other Contributions

Elements of Social Security. Social security taxes consist of the
following elements:

¢ Old-age pension;

» Unemployment insurance;

* Health insurance;

* Insolvency guarantee; and

* Accident insurance.

Social security contributions are required for all employees, un-
less they are exempt under European Union (EU) regulations or
a social security treaty.

Contributions. Social security payments on wages or salaries must be
made by employers and employees at the following rates for 2007.

Employee’s Employer’s

Share Share Total
% % %

Pension insurance 10.25 12.55 22.80
Accident insurance 0 1.40 1.40
Health insurance

Wage-earners 3.95 3.55 7.50

Salary-earners 3.75 3.75 7.50
Unemployment

insurance 3.00 3.00 6.00
Accommodation pro-

motion contribution 0.50 0.50 1.00
Chamber contribution 0.50 0 0.50
Insolvency guarantee

funds contributions 0 0.70 0.70

The maximum wage base for monthly contributions for each em-
ployee is €3,840. In addition, social security is levied on special
payments (13th and 14th salaries, or bonus), up to a ceiling of
€7,680. The maximum social security contributions for 2007 are
set forth in the following table.

13t and 14 Maximum

Regular Months’ Annual
Salary Salary Contribution
% % €
For wage-earners
Employer’s share* 21.70 21.20 11,627.52
Employee’s share* 18.20 17.20 9,707.52
For salary-earners
Employer’s share 21.90 21.40 11,735.04
Employee’s share 18.00 17.00 9,600.00

* This amount does not take into consideration the special contribution for work-
ers in the construction industry and agriculture, to which employer and employee
each must pay a bad weather contribution of 0.7%.
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Employers must also pay the contributions described in the fol-
lowing four paragraphs.

A contribution to the severance pay fund is required for employ-
ees covered by the Austrian labor law. The rate is 1.53% without
ceiling.

A contribution to the family burden fund is payable for employ-
ees covered by the Austrian social security system and for employ-
ees from non-EU countries. The rate is 4.5% without ceiling.

A 3% community tax is payable without ceiling.

A company that is a member of the chamber of commerce must
pay a contribution at a rate ranging from 0.36% to 0.44% (with-
out ceiling).

Totalization Agreements. To provide relief from double social
security contributions and to ensure benefit coverage, Austria has
entered into totalization agreements with certain countries. The
agreements usually apply to foreigners living in Austria and to
Austrians living abroad for a maximum of two years. Austria has
entered into totalization agreements with the following countries.

Australia (a) Greece Norway
Belgium Hungary Philippines (b)
Bosnia- Iceland Poland
Herzegovina Ireland Portugal
Bulgaria Israel Serbia

Canada (a) Italy Slovak Republic
Chile (a) Latvia Slovenia

Croatia Liechtenstein Spain

Cyprus Lithuania Sweden

Czech Republic Luxembourg Switzerland
Denmark Macedonia Tunisia

Estonia Malta Turkey

Finland Montenegro United Kingdom
France Netherlands United States (a)
Germany

(a) This agreement covers pension insurance only.
(b) This agreement covers pension and accident insurance only.

D. Tax Filing and Payment Procedures

The tax year in Austria is the calendar year. Tax returns general-
ly must be filed by the end of April. However, a return filed elec-
tronically must be filed by the end of June. An extension is avail-
able if the return is prepared by a tax adviser.

Salaries and wages of employees are subject to withholding tax.
Taxpayers other than employees must make advance payments
of income tax in quarterly installments on 15 February, 15 May,
15 August and 15 November.

Interest is levied on final payments as assessed by the tax authori-
ties if the assessed liability is paid after 30 September. A taxpayer
may avoid interest by paying the expected income tax liability as
advance payments.

Married persons are taxed separately, not jointly, on all types of
income.
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E. Double Tax Relief and Tax Treaties

Resident individuals are generally taxed in Austria on their world-
wide income. However, if tax is imposed in the other country at a tax
rate of more than 15%, certain elements of taxable income are
excluded from the Austrian tax computation for resident individuals.
Otherwise Austria grants a foreign tax credit against Austrian taxes.

Austria has entered into double tax treaties with the following

countries.

Algeria India Pakistan
Argentina Indonesia Philippines
Armenia Iran Poland

Australia Ireland Portugal
Azerbaijan Israel Romania
Barbados (c) Italy Russian Federation
Belarus Japan San Marino
Belgium Kazakhstan Singapore
Belize Korea Slovak Republic (a)
Brazil Kuwait Slovenia
Bulgaria Kyrgyzstan South Africa
Canada Liechtenstein Spain

China Lithuania Sweden

Croatia Luxembourg Switzerland
Cuba Malaysia Thailand

Cyprus Malta Tunisia

Czech Republic Mexico Turkey
Denmark Moldova Ukraine

Egypt Mongolia USSR (b)
Estonia Morocco United Arab
Finland Nepal Emirates

France Netherlands United Kingdom
Germany New Zealand United States
Greece Norway Uzbekistan
Hungary

(a) The treaty with the former Czechoslovakia currently applies.
(b) Austria honors the USSR treaty with respect to Tajikistan and Turkmenistan.
(c) This treaty will be effective from 1 January 2008.

F. Temporary Visas

Austria joined the European Economic Area (EEA) on 1 January
1994, and has been a member of the EU since 1 January 1995;
therefore, the treatment of citizens of EEA- and EU-member
countries with respect to immigration matters differs from the
treatment of citizens of nonmember countries.

EU and EEA Nationals. EU and EEA nationals do not need any
form of permit or visa to stay in Austria. However, they must reg-
ister with the local police department within three days after
arrival in Austria.

Non-EU and Non-EEA Nationals. Non-EU and non-EEA nationals
who wish to visit Austria for periods of up to three months and
who do not intend to engage in remunerated activities are per-
mitted to enter the country with a valid passport and, in certain
cases depending on the citizenship of the foreigner, a visa. Visas
are obtainable at all Austrian embassies and must be applied for
abroad. In all cases, registration with the local police department
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is required within three days after arrival in Austria. In addition,
further registration is required if the stay exceeds three months.

As tourists, non-EU and non-EEA nationals may stay in Austria
for up to six months per year; however, a single stay may not
exceed three months. If these nationals wish to stay longer, they
must apply for residence permits.

G. Work Permits and Self-Employment

Austria is relatively restrictive in granting working rights to non-
European Union (EU) nationals. Citizens of EEA and EU-
member countries generally do not need permits to stay and work
in Austria. Citizens of non-member countries are subject to the
Foreigners Act (Fremdenpolizeigesetz) and the Employment of
Foreigners Act (Auslidnderbeschéftigungsgesetz), and require
residence permits to obtain work permits.

EU and EEA Nationals. EU and EEA nationals do not need work
permits to work in Austria. However, this rule does not apply to
citizens of the new EU countries (Czech Republic, Estonia, Hun-
gary, Latvia, Lithuania, Poland, Slovak Republic and Slovenia).
These individuals must obtain a work permit similar to the per-
mit required for nationals of countries outside the EU and EEA.

Non-EU and Non-EEA Nationals. Non-EU and non-EEA nationals

may be employed in Austria only if one of the following condi-

tions is met:

» The employer obtains an employment permit (Beschdftigungs-
bewilligung); or

» The employee obtains a work permit (Arbeitserlaubnis) or a
certificate of dispensation (Befreiungschein).

The granting of employment permits to non-EU or non-EEA

nationals is governed by the Employment of Foreigners Act.

Applications must be filed by the prospective employer with the

local labor authority (Arbeitsmarktservice), which grants a per-

mit based on several requirements, including the following:

* Similar remuneration and working conditions for foreign and
Austrian employees must be ensured; and

* Notice of job opportunities must be given to Austrian employ-
ees before a foreign employee is hired (this is not required in
the case of highly qualified foreign applicants).

An employer who wishes to recruit foreign employees abroad
must apply for an individual assurance certificate (Sicherungs-
bescheinigung), which indicates the employees or the number of
employees for which employment permits are prospective. The
individual assurance certificate is therefore only granted if the
conditions for the issuance of an employment permit (and to a
certain extent, a residence permit) are generally fulfilled. Accord-
ingly, the requirements for the employment (and residence) per-
mit are examined at this early stage of the permit procedure.

After the employer obtains an individual assurance certificate,
the alien must apply for a residence permit (see Section H). A
residence permit allows a foreigner to enter Austria. However,
before the foreigner may work, the Austrian employer must apply
for a work permit with the competent employment authority. A
work permit is usually issued if an individual assurance certifi-
cate has been granted.
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Employment permits are not transferable and are usually granted
for one year with the possibility of renewal. They refer to a par-
ticular workplace in a particular company and therefore expire on
the termination of employment. A request for a work permit
renewal must be filed by the employer at least four weeks before
expiration.

Under the Employment of Foreigners Act, an employment permit
is granted if “the actual situation and the development of the
employment environment allow for the employment of a foreign-
er, and the grant of the employment permit is not in opposition to
important public or economic interests.” The number of employ-
ment permits that may be granted by Austrian labor authorities is
restricted under the Employment of Foreigners Act. For 2007,
limits are determined by law for all regions of Austria. Special
quotas apply to the employment of foreign nationals with special
skills and qualifications.

The Employment of Foreigners Act includes a special regime for
key persons. Under the regulation, key persons are foreigners that
have special education or special skills, together with appropriate
practical experience, which can be proved by reference letters
and certificates. The monthly gross salary for the prospective
employment in Austria must be at least 60% of the maximum
base for Austrian social security contributions (for 2007, the
maximum base is €3,840). Consequently, for 2007, the monthly
gross salary must be at least €2,304 with additional special pay-
ments. As a result, for 2007, annual income must be €32,256 (14
times €2,304).

In addition to the salary requirement, one of the following re-

quirements must be satisfied:

* Apart from the employer’s point of view, the prospective em-
ployment has major significance for the relevant region or the
relevant job market;

* The prospective employment will result in the addition of new
jobs or ensure the maintenance of existing jobs;

« The prospective employee will have a significant influence over
the prospective employer’s company (that is, a leading position);

* The prospective employment will cause the transfer of invest-
ment capital to Austria of at least €100,000; and

* The prospective employee has a university degree or a degree
from an academy or any other special education.

One application, which must be filed with the regional authority,
is used to apply for the work permit and residence permit of a key
person. A special quota exists for key persons, and the procedures
are shortened.

It is also possible for a foreign national to apply for a work per-
mit after he or she has been legally employed with an Austrian
employer for 52 weeks during the last 14 months. A work permit
is granted for at least two years. The work permit is issued directly
to the employee, independent of the employer, and entitles the
employee to work for any employer in the state (Bundesland) that
issued the permit.

If any of the following conditions are met, a foreign national may
request a certificate of dispensation, which is valid for five years
and allows a foreigner to be employed without a work permit:
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* The foreign national has been employed in Austria for at least
five of the last eight years and is legally residing in Austria;

¢ The foreign national has completed the last year of his or her
compulsory education in Austria, is legally residing in Austria,
and at least one of his or her parents has lived in Austria for at
least five years and worked for at least three years in the last
five years;

« The foreign national has been married to an Austrian citizen for
the last five years and has a domicile in Austria (if divorced);

» The foreign national was not covered by the Employment of
Foreigners Act and is still a legal resident of Austria; or

* The foreigner has a spouse or unmarried minor child (including
a stepchild or adoptive child) in accordance with the above
mentioned requirements and has been legally residing in
Austria for 12 months.

A non-EU or non-EEA employee who already has a work or
employment permit in another European Economic Community
(EEC) member state and who works for an employer based in an
EU-member state must obtain an EU-sending certification (EU-
Entsendebestditigung) to work in Austria. These certifications
must be issued by the competent authority within six weeks after
application and are usually issued for up to six months, with
extensions possible. Because EEC-sending certifications are not
subject to investigation by the employment authorities with respect
to the Austrian labor market, this type of permit is easier to obtain
than a work permit.

Sanctions are imposed on companies that hire employees without
the correct visas and permits. These sanctions usually consist of
fines ranging from approximately €1,000 to €10,000 per worker.
In the case of several violations within one organization or recur-
ring violations, fines may be as much as €25,000 per worker.

Self-Employment. For most professions, self-employment requires
a certificate of qualification. The extent to which foreign qualifi-
cations are accepted depends on the particular case. It may be pos-
sible to avoid certain restrictions by carefully choosing the form
of legal entity used for the business.

Special rules apply to self-employed key persons.

H. Residence Permits

EU and EEA Nationals. No special documents are necessary for
EU and EEA nationals who wish to stay in Austria for longer
periods. EU and EEA nationals must prove, however, that they
have sufficient funds to support themselves while in the country.
In addition, visitors must have health insurance.

Non-EU and Non-EEA Nationals. Non-EU and non-EEA nation-
als who plan to stay in Austria for longer than three months
must apply for a permanent residence permit (Niederlassungs-
bewilligung) or, to work in Austria without changing their
permanent residence to Austria, a residence authorization (Aufen-
thaltserlaubnis). Permanent residence permits are usually granted
for 1 year (18 months for key persons) and may be renewed for a
2-year period. After five years, the permanent residence permit is
granted indefinitely.
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Depending on the nationality of the non-EU and non-EEA
national, a first-time applicant may apply for residence permits
outside Austria at any Austrian embassy or he or she may apply
in Austria. Swiss citizens may generally reside in Austria without
a residence permit.

Residence authorizations are available to non-EU and non-EEA
nationals who prove that they are registered at Austrian universi-
ties and who have a certain minimum income. The permits are
valid for six months or one year and may be extended.

I. Family and Personal Considerations

Family Members. Working spouses of expatriates must apply in-
dependently for their own work permits. The family members of
non-EU and non-EEA expatriates must obtain separate residence
permits to reside in Austria. The children of non-EU and non-EEA
expatriates must obtain student visas to attend school in Austria.

Forced Heirship. Forced heirship rules apply in Austria and require
legacies for descendents and surviving spouses.

Drivers’ Permits

EU and EEA Nationals. A driver’s license issued by the authori-
ties of any EU or EEA country is recognized on an equal basis
with an Austrian driver’s license.

Non-EU and Non-EEA Nationals. The validity of a foreign dri-
ver’s license held by an individual without established principal
residence in Austria generally is limited to one year. Individuals
with their principal residence in Austria must change their dri-
ver’s license to an Austrian driver’s license within six months.

An Austrian driver’s license may be obtained by presenting a for-

eign license if all of the following requirements are met:

* The applicant has stayed or has established a principal residence
in the country of issuance of the driver’s license for a minimum
of six months;

* The applicant has moved his or her principal residence to Austria;

* The applicant has been residing in Austria for no longer than
24 months since the establishment of principal residence in
Austria;

* No objections are raised with respect to the individual’s driving
record and no health obstacles exist that might hinder the per-
son’s driving ability (as defined by law); and

* The applicant’s driving qualifications are proved by a practical
driving test or the issuance of the foreign driver’s license was
subject to requirements similar to those in Austria.

The Ministry of Transportation has identified countries with
processes similar to those of Austria for the issuance of vari-
ous classes of licenses. The following countries have similar
requirements for the issuance of all classes of licenses: Andorra;
Guernsey; Hungary; Isle of Man; Japan; Jersey; Malta; Monaco;
San Marino; and Switzerland.

The following countries have similar requirements for the issuance
of B-class licenses: Canada; the Czech Republic; Korea (if issued
after 1 January 1997); Israel; Poland; the Slovak Republic;
Slovenia; South Africa; and the United States.
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APPENDIX 1: SAMPLE TAX CALCULATION

The following is a sample tax calculation for a married employed
individual whose spouse earns no taxable income.

Calculation of Taxable Income
Salary
Less:
Vacation and Christmas bonus
Social security on salary
General lump-sum deductions
Taxable income

Calculation of Net Income Tax

Tax
Less:

Wage tax credit

Transportation tax credit

Sole earner’s credit

(without dependent children)
Tax on vacation and Christmas bonus,
after deduction of social security

and €620, at 6%
Net income tax

Calculation of Net Salary
Total salary

Less: Social security
Net income tax

Net salary

€

140,000.00

(20,000.00)
(8,294.40)

(132.00)
111,573.60

47,371.80

(54.00)
(291.00)

(364.00)

1,084.46
47,747.26

140,000.00

(9,600)"

(47.747.26)
82.652.74

* The following is the calculation of the social security contributions:

Regular salary (€3,840 x 12 x 18%)

Christmas and vacation bonus
(€3,840 x 2 x 17%)

AZERBAIJAN

Country Code 994
BAKU GMT +4
Ernst & Young

Hyatt International Centre
Hyatt Tower ll, 1st Floor
Izmir 1033

Baku AZ 1065

Azerbaijan

Executive and Immigration Contact
Erlan Dosymbekov
(resident in Almaty, Kazakhstan)

[7] (3272) 585-960

Fax: [7] (3272) 585-961

E-mail: erlan.b.dosymbekov
@kz.ey.com
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A. Income Tax

Who Is Liable. Residents are taxed on worldwide income. Non-
residents are taxed on Azeri-source income only.

For tax purposes, individuals are considered resident if they are
present in the country for 183 days or more in a calendar year.

Income Subject to Tax

Employment Income. Taxable income from employment consists
of all compensation, whether received in cash or in kind, subject
to certain minor exceptions as discussed below.

Income received in foreign currency is translated into Azeri
manats (AZN) at the official exchange rate of the National Bank
of Azerbaijan on the date the income is received.

Education allowances provided by employers to their employees’
children 18 years of age and younger are taxable for income tax
and social security purposes.

Self-Employment Income. Tax is levied on an individual’s annual
self-employment income, which consists of gross income less
expenses incurred in earning the income.

Investment Income. Dividends and interest on securities and
deposits are exempt from income tax for six years, effective from
1 January 2001. Royalties, copyrights and rental income are
taxable.

Capital Gains. Capital gains derived from the sale of most mov-
able tangible property or from the sale of real property that has
been the taxpayer’s primary residence for at least three years are
exempt from tax in Azerbaijan.

Deductions

Income Exclusions. The following specific tax exemptions apply

for resident and nonresident individuals:

* The cost of renting accommodations in Azerbaijan if paid or re-
imbursed by the employer;

* Food expenses paid or reimbursed by the employer; and

 Expenses paid or reimbursed by the employer for business trips.

Personal Allowances. Individuals with three or more dependants
may reduce their annual taxable income by AZN 20.

Business Deductions. Deductible business expenses include
expenditure for materials, amortization deductions, lease pay-
ments, wages, state social security payments, payments for ther-
apeutic nourishment, milk and similar products provided to
employees (deductible within the established limits), payments of
interest and expenses for repairs to capital production assets.

Rates. The following tax rates apply to an individual’s taxable
income.

Annual Taxable Income Tax on Lower Rate on
Exceeding Not Exceeding Amount Excess
AZN AZN AZN %

0 12,000 0 14

12,000 — 1,680 35
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Relief for Losses. Losses incurred on the sale of property that can-
not be compensated in the same year may be carried forward for
up to three years. No limitations are imposed on the deductible
amount of losses that can be taken for each year.

B. Other Taxes
Estate and Gift Tax. Azerbaijan does not levy estate or gift tax.

The value of gifts and bonuses in kind up to a limit of AZN 1,000
is exempt from income tax. The value of an inheritance up to a
limit of AZN 20,000 is exempt from income tax. Gifts, bonuses
in kind and inheritances received from family members are
exempt from income tax with no limit.

Property Tax. Azerbaijan levies an annual property tax at a rate of
0.1% on the appraised value of buildings exceeding AZN 5,000.

C. Social Security

Employers must make social security contributions at a rate of
22% of employees’ gross salary to the Social Protection Fund. In
addition, 3% is withheld from the employee’s salary and is pay-
able to the Social Protection Fund.

D. Tax Filing and Payment Procedures
The tax year is the calendar year.

Employers in Azerbaijan (Azeri entities, joint ventures and for-
eign representative offices) must withhold tax from the salaries
of resident and nonresident employees paid in Azerbaijan. With-
holding is required regardless of whether payments are made in
manats or in foreign currency.

Resident and nonresident individuals are not required to file tax
returns if they receive income from employment and do not have
income from other sources.

Resident and nonresident individuals engaged in self-employ-
ment in Azerbaijan must comply with the following filing and
payment requirements:

* Pay estimated taxes of one-fourth of the tax paid for the prior
tax year or tax on actual income for the quarter, as measured at
the effective tax rate for the prior year, due in four equal install-
ments by 15 April, 15 July, 15 October and 15 January;

* Submit an annual tax return no later than 31 March of the year
following the reporting year; and

* Submit a final tax return within one month following the end of
activities in Azerbaijan.

The final tax due for the year is determined from the final tax
return after it is filed with the tax authorities. However, the final
tax must be paid by the deadline for filing the final tax return.

E. Double Tax Relief and Tax Treaties

Foreign taxes paid by residents on foreign-source income may be
credited against Azeri tax, but the credit may not exceed the
amount of the Azeri tax payable on the same income. To obtain
relief, the taxpayer must present the appropriate form from the
tax authorities of the foreign state verifying that tax has been paid
in that country.
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According to information provided on the official site of the
Ministry of Taxes, double tax treaties with the following coun-
tries are effective in Azerbaijan: Austria; Belarus; Belgium;
Canada; China; Czech Republic; Finland; France; Georgia;
Germany; Kazakhstan; Latvia; Lithuania; Moldova; Norway;
Poland; Romania; the Russian Federation; Turkey; Ukraine; the
United Arab Emirates; the United Kingdom; and Uzbekistan.
Azerbaijan no longer honors the old tax treaty between Germany
and the former USSR. This treaty has been replaced by a new
treaty between Azerbaijan and Germany, which entered into force
on 1 January 2006.

F. Temporary Visas

Citizens of countries other than the members of the Common-
wealth of Independent States (excluding Turkmenistan) must
have Azerbaijan visas to enter and leave Azerbaijan. On arrival in
Baku, a visitor may obtain a single-entry visa valid for a period
ranging from seven days to one month, renewable for one addi-
tional month. Multiple-entry visas valid for three months to a year
are also available. Visa applicants must submit a valid passport, a
photograph, a completed application form and the applicable fee.

Alternatively, foreign nationals of countries where Azerbaijan
has consulates may obtain their visas from these consulates.
Applicants must present a letter of invitation, a completed appli-
cation (available at the consulate), a passport-size photograph, a
passport and the applicable fee.

Foreign nationals must register with the police department of
the Ministry of Internal Affairs within 3 days after arrival in
Azerbaijan.

G. Work Permits

Foreigners must obtain a permit from the local labor authorities to
work in Azerbaijan.

H. Family and Personal Considerations

Vaccinations. Although no vaccinations are required, a vaccina-
tion for malaria is recommended. Malaria is not a threat in Baku,
but it exists in other regions of the country.

Drivers’ Permits. A foreign national may drive legally using his or
her home country driver’s license if the license is legally translat-
ed into Azeri. Azerbaijan has driver’s license reciprocity with
other CIS countries.

BAHAMAS
Country Code 1
NASSAU GMT -5
Ernst & Young Street Address:
Mail Address: One Montague Place
P.0. Box N 3231 Third Floor
Nassau East Bay Street
Bahamas Nassau

Bahamas
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Executive Contacts
Hubert A. Chipman (242) 502-6000
Fax: (242) 502-6090
E-mail: hubert.chipman@bs.ey.com
Julian Rolle (242) 502-6000
Fax: (242) 502-6090
E-mail: julian.rolle@bs.ey.com

Immigration Contact
Hubert A. Chipman (242) 502-6000
Fax: (242) 502-6090
E-mail: hubert.chipman@bs.ey.com

A. Income Tax
Income is not taxed in the Bahamas.

B. Other Taxes
Capital Gains. No tax is levied on capital gains.

Stamp Duty. Transfers of real property are subject to a stamp duty
of up to 8% of the sale price.

Business License Fee. Self-employed persons are subject to an
annual business license fee that varies according to revenues and
gross profits. The license year is a 12-month reporting period that
coincides with either the calendar year or a fiscal year. After it is
selected, the business license reporting year may not change.
Businesses with turnover of less than B$50,000 must pay a busi-
ness license fee of B$100.

C. Social Security

All employees and employers must contribute to the national in-
surance scheme. Contribution rates are based on the amount of
weekly or monthly wages, up to a maximum insurable wage of
B$400 weekly or B$20,800 annually. Contribution rates for em-
ployees earning B$60 or more a week are 3.4% for the employee
and 5.4% for the employer. Contribution rates for employees earn-
ing B$59 or less a week are 1.7% for the employee and 7.1% for
the employer.

D. Tax Treaties

The Bahamas has not entered into any double tax treaties. The
Bahamas has negotiated a tax information exchange agreement
(TIEA) with the United States, which is effective from 1 January
2004 for criminal matters and 1 January 2006 for civil matters.
The Bahamian government has not indicated that it intends to
negotiate similar agreements with other jurisdictions.

E. Temporary Visas

All visitors entering the Bahamas must have return or onward
tickets. If visitors intend to stay for more than a few days, they
may be asked to provide evidence of financial support.

Visas are required for all foreign nationals entering the Bahamas

except the following:

* British Commonwealth citizens and landed immigrants of
Canada for visits not exceeding 30 days, if they possess Form
100.

» U.S. citizens entering as bona fide visitors for less than eight
months, and holders of U.S. green cards for visits of up to 30
days. Although a current or expired passport is recommended,
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U.S. citizens may enter the Bahamas with other proof of nation-

ality, for example, a birth certificate.

« Citizens of the following countries must have valid passports,
but do not need visas, for stays of up to the stated periods:

— Eight months: Belgium, Greece, Iceland, Italy, Liechten-
stein, Luxembourg, Norway, San Marino, Spain, Switzerland
and Turkey;

— Three months: Austria, Chile, Denmark, Finland, France,
Germany, Ireland, Israel, Japan, Mexico, the Netherlands,
Sweden, South Africa and Uruguay; and

— Fourteen days: Argentina, Bolivia, Brazil, Costa Rica,
Ecuador, El Salvador, Guatemala, Honduras, Nicaragua,
Panama, Paraguay, Peru, Suriname and Venezuela.

F. Work Permits

The right of expatriates to work in the Bahamas is restricted and
regulated by the Bahamas government through the Department of
Immigration. The government attempts to ensure that immigrants
do not create unfair employment competition for Bahamians. An
expatriate may not be offered a position for which a suitably qual-
ified Bahamian is available.

No quota system exists for work permits. A work permit applica-
tion is not considered if the employee is already in the Bahamas
as a visitor.

The Department of Immigration considers the employment of a

non-Bahamian if the prospective employee would be an asset to

the Bahamas, and if the following conditions are met:

» The employer has advertised and interviewed locally and has
found no suitable Bahamian to fill the position; and

 The employer has obtained a vacancy certificate stating that no
qualified Bahamian is registered who might fill the position.

Normally, it is the employer’s responsibility to submit the work
permit application for the prospective employee. This includes all
necessary documentation, along with a copy of the local job
advertisement, the results of interviews with local applicants and
a vacancy certificate. Employment may commence only after the
work permit is approved and the fee is paid.

Cost of Work Permits. The annual fee for a work permit ranges
from B$350 for farm workers to B$10,000 for senior profession-
als, such as executives. The fee is payable on the granting of the
work permit.

Duration of Initial Work Permit and Renewals. A work permit is
usually issued for one year, but may be issued for a longer period
for certain key positions under contract. Contracts should indi-
cate that renewal is subject to obtaining immigration permission.
Many employment contracts stipulate that the employee is
expected to train or be replaced by a suitable Bahamian within a
stipulated period of time.

The renewal of a work permit on expiration is not automatic.
Application for renewal must be made, and generally permits are
not renewed for expatriates who have been employed in the same
capacity for more than five years. However, the government exer-
cises some flexibility with respect to this policy and considers
various mitigating circumstances.
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The Bahamas does not issue permanent work permits, but does
issue permanent residence permits that grant the right to work.
For further details, see Section G.

Other Important Stipulations. Work permits are issued for a spe-
cific position only. Changes in position within an organization
require the issuance of a new work permit, which is subject to the
same conditions stated above.

An employer must inform the Department of Immigration with-
in 30 days if an international employee is no longer employed. An
expatriate who ceases to be employed must take his or her work
permit to the department for cancellation within seven days after
ceasing employment.

For each expatriate work permit issued, employers must post a
bond to repatriate the employee and his or her dependents, if nec-
essary, and to pay any public charges incurred by the employee.

Due to the complexity of the employment confirmation process,
it is recommended that employers submit all applications three
to four months in advance of the desired start of employment.

G. Residence Permits

Temporary Residence. Individuals making the Bahamas their
temporary home may apply for annual residence permits. The
annual cost of this permit is B$1,000 for the head of a household
and B$25 for a spouse and each dependent. A person attending
an institute of higher education in the Bahamas must pay B$25 per
year for an annual residence permit. Holders of annual residence
permits may not work in the Bahamas under any circumstances.

Overseas investors who acquire residential property in the
Bahamas are eligible for Home Owners’ Residence Cards, which
are renewable annually. The annual cost of the card is B$500. The
card facilitates entry into the Bahamas and entitles the owner,
spouse and minor children to remain in the Bahamas for the peri-
od covered by the card. This card is most appropriate for season-
al residents. Holders of the card may seek local employment.

Permanent Residence. Permanent residence with the right to
work is typically reserved for spouses of Bahamians or overseas
individuals who can demonstrate strong financial and family ties
to the Bahamas.

Male spouses of Bahamians may apply for permanent residence
after five years of marriage. Females married to Bahamians may
apply any time after marriage. The cost of a certificate of perma-
nent residence for the spouse of a Bahamian is B$250.

In certain cases, permanent residence with the right to work is avail-
able to overseas individuals who invest significantly in Bahamian
properties or businesses. Investment proposals are reviewed with
respect to economic, environmental and social benefits to the
Bahamas, although several economic opportunities are reserved
specifically for Bahamian nationals. The one-time cost of a per-
manent residence permit with the right to work ranges from
B$1,000 to B$10,000 for each working adult, depending on the
length of prior residency.
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A permanent residence permit without the right to work may
be suitable for foreign nationals who wish to reside in the
Bahamas permanently. The one-time cost of a permanent resi-
dence permit ranges from B$1,000 to B$10,000 for the head of a
household, depending on the length of prior residency in the
Bahamas. This type of permit is suitable for retirees who plan to
spend most of their time in the Bahamas or for persons who will
not be conducting business in the Bahamas. Applicants must
provide evidence of adequate financial support, and character
and financial references. The Bahamas government gives accel-
erated consideration to owners of Bahamian residences valued at
B$250,000 or more.

Foreign nationals holding permanent residence certificates may
have their spouses and dependent children under 18 years of age
endorsed on the certificate at the time of the original application
or at a subsequent date.

H. Family and Personal Considerations

Family Members. Spouses and dependents of expatriates holding
valid work permits should apply for annual residence permits as
outlined in Section G.

Drivers’ Permits. Visitors to the Bahamas may drive legally us-
ing their home country drivers’ licenses for up to three months.
However, holders of work permits must have Bahamian drivers’
licenses when they start to work.

Drivers holding valid licenses issued outside the Bahamas may
present the license and receive a Bahamian license for B$20,
without completing verbal or written examinations. First-time
drivers must take verbal and driving examinations.

BAHRAIN
Country Code 973
MANAMA GMT +3
Ernst & Young Street Address:
Mail Address: 14th Floor, The Tower
P.0. Box 140 Bahrain Commercial Complex
Manama Manama
Bahrain Bahrain

Executive and Immigration Contact
James A. Moye 1753-5455
E-mail: james.moye@bh.ey.com

A. Income Tax

Except for certain taxes imposed on oil companies, Bahrain levies
no taxes on income, capital gains, sales, estates, interest, dividends,
royalties or fees.

B. Social Security

The following social security contributions are payable on basic
salary and recurring constant allowances.
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Contribution Rate (%)
For Bahrainis
Pension
Employer 9
Employee 6
Social insurance; payable
by employer 3
Unemployment insurance; payable
by employee 1

For expatriates
Social insurance; payable

by employer 3
Unemployment insurance; payable by
by employee 1

The above rates apply up to an income ceiling of BD 4,000 per
month. No contribution is payable for income above this ceiling.

C. Temporary Visas

All foreign nationals, with the exception of nationals of Gulf
Cooperation Council (GCC) member countries and British pass-
port holders, must obtain valid entry visas to enter Bahrain.

Bahrain has reciprocal arrangements with GCC-member coun-
tries. In addition, British nationals may enter Bahrain on a visa
granted at the airport, but may not stay longer than a continuous
period of 90 days. Sponsors intending to employ British and other
foreign nationals in Bahrain must obtain work and residence per-
mits for them.

In general, all types of visas (except certain categories of tourist
visas, which may be obtained in Bahrain consulates abroad) are
applied for by local sponsors in Bahrain. No set of specific condi-
tions governs the granting of visas in Bahrain. However, qualifying
rules are laid out for each type of visa. The Director of Immigra-
tion’s approval is necessary for certain types of visas. For example,
family visas are issued only if the foreign national earns a salary
that exceeds a specified limit, and a visit visa may not be issued
to individuals older than 60 years of age.

The specifics of tourist, 72-hour/7-day, visit and business visas are
described below.

Tourist Visa. Tourist visas are issued to foreign nationals who
intend to visit Bahrain for sightseeing and are normally valid for
two weeks. Tourist visas may be obtained in countries where a
Bahrain consulate exists. The visa may be extended in Bahrain,
up to a maximum period of three months.

72-Hour/7-Day Visa. Seventy-two hour/7-day visas may be
obtained upon arrival in Bahrain at the international airport or the
causeway from Saudi Arabia. These visas are intended primarily
for business visits, trade delegations, exhibitions and seminars. In
addition to a passport, a foreign national must possess a con-
firmed return or onward journey ticket for his or her visa appli-
cation to be processed.

Visit Visa. Visit visas are issued to foreign nationals who intend to
visit Bahrain to meet their relatives or friends. The application for
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a visit visa must be made by a local sponsor to the General
Directorate of Immigration and Passports (GDIP). The visit visa
is normally valid for a one-month stay in Bahrain, but may be
extended for up to a maximum of three months. A holder of the
visit visa is not permitted to work or engage in business activities
during his or her stay in Bahrain. An employer may obtain a work
permit and residence permit for a person on a visit visa, to allow
the person to take up employment in Bahrain.

Online Application. An application for a short-term visa for trav-
el to Bahrain can be submitted online at www.evisa.gov.bh, based
on the applicant meeting the eligibility criteria.

D. Work Permits

All foreign individuals resident in Bahrain, other than those work-
ing for banks, must be sponsored by a Bahrain individual or com-
pany. Applications for grants of visas to employees of branches
and offices of foreign banks must be endorsed by the Bahrain
Monetary Agency (the central bank of Bahrain).

Anyone intending to employ a foreign national in Bahrain must
obtain a work permit and a work card, which are issued by the
Ministry of Labor. The work permit along with the passport of
the prospective employee must then be submitted to the GDIP to
obtain a No Objection Certificate (NOC). The NOC issued by the
GDIP is the document necessary for a foreign national to enter
Bahrain for employment. Employment permits are required to
work legally in Bahrain and to become resident in Bahrain.
Permits are usually endorsed on the passports of such employees
on the basis of NOCs issued by the GDIP.

On fulfilling certain conditions, expatriate employees may change
their original employer-sponsor, without obtaining a release letter.

Under prior law, an employee was required to obtain a release let-
ter from his or her current employer, stating that the employer has
no objection to the employee taking up the new job. Employers
are granted new work permits in lieu of former employees.

E. Residence Permits

On arrival in Bahrain, an employee must be registered in the
Central Population Register of the Government of Bahrain. The
sponsor then applies to the GDIP for a residence permit for the
employee. The residence permit is normally issued for a period of
two years and may be renewed every two years as long as the em-
ployee is employed with the same sponsor.

Resident foreign nationals may own land or other immovable prop-
erty in certain areas of Bahrain.

F. Family and Personal Considerations

Family Members. Family visas are granted to spouses and chil-
dren of visa holders. A family visa holder may not take up gain-
ful employment in Bahrain, but may stay in Bahrain for the same
period allowed for the visa holder.

Dependent visas are granted to dependants of Bahrain residents.
A holder of this type of visa may not take up gainful employment
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in Bahrain, and may stay for as long as the head of the household
stays in Bahrain.

Drivers’ Permits. Bahrain has drivers’ license reciprocity with all
of the GCC-member countries.

Foreign nationals from specified countries may drive legally in
Bahrain for a period of one year with an international driver’s
license issued by his or her home country. After obtaining a resi-
dence permit, nationals of such countries may be granted a license
for a five-year term (renewable) on the basis of the international
license held by them, without taking a driving test. The following
is a list of the specified countries.

Argentina Iceland Norway
Ascension Indonesia Oman
Australia Ireland Poland
Austria Italy Portugal
Bahamas Jamaica Qatar
Belgium Japan Romania
Bermuda Jersey Russian Federation
Brazil Jordan Saudi Arabia
Brunei Kenya Singapore
Bulgaria Korea South Africa
Canada Kuwait Spain

China Luxembourg Sweden
Cyprus Malawi Switzerland
Czechoslovakia Malaysia Trinidad and
Denmark Malta Tobago
Finland Mauritania Tunisia
France Mexico Turkey
Germany Monaco United Arab
Ghana Morocco Emirates
Greece Netherlands United Kingdom
Hong Kong New Zealand United States
Hungary Nigeria Yugoslavia

The first step for obtaining a driver’s license in Bahrain is to ob-
tain a learner’s license. The next step is to take driving lessons by
hiring a driving instructor authorized by the Traffic Directorate.
A driver’s license is issued following a road test.

BARBADOS
Country Code 1
BRIDGETOWN GMT -4
Ernst & Young Street Address:
Mail Address: Worthing
P.0. Box 261 Christ Church BB15008
Bridgetown BB11000 Barbados
Barbados

Executive and Immigration Contacts
Maria Robinson (246) 430-3878
Fax: (246) 435-2079
E-mail: maria.robinson@bb.ey.com
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Winston Gibbs (246) 430-3802
Fax: (246) 435-2079
E-mail: winston.gibbs@bb.ey.com

International High Net Worth Group Contact
Ben Arrindell (246) 430-3800
Fax: (246) 435-2079
E-mail: ben.arrindell@bb.ey.com

A. Income Tax

Who Is Liable. An individual resident and domiciled in Barbados
for tax purposes is subject to income tax on worldwide income,
regardless of whether the income is remitted to Barbados. Resi-
dents who are not domiciled in Barbados are taxed on income
derived from Barbados and on income remitted to Barbados. Non-
residents are taxed on income derived from Barbados only.

Individuals are considered resident if they are present in
Barbados more than 182 days in a calendar year or if they are
ordinarily resident in Barbados in a calendar year. Individuals are
deemed to be ordinarily resident if they have a permanent home
in Barbados and notify the Commissioner of Inland Revenue that
they intend to reside in Barbados for a period of two consecutive
years, including the current income year. Domicile is not defined
in the Income Tax Act and is understood as it is used in the
United Kingdom. Broadly, it is the jurisdiction that an individual
regards as his or her permanent home.

Income Subject to Tax. The taxation of various types of income is
described below. For a table outlining the taxability of income
items, see Appendix 1.

Employment Income. Taxable remuneration from employment
includes salaries, commissions, bonuses, directors’ fees, perquisites
and pension income. In general, employees may be taxed on any
benefit that is not conferred wholly, exclusively and necessarily
for the performance of duties relating to their employment. For
example, a company car is taxed at 10% of its cost, and the value
of a rent-free residence or a housing allowance is included in the
employee’s taxable income, up to a maximum of BDS$48,000.

Educational allowances provided by employers to their employees’
children are fully taxable for income tax and social security
purposes.

Self-Employment Income. Taxable profits generally consist of busi-
ness profits as disclosed in the business operation’s financial ac-
counts, subject to various tax adjustments. Income tax is imposed
on net business income.

Investment Income. A resident’s investment income, other than
domestic dividends, domestic interest and income from the rental
of property, is aggregated with other income and taxed at the
rates set forth in Rates.

If a resident company pays an ordinary dividend to a resident indi-
vidual shareholder, the dividend is subject to a final 12.5% tax
withheld at source. For resident individuals, dividends received
from shares held under dividend reinvestment plans are exempt
from the 12.5% withholding tax if the shares are held for at least
five years. However, this exemption is limited to 75% of the
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value of the dividend, up to a maximum of BDS$7,500 per year.
Interest received by a resident individual, other than a pensioner,
from a resident borrower is also subject to a 12.5% final tax with-
held at source. Pensioners over 60 years of age are not subject to
tax on interest income.

For residents, royalties are aggregated with other income and
subject to tax at the rates set forth in Rates. Net income from the
rental of property is taxed at a flat rate of 15%.

Nonresidents are taxed on domestic dividend income, interest,
royalties and management fees, which are subject to a final 15%
tax withheld at source. Rental income is subject to a 25% with-
holding tax, which represents a prepayment of tax. However, if a
nonresident individual has habitually filed tax returns with
respect to rental income in prior years, no tax is required to be
withheld. In addition, if the payer is a company operating in the
international business and financial services sector, rental
income is not subject to withholding tax. Interest on debentures,
bonds and stock issued by the government of Barbados is exempt
from tax.

Taxation of Employer-Provided Stock Options. Employees are
taxed on income arising on the purchase of shares acquired under
a stock option plan. The taxable amount is equal to the difference
between the market price of the stock on the date the option is
exercised and the price paid for the stock under the option, sub-
ject to a deduction of up to 10% of the employee’s assessable
income. The benefit is taxed in the same manner and at the same
rates as other employment income. If the shares are disposed of
within five years after the option is exercised, the 10% deduction
is recaptured in the year the shares are sold. No distinction is
made between qualified and nonqualified stock options plans.

Capital Gains. Capital gains are not subject to tax, and capital
losses are not deductible.

Deductions

Personal Deductions and Allowances. For 2007, residents are
entitled to the deductions and allowances listed in the following
table.

Maximum
Type Deductible Amount
Basic allowance BDS$25,000
Basic allowance for pensioners BDS$30,000
Dependent spouse allowance BDS$3,000
Dependent allowance* BDS$1,000
Registered retirement Lower of 15% of
contributions by a assessable income
self-employed person and BDS$10,000
Registered retirement savings Lower of 15% of
plan contributions by an employee assessable income
or self-employed person and BDS$10,000
Contributions by an individual Lower of 15% of
to a registered retirement assessable income
plan and to a registered and BDS$10,000
retirement savings plan for both plans
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Maximum

Type Deductible Amount
Registered retirement Total contributions
contributions by employee up to 15% of
to an employer plan pensionable income
Home allowance Up to BDS$15,000
Covenants to incapacitated
individuals 5% of assessable income
Charitable covenants 10% of assessable income
Purchase of new shares in a public
company or investment in a mutual
fund or credit union Up to BDS$10,000
Investment in a registered venture
capital fund or innovation fund Up to BDS$10,000
Rental allowance Lower of 20% of rent paid

and BDS$3,000

* This allowance is available for each dependant up to a maximum of two depen-
dants.

Nonresidents may not claim the above deductions and allow-
ances. However, specially qualified individuals working in the inter-
national business and financial services sector may qualify for
tax exemptions equal to percentages of their remuneration, includ-
ing salary, fees or any other emoluments, if they hold a valid work
permit for at least three years. The following are the tax exemptions.

Income Percentage Exemption
Income not exceeding BDS$150,000 35%
Income exceeding BDS$150,000

but not exceeding BDS$500,000 50%
Income in excess of BDS$500,000 60%

Business Deductions. Any expenses incurred wholly and exclu-
sively for the purpose of producing taxable income are deductible.

Reserves or provisions of a general nature are not allowable. Write-
offs of specific amounts or balances generally are allowed if the
Inland Revenue is satisfied that they are not recoverable.

In computing taxable income, depreciation and amortization from
the financial statements is replaced by capital allowances for tax
purposes. Annual allowances from 5% to 33Y/3%, calculated on a
straight-line basis, are granted on the original cost of fixed assets.
In general, an initial allowance of 20% is granted on the cost of
plant and machinery purchased in an income year.

In addition, an investment allowance of 20% is granted on the
cost of capital expenditure on new plant and machinery to be
used in a basic industry. The allowance is 40% for new plant and
machinery to be used in manufacturing and refining sugar and in
manufacturing products from clay and limestone. Persons who
export outside the Caribbean Common Market also qualify for an
investment allowance of 40% of the cost of new plant and
machinery purchased during the tax year. The investment
allowance is not deducted from the cost of the asset in determining
the annual allowance.

Industrial buildings qualify for an initial allowance of 40% and
an annual allowance of 4% of the cost of the building.
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An allowance of 1% is allowed on the improved value of com-
mercial buildings.

Rates. The following tax rates apply to taxable income for 2007.

Taxable Income Tax on Lower Rate on
Exceeding Not Exceeding Amount Excess
BDS$ BDS$ BDS$ %

0 24,200 0 20
24,200 — 4,840 35

Nonresidents are taxed at the same rates as residents except on
domestic dividend income, interest, royalties and management
fees (see Investment Income).

For a sample tax calculation, see Appendix 2.

Relief for Losses. Business losses may be carried forward nine
years and offset against income arising in those years. Losses may
not be carried back. However, losses incurred from the rental of
residential property can be offset only against taxable income
derived from the rental of residential property.

B. Other Taxes

Property Transfer Tax. Property transfer tax is levied on all trans-
fers of real estate, certain leasehold interests and shares, except
shares traded on the Barbados securities exchange. The seller
pays tax at a rate of 2.5% on amounts in excess of BDS$50,000
received for the sale of shares and on amounts in excess of
BDS$125,000 received for the sale of land on which there is a
building. Transfers of shares involving no change of beneficial
ownership are exempt from property transfer tax if the beneficial
ownership does not change within five years after the original
transfer. The lessee pays tax at a rate of 2.5% on a lease of 25 years
or more for residential and commercial property.

Estate and Gift Tax. Estate and gift tax is not levied in Barbados.

C. Social Security

Contributions. Contributions to the national insurance scheme
must be made at the following rates on maximum monthly insur-
able earnings of BDS$3,390:

* For employees, 10.1%;

* For employers, 11.25%; and

* For self-employed persons, 16%.

Totalization Agreements. Barbados has entered into social securi-
ty totalization agreements with Canada, the Caribbean
Community and Common Market (CARICOM) and the United
Kingdom to provide relief from paying double social security
taxes and to assure benefit coverage.

D. Tax Filing and Payment Procedures

Resident and nonresident individual taxpayers must file income
tax returns by 30 April following the income year, which ends
31 December. Self-employed persons must file returns regardless
of the amount of their taxable income. They must also prepay
income tax quarterly based on a portion of the previous year’s tax.

Tax on employees normally is collected through the Pay-As-You-
Earn (PAYE) system.
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Married persons are taxed separately, not jointly, on all types of
income.

E. Double Tax Relief and Tax Treaties

Double tax relief is provided for foreign taxes paid to a British
Commonwealth country.

Barbados has entered into double tax treaties with Austria,
Botswana, CARICOM, China, Cuba, Finland, Malta, Mauritius,
Norway, Sweden, Switzerland, the United Kingdom, the United
States and Venezuela. Gross income received from a nontreaty
country is taxed. However, a credit can be claimed for any foreign
tax imposed on the income.

F. Temporary Visas

In general, visas are not required to enter Barbados, except for
visitors from certain countries, including China, India and the
Russian Federation. In certain cases, individuals from these coun-
tries are required to have visas only if they are going to be in
Barbados longer than 28 days.

Foreign nationals who own property in Barbados may enter on
special entry visas or, if other criteria are met, may be granted
immigrant status.

Visitor visas, also called temporary visas and extensions of stay,
are issued to individuals who want to extend their stays on the
island or to cover the waiting period while another type of visa is
being processed. Visitor visas are also issued to spouses of work
permit holders.

The following documents are required to qualify for an extension
of stay:

* An application on Immigration “Form B”;

* A valid airline ticket back to the country of origin;

* A passport;

* An application fee of US$25;

* One passport-size photograph; and

* Proof of financial support while in Barbados.

G. Work Permits and Self-Employment

Nationals of member countries of CARICOM who are universi-
ty graduates are not required to have work permits to live and
work in Barbados. All other foreign nationals who wish to work
in Barbados must apply for work permits. Work permits allow
individuals to reside and work in Barbados and normally are
issued for a period of three years unless otherwise specified.

No quota system exists for issuing work permits; each applica-
tion is evaluated on its own merit. To approve a work permit
application, the government must be satisfied that no suitable
Barbadians can fill the vacancy, or that the employer is an
International Business Company, as defined, or an offshore bank.

Work permits are nontransferable. If a work permit holder leaves
the employer, the work permit is cancelled. The employer should
inform the Immigration and Passport Department that the
employee has left the company.

Applicants may not work while their work permit applications are
being processed.
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Work permit holders should renew their work permits three to
four months prior to expiration. Work permit holders who have
lived in Barbados for six years or more may apply for nonimmi-
grant visas (see Section H), which eliminate the necessity of
applying for work permits. If necessary, an application should be
made for a short-term work permit to cover the processing peri-
od of the nonimmigrant visa.

A fee is payable upon receipt of the work permit. The amount of
the fee is based on the job level, the type of business, the dura-
tion of the work permit and the nationality of the applicant. Fees
are generally around US$55 per month.

The International Business Companies Act allows foreign nation-
als and foreign companies to establish companies in Barbados.

H. Residence Permits

Nonimmigrant visas are issued to individuals who wish to retire
or reside on the island. Applicants must be of sound body and
mind and must be capable of supporting themselves. Each appli-
cation is processed on its own merit. The process is lengthy and
can take more than one year.

To approve a residence application, the government must be sat-
isfied that the applicant can support himself or herself and will
not be a burden to the country. The individual’s qualifications and
entitlement are also taken into consideration.

No quota system exists for issuing residence permits; each appli-
cation is evaluated on its own merit.

I. Family and Personal Considerations

Family Members. Spouses and dependants of working expatriates
must obtain their own work permits to be employed in Barbados
and must obtain extensions of stay to reside there.

Children who accompany work permit holders, nonimmigrant
visa holders or those who are in Barbados for the sole purpose of
studying must obtain students’ visas.

Marital Property Regime. Barbados does not have a community
property or similar marital property regime.

Forced Heirship. The succession laws of Barbados provide that a
surviving spouse is entitled to one-half of the estate of the
deceased spouse, unless the surviving spouse elects not to claim
this right or chooses instead to take his or her bequest under the
will of the deceased spouse. Parents are not required to leave any
part of their estate to their children unless the children are minors
(under 18 years of age), in which case sufficient provision must be
made for the maintenance of the children. These rules apply only
to persons who are citizens or permanent residents or are domi-
ciled in Barbados.

Drivers’ Permits. A foreign national may not drive legally in Bar-
bados with his or her home country’s driver’s permit, nor does
Barbados have driver’s license reciprocity with any other countries.

Holders of work permits who possess valid drivers’ licenses in
their home countries are excused from taking the written exam
and driving test. They must submit the following documents to
the Barbados Licensing Authority:
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* Identification card;
* Three passport-size photographs; and
* Proof of possession of a work permit.

Other applicants for a driver’s license in Barbados must take a
moderately difficult written exam and a driving test at the Licens-
ing Authority.

APPENDIX 1: TAXABILITY OF INCOME ITEMS
Not

Taxable* Taxable Comments
Compensation
Base salary X — —
Employee contributions
to home country
benefit plan X — (a)
Bonus
Retained hypothetical tax
Cost-of-living allowance
Housing allowance
Employer-provided housing
Housing contribution
Education reimbursement
Hardship allowance
Other allowance
Premium allowance
Home-leave allowance
Other compensation income
Moving expense
reimbursement — X —
Tax reimbursement (current
and/or prior, including

~

D B e e A R
| |
| |

interest, if any) X — —
Other Items
Value of meals provided X — —

Foreign-source personal

ordinary income (interest

and dividends) X — —
Capital gain from sale

of personal residence in

home country — X —
Capital gains from sale

of stock in home

country — X —

*  Bracketed amounts reduce taxable income.

(a) By concession granted by the Barbados Inland Revenue, an expatriate em-
ployee who makes a contribution to an approved home country pension plan
may claim a deduction for the contributions within a prescribed limit.

(b) Employer-provided housing is taxed up to a maximum value of BDS$48,000.

APPENDIX 2: SAMPLE INCOME TAX CALCULATION

A sample tax calculation is provided below for an expatriate res-

ident in Barbados who is married with two children. The calcula-

tion is based on the following assumptions:

* The expatriate works in the international business and financial
services sector and qualifies for a tax exemption on his salary
and benefits;
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* The expatriate’s employer provides rent-free accommodation to
him and pays the annual rent of BDS$60,000;
 The employer provides a fully maintained company car costing

BDS$60,000;

* The expatriate makes annual charitable payments of BDS$12,000

under a deed of covenant; and

* The expatriate’s wife has no income.

Calculation of Taxable Income

Gross salary

Housing benefit

Car benefit

Total income

Tax exemption:
BDS$150,000 at 35%
BDS$4.000 at 50%
BDS$154.000

Total tax exemption
Assessable income
Deductions:
Basic allowance
Dependent spouse allowance
Dependent allowance
Charitable deed of covenant
Total deductions
Taxable income

Calculation of Tax

Tax on BDS$24,200 at 20%
Tax on BDS$35,350 at 35%
BDS$59.550

Tax payable

BDS$ BDS$
100,000
48,000 (a)
6.000 (b)
154,000
(52,500)
(2,000)
(54.500)
99,500
(25,000) ()
(3,000) (d)
(2,000) (e)
(9.950) (f)
(39.950)
59.550
4,840
12,372
17.212

(a) The benefit taxable on rent-free accommodation is restricted to a maximum of
BDS$48,000, even if the actual rent paid by the employer exceeds that amount.

(b) The car benefit equals 10% of the cost of the car.

(c) All resident individuals qualify for the basic allowance of BDS$25,000.

(d) A dependent spouse allowance of BDS$3,000 is granted if spouse has no

income.

(e) A dependent allowance of BDS$1,000 is granted for each child. The allowance
is granted for a maximum of two dependants.
(f) The deduction for a charitable payment under a deed of covenant is restricted

to 10% of assessable income.

BELARUS

Country Code 375
MINSK GMT +2
Ernst & Young

Korol Street, 51
2nd Floor, Office 30
Minsk 220004
Belarus
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Executive and Immigration Contact
Evgeny Bezlepko [7] (495) 228-3693
(resident in Moscow) E-mail: evgeny.bezlepko@ru.ey.com
Minsk: (17) 209-4535
Minsk Fax: (17) 209-4534

BELGIUM

Country Code 32
BRUSSELS GMT +1
Ernst & Young

Avenue Marcel Thiry 204
B-1200 Brussels
Belgium

Executive Contacts

Werry De Backer (2) 774-93-97

E-mail: werry.de.backer@be.ey.com
Herman Schepers (2) 774-93-68

E-mail: herman.schepers@be.ey.com
Steven Van Laer (2) 774-93-39

E-mail: steven.van.laer@be.ey.com
Jan Lambrechts (3) 270-14-38
(resident in Antwerp) E-mail: jan.lambrechts @be.ey.com

Immigration Contact
Jo Antoons (2) 774-92-63
E-mail: jo.antoons@be.ey.com

International High Net Worth Group Contact
Wouter Coppens (2) 774-93-27
E-mail: wouter.coppens@be.ey.com

A. Income Tax

Who Is Liable. Income tax is levied on the worldwide income
of Belgian residents and on the Belgian-source income of non-
residents.

Residents are individuals who are domiciled in Belgium or who
manage their wealth from Belgium. Residency status is deter-
mined based on the facts and circumstances. A rebuttable pre-
sumption exists that individuals enrolled in the National Register
of the Population are resident in Belgium for tax purposes. For
married individuals, an irrefutable presumption exists that the tax
domicile is where the spouse and any dependent children live.

Certain foreign executives, specialists and researchers residing
temporarily in Belgium are eligible for a special tax regime under
which they are treated as nonresidents (see Special Expatriate
Tax Regime).

The income of spouses and registered cohabitants is taxed sepa-
rately.

Income Subject to Tax. The Belgian tax law provides for the fol-

lowing four categories of taxable income:

* Earned income, including employment income, director fees,
self-employment income, business income and retirement
income;
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 Real estate income;
* Investment income, including dividends, interest and royalties; and
¢ Other miscellaneous income.

For each category of income the net taxable amount is deter-
mined as the gross income received minus a number of deduc-
tions specific to the income category. In addition, several deduc-
tions, allowances and credits can be set off against the total net
taxable income.

The taxation of various categories of income is described below.
For a table outlining the taxability of income items, see Appendix 1.

Employment Income. Employment income includes salaries,
wages, bonuses, perquisites and benefits in kind, as well as retire-
ment income. Benefits in kind are taxable based on the actual
value of the benefit to the employee. Specific valuation rules are
provided for several of the more common benefits, such as com-
pany cars, below-market interest loans and free housing.

Income from employment may be reduced by normal profession-

al expenses, including, among others, the following:

* The cost of gasoline for the professional use of a car;

* 75% of most other automobile expenses;

» Commuting expenses up to €0.15 per kilometer; and

* 69% of restaurant expenses and 50% of other entertainment
expenses incurred in Belgium.

Instead of claiming a deduction for actual professional expenses,
the taxpayer may chose to claim a standard business expense
deduction. The maximum standard deduction is €3,320 for the
2007 income year (2008 tax year).

Directors’ Fees. Directors’ fees are included in total earned in-
come. Directors’ fees include income earned by a director as fixed
remuneration as well as participation in the profit of the company.
Certain benefits derived by a director are also included in the tax-
able income of the director. Directors’ fees also include amounts
paid to in-house self-employed consultants with day-to-day man-
agerial responsibilities of a technical, commercial or financial
nature. A deduction for professional expenses (actual expenses or
standard deduction amount) can also be claimed against the
directors’ fees. To avoid a tax surcharge (9% of the tax for the
2007 income year), tax prepayments and wage tax withholdings
must equal the final tax due.

Self-Employment and Business Income. Self-employment and
business income is included in total earned income. A deduction
for actual professional expenses is also available against this
income. To avoid a tax surcharge (9% of the tax for the 2007
income year) at the time of final assessment by the authorities,
tax prepayments must be made.

Real Estate Income. Real estate income includes rental income
from real estate that is used for a professional activity and, in cer-
tain circumstances, from real estate used for private purposes by
the occupant.

Nonresidents whose Belgian-source income consists only of real
estate income are exempt from personal income tax if the annual
rental income does not exceed €2,500.
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Investment Income. Under the Belgian domestic tax law, invest-
ment income consists of dividends, interest and royalties.

Dividends and interests are subject to a withholding tax. Except
for specified types of dividends and interest payments, an indi-
vidual may elect to treat this Belgian withholding tax as the final
tax. If this election is made, the dividend and interest income
does not need to be reported in the annual individual income tax
return. Foreign-source dividends and interest payments that have
not been subject to Belgian withholding tax must always be
reported in the individual income tax return of the recipient.

Special Expatriate Tax Regime. Foreign executives, specialists and
researchers residing temporarily in Belgium may qualify for a
special tax regime when they are assigned, transferred or recruit-
ed from outside Belgium to work for a Belgian operation of an
international group of companies. The special expatriate status is
obtained through a written application to the Belgian tax author-
ities that sets forth the reasons why the relevant employee should
qualify. The application is filed jointly by the employee and the
employer. It must be filed within six months after the beginning
of the month following the month of arrival of the employee in
Belgium.

Foreign executives, specialists and researchers qualifying under
the special expatriate tax regime are treated as nonresidents for
purposes of the Belgian tax law. As a result, they are taxed on
Belgian-source income only. Accordingly, unearned income and
real estate income arising outside of Belgium are ignored in the
determination of Belgian taxable income.

Qualifying individuals are taxed only on employment income or
directors’ fees relating to professional activities performed in
Belgium. Unless other reliable criteria are available, the amount
of remuneration excluded from taxation in Belgium can be cal-
culated as the fraction of the total worldwide remuneration that
corresponds to the number of workdays performed outside
Belgium compared to the total workdays performed (the travel
exclusion). Special rules apply to the calculation of the exclusion.
No maximum or minimum travel percentage is required to qual-
ify for the special regime.

Certain allowances paid to the employee as a result of his or her
temporary stay in Belgium are treated as deductible expenses for
the employer and are nontaxable to the employee, within certain
limits. An overall annual limit of €11,250 applies for qualifying
expatriates working for regular operating companies. For qualify-
ing expatriates employed by recognized headquarters, coordina-
tion offices, and research centers, an increased limit of €29,750
applies. The following are the most common recurring allowances:
* Cost-of-living allowance (COLA);

» Housing differential;

* Home leave; and

* Income tax differential.

The tax free allowances can be determined based on either the
actual allowances granted by the employer (if these are based on
recognized tables) or on a calculation method provided by the
Belgian tax authorities (if no specific allowances are paid by the
employer).
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Expatriates are also allowed to exclude from taxable compensa-
tion the reimbursement of moving expenses and the reimburse-
ment of education expenses for international primary and secondary
schooling in Belgium and, by exception, outside of Belgium. These
exclusions have no overall limitation other than that they be rea-
sonable in amount. In this context, lump-sum relocation allow-
ances are considered taxable in most instances unless justified by
specific relocation expenses.

Taxation of Employer-Provided Stock Options. Effective from 1 Jan-
uary 1999, specific rules are included in Belgian domestic law
relating to the taxation of stock options granted to employees,
directors and other independent persons.

Two applicable tax regimes are provided for stock options.

Stock Options Offered During the Period of 2 November 1998
through 10 November 2002 or Offered after 10 November 2002
and Accepted within the 60-Day Period. Options offered on or after
2 November 1998 and before 11 November 2002 are deemed to
be granted 60 days after the offer date (communication of the
award to the employee), unless the beneficiary has indicated his
or her refusal in writing within this 60-day period.

Options offered on or after 11 November 2002 are deemed to be
granted on the 60th day following the offer if the beneficiary has
given written notice of his or her acceptance of the option before
the expiration of the 60-day period. If the option is accepted with-
in the 60-day period, the taxable benefit is determined in the
same manner as for the options offered during the period of 2
November 1998 through 10 November 2002. If the option is not
accepted within the 60-day period, special rules apply (see Stock
Options Offered on or after 11 November 2002 That Are Not
Accepted within the 60-Day Period).

The benefit arising from an unquoted stock option offered on or
after 2 November 1998 and before 10 November 2002 or offered
after 11 November 2002 and accepted within the 60-day period is
taxable to the beneficiary on the date of grant on a forfeitary
basis, regardless of whether the exercise of the option is uncon-
ditional. Under the forfeitary basis, the taxable income is deter-
mined as a percentage of the value of the underlying shares at the
moment of the offer of the options.

In general, only the grant of an option results in a taxable bene-
fit. The employee is exempt from tax on potential benefits aris-
ing from subsequent possession of the option, including benefits
from the exercise or sale of the option or from the sale of the
underlying shares. However, this rule does not apply to options
that offer a benefit that cannot be valued at the time of the grant
(for example, options under which the exercise price is a per-
centage of the value of the underlying shares at the time of exer-
cise). For these options, additional taxation applies at the time of
exercise, to the extent that the benefit exceeds the amount of the
benefit taxed at the time of the grant.

If the exercise price of the option is lower than the value of the
underlying shares at the time of the offer, the forfeitary basis is
increased by the difference.
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No social security contributions are required with respect to such
options, unless the options are “in the money” (that is, granted at a
discount) or if the options are “covered” (that is, the risk that the
value of the underlying shares will decline is covered at the time of
offer or until the end of the exercise period of the option, therefore
granting a guaranteed benefit to the beneficiary of the option).

Stock Options Offered on or after 11 November 2002 That Are
Not Accepted within the 60-Day Period. Special rules apply to
stock options granted on or after 11 November 2002 that are not
formally accepted within the 60-day period following the date of
offer. Such options are taxed at the time of exercise on the differ-
ence between the fair market value of the underlying shares at the
time of exercise and the exercise price. The benefit is also subject
to social security contributions at the time of exercise.

No further taxes are due when the shares are sold.

Capital Gains. In general, capital gains on assets that are not used
for a professional activity are not taxable. However, exceptions
exist for the following types of capital gains:

* Capital gains derived from speculative activities.

* Capital gains derived from the sale of land that was acquired by
purchase if the sale takes place within eight years of acquisition.

* Capital gains derived from the sale of land that was obtained by
donation if the land was acquired by the donor within eight
years before the donation.

* Capital gains derived from the sale of a Belgian corporation’s
shares to a company not resident in the European Union (EU)
if the individual, alone or together with his or her family, direct-
ly or indirectly owned more than 25% of the corporation’s
shares at any time during the five years before the sale.

* Capital gains derived from the sale of certain intangible rights.

* Gains derived from the sale of developed real estate if the prop-
erty is sold within any of the following time periods:

— Five years after purchase;

— Five years after the start of using a new building if con-
struction began within five years after purchasing the land
on which the building stands; or

— Three years after donation if the donor bought the property
within five years before the donation.

Deductions, Personal Allowances and Credits

Deductible Expenses. Certain deductions are allowed against

total taxable income, including, among others, the following:

« Interest on loans for financing the purchase, construction or ren-
ovation of privately owned real estate (subject to certain limits).

* Investment deduction for new fixed-asset acquisitions by self-
employed persons. For the 2007 income year (2008 tax year),
the investment deduction is 3.5%, subject to an annual review
for inflation.

* Deduction for certain alimony and support payments (limited to
80% of the payments).

* Child care expenses for children up to the age of 12 (limited to
€11.20 per child per day).

¢ Charitable contributions.

* Energy-saving investments.

* Security investments to protect private houses from fire and
theft.
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Some of the above deductions are not available if the payments
are made by or to nonresidents.

Personal Allowances. All individuals may deduct personal allow-
ances. Additional personal allowances are available for dependents.
The personal allowances are applied to the lowest tax brackets.

For the 2007 income year (2008 tax year), the standard personal
allowance equals €6,040 per person.

The following personal allowances for dependent children may
be claimed for the 2007 income year (2008 tax year).

Number of Children* €

1 1,280
2 3,310
3 7,410
4 11,980
Each additional child 4,570

* A handicapped dependent child is counted twice.

In general, nonresidents who do not have an abode in Belgium
may not deduct any personal allowances.

Credits. A tax credit system, with limitations, operates in Belgium

for the following:

* Life insurance premiums;

* Personal contributions to group insurance contracts or pension
funds;

* Investments in shares issued by the individual’s employer; and

* Loan principal used to finance real estate acquisitions or reno-
vations.

Eligible taxpayers receive a tax credit that is determined by using
an adjusted average tax rate between 30% and 40% (this per-
centage is increased by a municipal tax percentage).

Several other tax reductions are available, depending on the tax-
payer’s family situation and the type of professional income (pen-
sions, prepensions for early retirees, unemployment income, and
disability or sickness reimbursement).

Rates. The following are the tax rates for the 2007 income year
(2008 tax year).

Taxable Income Rate on

Exceeding Not Exceeding Excess
€ € %
0 7,420% 25
7,420* 10,570 30
10,570 17,610 40
17,610 32,270 45
32,270 — 50

* This bracket applies to amounts exceeding an individual’s tax-free minimum
income amount. Amounts for 2007 income are discussed below.

All tax amounts are increased by applicable municipal (com-
mune) taxes, which are imposed at rates of up to 9%. The munic-
ipal tax is calculated on the amount of income tax due.

For nonresidents, the final tax due is computed in the same man-
ner as for Belgian residents, with personal allowances being allowed
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if nonresidents maintain their abode in Belgium. No municipal
tax is due, but an additional federal tax at a flat rate of 7% on the
amount of the individual’s income tax is payable.

The professional income of a husband and wife is taxed sepa-
rately. If only one spouse receives earned income, 30% of this
income (limited to a maximum annual amount of €8,720 for the
2007 income year) is attributed to the non-earning spouse and is
taxable to such spouse at the (lower) progressive rates. If the
earned income of the secondary wage-earning spouse is less than
the maximum attributable amount, additional income from the
primary wage earner is attributed to the second spouse to the
extent of the difference.

The following types of income are subject to special tax treatment:

* Severance payments are taxed at the average rate applicable in
the last year of normal professional activity, taking into account
the municipal tax;

* Prepaid Belgian holiday pay is taxed at the average rate applic-
able to all income in the year of payment, taking into account
the municipal tax;

» The surrender value of life or group insurance contracts and
lump sums paid instead of pensions are taxed at a rate of 10%
or 16.5%, increased by the municipal tax; and

* Miscellaneous income from occasional benefits (including cer-
tain capital gains, prizes and subsidies) is taxed at a rate of
16.5% or 33%, depending on the nature of the income (the rates
are increased by the municipal tax).

The above flat rates apply to the special items unless it is more
favorable to include the income with other income taxable at the
regular progressive rates.

For a sample income tax calculation, see Appendix 2.

Withholding Tax. Dividends are subject to withholding tax at a rate

of 15% or 25%, depending on the type of dividends. However,

exemption from withholding tax may apply to the following:

* Distributions made by Belgian mutual (investment) funds;

* Dividends paid to certain nonresidents exempt from tax abroad;

* Dividends paid by a Belgian investment company to certain
nonresidents;

* Dividends paid by a Belgian coordination center; and

« If certain conditions are met, distributions made by a Belgian
subsidiary to an EU parent company or to a company estab-
lished in a tax treaty country.

Belgian-source interest is subject to a 15% withholding tax if the
underlying agreement was concluded on or after 1 March 1990.
Otherwise, a 25% withholding tax is imposed.

Royalties are subject to withholding tax at a rate of 15% if the
underlying contract was concluded on or after 1 March 1990.
Royalties paid on contracts concluded before that date are subject
to withholding tax at a rate of 25%.

Employment income and director fees are subject to a withhold-
ing tax at source by the employer. This withholding tax is cred-
itable against the final income tax liability and any excess income
tax withheld is refundable to the employee or director.
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A tax on immovable property is levied on all real estate property
located in Belgium. The rate of this withholding tax ranges from
1.25% to 2.5%, depending on the region where the property is
located. The basic tax is increased by a local surcharge depend-
ing on the municipality where the property is located. The tax is
levied on the deemed rental income of the property.

Relief for Losses. Losses with respect to earned income may be off-
set against other earned income and may be carried forward indef-
initely. No carrybacks are allowed. No losses may be deducted
with respect to other types of income.

B. Other Taxes
Net Worth Tax. Net worth tax is not imposed in Belgium.

Inheritance and Gift Taxes. The inheritance tax rate system in
Belgium varies depending on the region of residence of the de-
ceased. Substantial differences exist between the rates applied by
each region. Special rules apply with respect to the transfer of a
family-owned business and to the transfer of a family home to a
surviving spouse, legal cohabitant or other cohabitant (except in
direct line). Readers should obtain up-to-date information
regarding these rules.

Under existing law, the estate of a deceased resident consists of
the resident’s worldwide assets. Belgian jurisdiction over estates
of deceased nonresidents is limited to the nonresident’s real estate
located in Belgium. The definition of resident for inheritance tax
purposes may differ from the definition used for income tax pur-
poses. Nonresident status for purposes of the special expatriate
tax regime (see Section A) does not automatically apply for
inheritance tax purposes.

Inheritance taxes are levied according to a sliding scale, depend-
ing on the beneficiary’s relationship to the deceased.

In most cases, gift taxes are levied on the same basis, and at the
same rates, as estate tax.

Belgium has entered into estate tax treaties to prevent double
estate taxation with France and Sweden.

Transfer Duties. Transfer duties, whether registration or succes-
sion duties, apply only to the extent an effective transfer of assets
occurs under Belgian matrimonial or inheritance laws. On the
death of a spouse, the transfer of assets to the surviving spouse
resulting from the dissolution of the marital community is not
subject to succession duties. Consequently, succession duties apply
only to the portion of the property that was actually owned by the
deceased spouse.

C. Social Security

Contributions. Social security contributions are generally com-
pulsory for individuals working in Belgium. For 2007, the em-
ployee’s social security contributions equal 13.07% on an unlim-
ited amount of monthly gross compensation. In most cases, the
employer’s social security contributions are calculated at a rate of
up to 34.82% of gross monthly compensation, with no ceiling.
These percentages apply to white-collar workers.
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No social security contributions are due on the benefit resulting
from the personal use of a company car. However, an employer
contribution that is based on the company car’s CO, emission
level is required.

Different rates apply to self-employment activities, including
activities of directors. For the 2007 income year, social security
contributions are levied at a rate of 19.65% on net income up
to €47,830.21 and at a rate of 14.16% on income between
€47,830.21 and €70,492.18. Income in excess of €870,492.18
is not subject to social contributions. The annual maximum con-
tribution for self-employment activities is €12,607.56 (increased
by 3% to 5% for administration fees for the social insurance
fund).

Social security contributions are deductible for income tax
purposes.

An individual who is liable for Belgian social security contribu-
tions is also required to make a special social security contribution.
For the 2006 income year, the maximum amount of this contribu-
tion is €731.29. The special social security contribution is not
deductible for income tax purposes.

Coverage. An employee who pays Belgian social security is enti-
tled to benefits, including health insurance, disability insurance,
occupational insurance, unemployment allowances, family allow-
ances, and retirement and survivor’s benefits.

Totalization Agreements. To prevent double social security liabil-
ity and to assure benefit coverage in situations of cross-border
employment, Belgium has entered into agreements with several
countries.

As a member state of the EU, Belgium applies EU Regulation
1408/71 (applicable to all member states of the European Eco-
nomic Area (EEA), including the 12 new EU member states, and
Switzerland). This agreement provides a 12-month exemption,
which may be extended (in general, up to 5 years).

Belgium has also entered into social security totalization agree-
ments with Algeria, Australia, Canada, Chile, Croatia, Israel,
Japan, Morocco, the Philippines, San Marino, Switzerland,
Tunisia, Turkey, the United States and Yugoslavia. Belgium has
signed totalization agreements with India and Korea (South), but
these agreements need to be approved by parliament before
entering into force. Negotiations for totalization agreements with
Bosnia-Herzogovina and Uruguay are underway. Most of these
agreements provide for an exemption up to a maximum of five
years. However, the agreements with Japan and the United States
exempt U.S. and Japanese citizens (and third-country nationals)
working in Belgium from Belgian social security taxes for a period
of five years (this period may be extended to up to seven years in
exceptional circumstances).

D. Tax Filing and Payment Procedures

Individuals must file annual tax returns reporting income
received during the preceding calendar year, which is the income
year. The year of filing and assessment is considered the tax year.
The tax return must be completed, dated, signed and returned to
the tax authorities by the date indicated on the return, unless the
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taxpayer obtains an extension. The official filing date is 30 June,
but the date is sometimes extended for resident individuals and is
generally extended for nonresident individuals.

After filing, but no later than 30 June of the following year, a tax
assessment or refund notice is issued. Within two months after
the receipt of this assessment, the amount of tax due must be paid
to the tax authorities. Any refund owed is paid within the same
two-month period.

E. Double Tax Relief and Tax Treaties

Income derived by Belgian residents from a business activity per-
formed in nontreaty countries is taxable at one-half the normal
rate, to the extent the income is subject to standard taxation abroad.

Double tax treaties entered into by Belgium with other countries
provide for the reduction of double taxation of Belgium residents
through the exemption-with-progression method. Foreign-source
income is exempt from tax in Belgium, but other taxable income
is taxed at the average rate that would apply to all taxable income
if the foreign-source income were included in taxable income.

Belgium has entered into double tax treaties with the following

countries.

Albania Hungary Poland

Algeria Iceland Portugal
Argentina India Romania
Armenia Indonesia Russian Federation
Australia Ireland Senegal

Austria Israel Singapore
Azerbaijan Italy Slovak Republic
Bangladesh Ivory Coast Slovenia
Belarus Japan South Africa
Brazil Kazakhstan Spain

Bulgaria Korea (South) Sri Lanka
Canada Kuwait Sweden

China (c) Latvia Switzerland
Croatia Lithuania Thailand
Cyprus Luxembourg Tunisia

Czech Republic Malaysia Turkey
Denmark Malta Ukraine
Ecuador Mauritius USSR (a)
Egypt Mexico United Arab
Estonia Mongolia Emirates
Finland Morocco United Kingdom
France Netherlands United States
Gabon New Zealand Uzbekistan
Georgia Nigeria Venezuela
Germany Norway Vietnam

Greece Pakistan Yugoslavia (b)
Hong Kong Philippines

(a) Belgium is honoring the USSR treaty with respect to the republics comprising
the Commonwealth of Independent States (CIS), except for those members of
the CIS with which Belgium has entered into tax treaties.

(b) Belgium is honoring the Yugoslavia treaty with respect to Bosnia-Herzegovina,
Macedonia and the Union of Serbia and Montenegro.
(c) The treaty does not apply to Hong Kong.
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Belgium has entered into a tax treaty with Taiwan. This treaty is
not considered an international treaty because Belgium has not
recognized Taiwan as a foreign state.

F. Temporary Permits

Both EEA and non-EEA nationals can visit Belgium for up to
three months on the basis of their Schengen residence (identity)
card or a passport. Whether a visa is required for a non-EEA
national to enter Belgium depends on the nationality of the indi-
vidual. A Schengen visa C is required for nationals of countries
listed in the European Community (EC) regulation.

Students who are nationals of non-EEA countries may enter Bel-
gium with visas if they can prove registration at a place of learn-
ing and if they have the financial means to support themselves
during their stay in Belgium.

G. Work Permits and Professional Cards

Nationals of the EEA or Switzerland may enter Belgium without
prior consent to take up or look for employment, to establish a
business or to engage in self-employment. However, until May
2009, a Belgian work permit and authorization to employ, in prin-
ciple, continue to be required for nationals of the countries who
joined the EU on 1 May 2004. An exception applies to employees
who are nationals of Cyprus or Malta, employees seconded to
Belgium within the framework of a service agreement and self-
employed workers. Employees who are nationals of Bulgaria or
Romania or who cannot benefit from the work permit exemption
within the framework of the free movement of services continue to
need a Belgian work permit until 31 December 2008. A simplified
work permit application procedure is available for the nationals of
the new Central and Eastern European EU member states if they
perform Belgium jobs that are listed as “bottleneck” jobs.

In principle, non-EEA nationals (excluding Swiss nationals)
require a work permit from the first day of their employment in
Belgium. Work permits are generally restricted to highly quali-
fied individuals or executives. The determination of this status is
principally based on the employee’s qualifications and his or her
function in the Belgian entity. A minimum annual gross salary
threshold applies to highly qualified individuals (€33,677 for
2007) and management (€56,187 for 2007).

In principle, the prospective employer must apply for an autho-

rization to employ a foreigner before the arrival of the foreign

employee in Belgium. In such circumstances, the work permit is
nontransferable and is valid only for the specific employer that
submits the application. The following work permits are available:

* “A” permits have unlimited duration and may be used for any
employment (the exception to the nontransferability rule).

* “B” permits are valid for one year for all types of workers. They
are renewable annually for a maximum of four years for highly
qualified personnel but extendable under certain conditions for
an additional period of four years.

» “C” permits are not linked to the employment with a particular
employer and are valid for a maximum of one year, subject to re-
newal. They are typically granted to persons entitled to a tem-
porary right of residence in Belgium, such as students.
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Applications are submitted to the Belgian regional employment
authorities. The specific documents required to be submitted as part
of the application differ, depending on the type of work permit.

At the time of writing, it was expected that bill amending the
rules regarding the employment of foreigners would be adopted
shortly. The bill aims to simplify the administrative rules regard-
ing immigration and to align the Belgian law with respect to the
employment of third-country nationals as researchers in the EU
and the new LIMOSA legislation (see below) with the European
Directive of 12 October 2005.

In addition, the draft bill exempts from the work permit formali-
ties the following individuals: managers performing services for
Belgian headquarters of multinationals (for an undefined peri-
od); foreigners coming to Belgium to attend meetings up to a
maximum of five days per month; and under certain strict condi-
tions, intragroup trainees.

Non-EEA nationals (with the exception of Swiss nationals) who
are self-employed must have a professional card, which is the
equivalent of a work permit for employed persons. To acquire this
card, applicants must file an application with the Belgian con-
sulate in their last country of residence.

Access to certain professions is restricted in Belgium, and autho-
rization from the competent authority is required.

Effective from 1 April 2007, the Belgian social security authori-
ties must be notified about employees, self-employed persons
and trainees temporarily assigned to Belgium or partially work-
ing in Belgium before such persons begin their activities in
Belgium (this is known as the “LIMOSA notification”). Certain
exemptions exist with respect to the duration or the nature of the
professional activity (for example, business meetings up to five
days per calendar month). In the event of noncompliance, heavy
penal sanctions apply.

H. Residence Visas and Permits

Individuals who plan to remain in Belgium beyond the three-
month visiting period must apply for permanent residence and
register with the communal authorities.

The application processes differs for EEA and non-EEA nationals.

Non-EEA Nationals. Non-EEA nationals arriving in Belgium for
prolonged assignments are required to obtain the appropriate
residence permits.

After the non-EEA nationals have obtained a work permit or pro-
fessional card, they must apply for a Schengen visa D. In princi-
ple, the application for the Schengen visa D must be filed with
the Belgian consulate in the individual’s country of residence,
together with the required documents.

After the Schengen visa D application is processed and accepted
by the Belgian authorities, the applicant may enter Belgium and,
within one week after arrival, must register at the city hall in the
city where he or she will live. At this time, the non-EEA nation-
al receives a certificate of registration in the foreigners’ register,
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which is, in principle, valid for one year (linked to the validity of
the work permit or professional card) and is renewable annually.

EEA Nationals. All EEA nationals intending to reside in Belgium
must register as residents personally at the city hall in the city
where they live or intend to live.

EEA nationals receive temporary residence permits of five
months while the government checks their credentials and ability
to support themselves. These temporary permits may be renewed
for an additional month. After the information is checked by the
appropriate authorities, the applicant receives a five-year identity
card and is entered into the Register of the Population.

I. Family Considerations

Spouses and children of non-EEA nationals may reside in
Belgium with work permit or professional card holders if they
meet all entrance requirements of the Belgian authorities.

Families must be registered within one week after their arrival in
Belgium at the city hall in the city where they will live. The fam-
ily is issued a certificate of registration.

The spouse of a non-EEA national may work in Belgium if he or
she obtains a work permit, or a professional card if self-
employed. However, a work permit or professional card is not
required for a non-EEA national married to an EU national who
settle together in Belgium.

APPENDIX 1: TAXABILITY OF INCOME ITEMS FOR NONRESIDENTS
Not
Taxable* Taxable (3) Comments
Compensation
Base salary X — (b)
Employee contributions
to home country

benefit plan X — (b)(c)
Bonus X — (b)
Retained hypothetical tax (X) — (d)
Cost-of-living allowance X X (d)
Housing allowance X X (d)
Employer-provided housing X X (b)(d)(e)
Housing contribution X) X) (d)
Education reimbursement X X (f)
Hardship allowance X — (b)
Other allowance X — (b)
Premium allowance X — (b)
Home leave allowance X X (d)
Other compensation income X — (b)

Moving expense
reimbursement — X (f)
Tax reimbursement (current
and/or prior, including
interest, if any)

Value of meals provided

Other Items

Foreign-source personal
ordinary income (interest
and dividends) — X (1)

<
|
D
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Not
Taxable* Taxable (3) Comments

Capital gain from sale
of personal residence in

home country — X —
Capital gains from sale
of stock in home country — X —

*  Bracketed amounts reduce taxable income.

(a) Assuming qualification for the special expatriate tax status in Belgium.

(b) Only the portion of base salary, bonus, and other taxable allowances that are
Belgian-source is taxable.

(c) Employee contributions to insurance arrangements or to pension funds estab-
lished in the EEA are not taxable.

(d) These allowances are nontaxable up to a limit of €11,250, or €29,750 for
coordination centers, headquarters or research centers, if they correspond to
the cost differential between Belgium and the home country and if they are
determined based on international tables or by the formula of the Belgian tax
administration. Home leave needs must be limited to the expense for one trip
in economy class to the home country.

(e) Under certain circumstances, the value of housing and utilities provided by an
employer may be determined under a standard formula that results in a lesser
amount than the actual cost to the employer.

(f) These reimbursements are entirely nontaxable except for relocation lump-sum

payments not supported by relevant documents, for kindergarten expenses and

for university costs.

Tax reimbursement is taxable if the assessment is the liability of the employ-

er. It is not taxable if the individual is personally liable for the income tax. Tax

equalization may be exempt under the special expatriate tax regime.

No taxable income arises if the employer provides the daily standard minimum

amount (per diem) in accordance with tables issued by the Ministry of Foreign

Affairs.

(1) Belgium taxes the personal ordinary income of its residents. It does not tax the
non-Belgian source personal ordinary income of a resident eligible for the
special expatriate regime. Because most expatriates are eligible for the special
regime, personal ordinary income is rarely subject to tax.

APPENDIX 2: SAMPLE INCOME TAX CALCULATION

A sample income tax calculation for the 2007 income year (2008
tax year) is set forth below. In this example, an expatriate, spouse,
and two children are sent to Belgium on 1 January 2007 for a
temporary assignment expected to last three years.

=

(g

(h

=

The following is the annual compensation for the individual for
2007.

€

Salary 74,400
Bonus (attributable to 2006

non-Belgian services and

charged to a non-Belgian

company) 7,450
Housing differential 8,680
Schooling allowance 12,400
Cost-of-living allowance 3,700
Home leave 2,500
Total 109.130

During 2007, the individual works outside of Belgium for 20% of
the work days in that year. The following is the computation of
the expatriate’s tax for 2007.
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€ €
Calculation of Net Taxable Income
Salary 74,400
Housing differential 8,680
Cost-of-living allowance 3,700
Home leave 2,500
Gross taxable income 89,280
Less nontaxable allowances
(maximum of €11,250) (11,250)
78,030
Less social security tax
at 13.07% (10,149.62)
Subtotal 67,880.38
Less travel exclusion
(20% of €67,880.38) (13,576.08)
Total taxable income 54,304.30
Less standard professional
expense deduction
(maximum deduction
is €3,320)
27.2% of €3,750 = €1,020.00
10% of €3,700 = £€370.00
5% of €4,950 = €247.50
3% of €41,904.30 = €1,257.13
2,894.63
Allowable deduction (2,894.63)
51,409.67
Allocation to spouse
(30% of maximum
of €29,067) (8,720.00) 8,720.00
Net taxable income 42.689.67 8,720.00
Calculation of Tax
Gross federal income tax 17,422.84 2,245.00
Individual tax credit (1,510.00) (1,510.00)
Credit for children (924.00) —
14,988.84 735.00
Total federal tax
(€14,988.84 + €735) 15,723.84
Commune tax
(€15,723.84 at 7%) 1,100.67
Total income taxes 16,824.51
Special social security
contribution 617.50
Total Belgian tax liability 17.442.01
BERMUDA
Country Code 1
HAMILTON GMT -4
Ernst & Young Street Address:
Mail Address: Reid Hall
P.0. Box HM 463 3 Reid Street
Hamilton HMBX Hamilton

Bermuda Bermuda
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Executive Contact
Christopher J. Larkin (441) 295-7000
Fax: (441) 295-5193
E-mail: christopher.larkin@bm.ey.com
Immigration Contact
Rebecca Pitman (441) 294-5590
E-mail: rebecca.pitman@bm.ey.com

A. Income Tax
Bermuda does not tax income or capital gains.

B. Payroll Tax

The standard rate of payroll tax payable by employers is 13.5% of
the total value of cash and benefits up to a maximum of $350,000
paid to each employee for services rendered in a tax year. Employ-
ers may withhold up to a maximum of 4.75% from employees’
remuneration to pay the payroll tax. The payroll tax is imposed
on the employer, and the ultimate responsibility for remitting the
full 13.5% tax due is borne by the employer.

Items exempt from the payroll tax base include employers’ con-
tributions to social insurance, the Hospital Insurance Plan, approv-
ed retirement plans, hospital and health schemes, life insurance
schemes and workers’ compensation schemes.

C. Estate Tax

Estate tax in Bermuda is paid through a stamp duty which is pay-
able based on the affidavit of value filed by the personal repre-
sentatives of the deceased with the Supreme Court of Bermuda.

For such purposes the estate of the deceased person includes the

following:

* All real and personal property in Bermuda of the deceased at
the time of death, together with any property in which the
deceased had an interest ceasing at his death to the extent that
a benefit arises for someone else as result of the deceased’s
death (that is, the value of the remainder interest following the
deceased’s death if the deceased jointly owned a life interest).

* Money payable to the deceased’s estate under any insurance
policy. However, for a deceased person who was not domiciled in
Bermuda, such money is deemed to form part of the estate only
if such money is payable in Bermuda or in Bermuda currency.

* The value of a vessel or aircraft, or any share of a vessel or air-
craft, belonging to the deceased if the vessel or aircraft is reg-
istered in Bermuda at the time of the deceased’s death.

As a result of recent changes to the Stamp Duty Act, if the de-
ceased is a Bermudian, estate tax is not payable on the value of
the deceased’s primary family homestead at the time of the
deceased’s death.

The estate tax rates are presented in the following table.

Taxable Estate

Exceeding Not Exceeding Rate
%
0 50,000 0
50,000 200,000 5
200,000 1,000,000 10

1,000,000 — 15
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D. Social Insurance

Contributions for Bermuda social insurance are payable at the
flat rate of $53.60 per employee per week, for a total of $232.28
per month. The cost is typically shared equally between the
employee and the employer. As a result, $116.14 is generally
deducted from each employee’s monthly paycheck and included
with the employer’s matching amount when remitted to the
Bermuda Social Insurance Department.

E. Temporary Entry
The right to enter Bermuda is relatively restricted.

Visitors to Bermuda are normally allowed by immigration offi-
cers at the airport to stay for an initial period of 21 days. Appli-
cation for extensions may be made subsequently at the Depart-
ment of Immigration’s headquarters in Hamilton. However, in all
cases, proof of financial viability for the period being considered
must be furnished. This may be done by way of a local resident
sponsoring the visit or by furnishing proof of funds and a place
of residence.

Visitors are not permitted to seek work or to engage in gainful
occupation while in Bermuda.

F. Work Permits

The Ministry of Labor, Home Affairs and Public Safety has issued
immigration procedures, including time limits for certain cate-
gories of work permits.

Certain procedures must be followed by those seeking employ-
ment in Bermuda. Immigration policy requires that qualified and
interested Bermudians be given the first opportunity to fill job
vacancies. If no qualified and interested Bermudians or spouses
of Bermudians are available, then the employer may apply for a per-
mit to employ a non-Bermudian, unless the position involved is
in a closed category. The method of determining if any Bermudians
are available is to advertise the job three times in approved local
newspapers and to check if anyone is registered in the particular
work category with the Government Employment Office.

Unless special circumstances exist, the Department of Immigration
requires that a job held by a non-Bermudian be re-advertised
before a renewal of the non-Bermudian’s work permit is consid-
ered. If the employer determines that sound reasons exist for not
advertising the job, then the application for renewal should set
out those reasons, and a waiver of the requirement to advertise
should be requested. If the Department of Immigration nonethe-
less requires the job to be advertised, the employer may appeal to
the Minister of Labor, Home Affairs and Public Safety, setting
out its reasons in writing.

Before any non-Bermudian obtains work, he or she must have a
work permit. Initial work permit applications must be made in
writing by the employer and addressed to the Chief Immigration
Officer at the Department of Immigration. Applications must be
accompanied by a completed Immigration Questionnaire form, a
copy of the job advertisement and the required fee, together with
supporting character references, employment references, police
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certificate, certified proof of citizenship, passport photos, a chest
X-ray, a medical certificate and appropriate certificates of quali-
fications and experience. For prompt processing of a work per-
mit, a letter of application should include a complete description
of the job vacancy and the names, addresses and telephone num-
bers of each Bermudian applicant. If applicable, a detailed expla-
nation or justification of why a Bermudian or non-Bermudian
spouse of a Bermudian applicant is unsuitable for the advertised
position must be included.

In general, international companies in Bermuda are required to
operate under the same immigration policies and procedures that
apply to domestic companies. However, it is recognized that due
to the nature of their businesses, international companies cannot
be expected to rely on Bermudian labor to the same extent as
domestic companies. This is particularly true for senior positions
in international companies.

With respect to international companies, the following exemp-

tions to policies that govern domestic companies are in effect:

» Exempt companies are not generally required to advertise for
the appointment of a new chief executive officer unless, in the
opinion of the Minister of Labor, Home Affairs and Public
Safety, a special reason exists for so doing.

» Exempt companies are not generally required to advertise the
job of an incumbent chief executive officer upon expiration of
his work permit unless, in the minister’s opinion, a special rea-
son exists for so doing.

» Exempt companies may apply for permission to employ indi-
viduals with more than two dependent children. These requests
are considered on a case-by-case basis, and take into account
the degree of expertise that the individual could bring to the
business.

Processing standard work permits takes two to three months. The
temporary work permit processing fee is $500 and the fee for a
long-term permit is $616 per year.

Temporary Work Permits. Temporary work permits are issued at
the request of employers who want to hire foreign nationals to
perform short-term technical assignments. A temporary work
permit is valid for a maximum of three months. An employer
must write to the Department of Immigration justifying the
issuance of the temporary work permit. The Department of
Immigration must then ensure that no Bermudian is available
who can perform the task.

If the employers require the employees immediately, the Depart-
ment of Immigration may issue temporary work permits to those
who have applied for long-term work permits but whose papers
have not yet been processed.

Long-Term Work Permits. Historically, work permits were issued
for periods of less than 18 months. However, a provision now exists
for the issuance of permits for a longer period, and applications
may be made for periods of up to five years in some work cate-
gories. The granting of a long-term work permit depends on whether
it is likely that a Bermudian will be disadvantaged during the life
of the permit. Non-Bermudian spouses of Bermudians may work
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in Bermuda without obtaining work permits except in certain
very restricted categories of employment.

Long-term work permits may be granted either on first applica-
tion or on renewal of long- or short-term work permits. Long-
term work permits are not granted for restricted categories of
employment unless special circumstances exist, for example, a long
association with Bermuda or close family ties. The primary con-
sideration is always whether a Bermudian might be materially
disadvantaged by the grant.

A long-term work permit may be desirable for a variety of reasons.

In any application, employers should set out these reasons in detail.

The following are commonly cited reasons:

* The job requires a high degree of continuity, or a high degree
of expertise.

* The job is of particular economic benefit to Bermuda.

* The job (and perhaps others) would not exist if it were not filled

by a particular non-Bermudian. Although the most easily under-

stood example of this condition is a person who is the president

or owner of the company, the justification may apply equally to

an employee who performs a vital role in a company or who

brings special skills to a company.

An overall shortage of qualified Bermudians exists in the

category.

Bermudians are undergoing training for the particular job with-

in the company, but will not qualify for the job within the life

of the permit.

The application is made for the non-Bermudian to work for a

specified, limited period with no renewals while a Bermudian

is being trained. This provision applies only if a nonrenewable

permit is sought by the employer that does not prevent holders

of long-term work permits granted on other grounds from

applying for extensions.

If a long-term work permit is sought specifically under the condi-

tions in the last bullet above, the following conditions apply:

» Employees must sign a written statement indicating that at the
end of the stated period, they and their dependants will leave
and not seek further employment in Bermuda. The statement
must be witnessed and submitted with the application to the
Chief Immigration Officer.

» The employer must sign a statement that no extension of the
work permit will be sought with respect to the employee or any
of his or her dependants.

* An employee who has completed the term of such a work per-
mit must leave Bermuda with his or her dependants.

* After leaving Bermuda, the former holder of a long-term work
permit must remain abroad for a minimum period (usually two
years) that the Minister of Labor, Home Affairs and Public
Safety deems appropriate before that person may be considered
for re-employment or new employment.

If a long-term work permit is sought specifically under the condi-
tion that a Bermudian is being trained but will not qualify for the
job within the life of the permit, the following conditions apply:
» The Bermudian trainees must be identified.

¢ The validity of the permit is subject to continuing training.
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* When training ceases, for whatever reason, the Department of
Immigration must be informed immediately.

o If training ceases and the Department of Immigration is
informed immediately, the work permit remains in effect for an
additional three months or until the expiration date, whichever
occurs first. During this grace period, another Bermudian may
be identified as a bona fide trainee. Should this occur, the work
permit resumes its effect as though no change had occurred.
Otherwise, the work permit ceases to have effect and must be
returned, and a new application must be made on other grounds.
Individuals may apply for grace period extensions.

Any non-Bermudian employee who is replaced by a Bermudian,
or whose position becomes redundant through the success of a
trainee, is normally given sympathetic consideration if he or she
wishes to seek alternative employment in Bermuda. However, an
application must still be submitted to the Department of
Immigration for permission to reside and seek employment in
Bermuda.

Renewals. Before the expiration of a work permit, an employer
must apply to the Department of Immigration to renew or extend
a permit. Applications for the renewal of work permits should be
submitted no earlier than 12 weeks before expiration.

Repatriation. Employers of non-Bermudians can guarantee the
cost of repatriation of these employees. This is normally accom-
plished by the submission of a letter of guarantee by the employee
to the Department of Immigration. Alternatively, non-Bermudian
employees must have a return ticket valid for their period of
employment, and they must present this return ticket every time
they land in Bermuda.

The employer’s guarantee remains in effect until the employee
leaves Bermuda or obtains other employment for which a work
permit is issued. Extenuating circumstances may cause this policy
to cease to have effect. Spouses of Bermudians are not subject to
this policy.

Self-Employment. Non-Bermudians are normally not permitted to
be self-employed in Bermuda.

People who possess Spouses’ Employment Rights Certificates
(SERCs) may be self-employed at the discretion of the Minister
of Labor, Home Affairs and Public Safety. Policies governing self-
employment apply to local companies only. Exempt companies
may be owned and managed by non-Bermudians.

G. Residence Permits

A Residential Certificate gives a retired individual the right to
enter and live indefinitely in Bermuda. Holders of this certificate
may not undertake employment in Bermuda or elsewhere.

The right to enter or live in Bermuda granted by a Residential
Certificate does not extend to the holder’s dependants other than
the spouse, who may apply for and receive a certificate that runs
concurrently with his or her spouse’s certificate. Other dependants
must obtain permission in their own right to enter and reside in
Bermuda. Residential Certificate holders may acquire property
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in Bermuda if its annual rental value exceeds the minimum value
for sale to non-Bermudians at the time of purchase.

Eligibility. The following groups of people are eligible to apply

for Residential Certificates:

* Group A: Those owning residential property in Bermuda, in-
cluding the leasehold of condominiums as well as the freehold
of houses; and

* Group B: Those who have been gainfully employed in Bermuda
for at least five years.

In addition, to be eligible to apply for a Residential Certificate,
an applicant must be retired; must be over 50 years of age; must
have no more than two dependent children on arrival in Bermuda
to take up residence; must have substantial means (determined on
a case-by-case basis) and good character.

Method of Application. In general, a non-Bermudian wishing
to apply for a Residential Certificate must submit to the Depart-
ment of Immigration a completed application form, a completed
immigration questionnaire, two passport-size photos, a chest
X-ray, a medical certificate and two character references (prefer-
ably from Bermudians, otherwise from people of good standing
in their communities who have known the applicant for at least
three years). A reference may not be the lawyer, agent or relative
of the applicant. The applicant must also provide a bank refer-
ence attesting to his or her financial soundness and possessions.

All applicants must submit this documentation, with the excep-
tion of Group A applicants who acquired their property within
the previous two years; Group B applicants recently employed
in Bermuda may omit the X-ray and character references. A
non-Bermudian in Group B who filled out an immigration ques-
tionnaire within three years of his or her application need not
complete another one.

Fees. No fee is charged for the grant of a Residential Certificate
to a Group A applicant because these people have already paid
substantial fees to the government to acquire property. Group B
applicants must pay the appropriate fee set out in the Government
Fees Regulations.

Revocation. The Minister of Labor, Home Affairs and Public
Safety may revoke a Residential Certificate if the holder’s cir-
cumstances change (for example, if a person qualified on the
basis of owning residential property sells the property). The min-
ister may also revoke a certificate at his or her discretion at any
time.

Restriction on Renting Property. Residential Certificate holders are
not permitted to rent out their residential property for extended
periods. Certificate holders may however obtain permission from
the Minister of Labor, Home Affairs and Public Safety to rent
their property for short periods while they are abroad.

H. Family and Personal Considerations

Spouses. Spouses of Bermudians may compete for jobs on equal
footing with Bermudians. Among the benefits granted to spouses
are the following:
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* Prospective employers are not required to advertise the jobs in
question.

¢ Although non-Bermudians are normally barred from being
self-employed, the Minister of Labor, Home Affairs and Public
Safety may approve self-employment for a spouse at the minis-
ter’s discretion; each case is considered on its own merits.

* A spouse does not need a letter of release from his or her
employer to change jobs.

* A spouse may change jobs as often as he or she likes.

Applications are submitted to the Bermudian Status Section of
the Department of Immigration.

Dependent Children. In general, children younger than 18 years of
age are classified as dependants. Non-Bermudian workers who
are single parents with custody of dependent children, and mar-
ried couples with more than two dependent children, are not nor-
mally given permission to enter Bermuda to work.

A dependent child older than 16 years of age of non-Bermudian
work permit holders may work with the permission of the
Minister of Labor, Home Affairs and Public Safety. The depen-
dent child’s work permit may extend beyond the termination date
of the work permit of the parent who is the supporting work per-
mit holder. However, work permits are granted to dependent chil-
dren on the condition that if the supporting work permit holder’s
permit is not renewed, then the dependant’s work permit becomes
void immediately. A dependant who has his or her own work
permit may not have his or her name placed on a parent’s confir-
mation of employment or re-entry letter. Dependent children, on
attaining 21 years of age, require permission in their own right to
work and reside in Bermuda. This includes children studying
abroad.

A resident non-Bermudian student may seek vacation employ-
ment without permission from the Department of Immigration,
but the prospective employer must apply for a work permit. A
permit is granted only after the employer has satisfied the depart-
ment that qualified Bermudians are not available to fill the posi-
tion. The Minister of Labor, Home Affairs and Public Safety may
waive the requirement to advertise in exceptional cases.

Dependants who wish to remain in Bermuda after the primary
work permit holder has left Bermuda require special permission.
If the dependant is a work permit holder, the case is determined
on its merit. If the dependant is not a work permit holder, he or
she is expected to leave Bermuda with the primary work permit
holder.

Drivers’ Licenses. An expatriate may not drive legally in Bermuda
with his or her home country driver’s license. Bermuda does not
have driver’s license reciprocity with any other country.

To obtain a driver’s license in Bermuda, an applicant must take
a physical exam, a written multiple-choice exam and a practical
driving test. Applications are generally not accepted unless the
expatriate has already received permission to work or reside in
Bermuda.
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BOLIVIA

Country Code 591
LA PAZ GMT -4
Ernst & Young

Avenida 20 de Octubre
Esquina Campos #2665
Sopocachi

Edificio Torre Azul, piso 16
La Paz

Bolivia

Executive and Immigration Contact
Jorge Oscar Pineiro (2) 243-4313
Santa Cruz: (3) 351-6767
Fax: (2) 214-0937
E-mail: jorge.pineiro@bo.ey.com

SANTA CRUZ GMT -4

Ernst & Young

Doble via La Guardia, 5to anillo
Calle 2 (sur)

Santa Cruz

Bolivia

Executive and Immigration Contact
Jorge Oscar Pifeiro (3) 351-6767
La Paz: (2) 243-4313
Fax: (3) 351-6868
E-mail: jorge.pineiro@bo.ey.com

A. Income Tax

Who Is Liable. All individuals domiciled or resident for tax pur-
poses in Bolivia are subject to personal income tax on their
worldwide income. Nonresident individuals are taxed on Bolivian-
source income only.

A foreigner is not considered a tax resident in Bolivia while he or
she has a permit that allows the individual to work in Bolivia or
similar documentation. A foreigner holding such document be-
comes a resident of Bolivia if he remains in Bolivia after the period
of the document expires.

Domicile is defined as residence in a particular place with the
intention of staying there. The intention is proved through facts
and circumstances, including employment in Bolivia or moving
one’s family into the country.

Income Subject to Tax

Employment Income. In general, taxable income includes all wages,
salaries, premiums, prizes, bonuses, gratuities, compensations
and allowances in cash or in kind. It also includes fees for direc-
tors and trustees and salaries for owners and partners.

The following items are not included in taxable income:
« Salaries, fees or allowances received by diplomatic personnel,
official personnel of diplomatic missions accredited in Bolivia
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and foreign employees employed by international organiza-
tions, foreign governments or foreign international organiza-
tions, as a direct reason of his or her position;

 Christmas bonus;

* Social benefits resulting from indemnities and evictions, in
accordance with existing legal rules;

* Pre-family, wedding, birth, lactation, family and burial
allowances received according to the Social Security Code;

* Retirement and pension income, sick allowances, and profes-
sional risk allowances;

« Life pensions given to persons who were members of the army
in any war or life pensions given to members of the army who
were injured in peace time; and

* Per diem and representation payments, evidenced by local or
foreign invoices if they are company-related expenses.

Investment Income. Residents are not taxed on dividends. They
are subject to personal income tax on interest and royalties.

Nonresidents are subject to a 12.5% withholding tax on divi-
dends, interest and royalties.

Self-Employment and Business Income. Self-employed persons

are subject to the following taxes:

* Value added tax at a rate of 13%.

* Transactions tax at a rate of 3% on each service rendered.

* Corporate income tax at a rate of 25% (tax is calculated accord-
ing to special rules). Up to fifty percent of the income tax can
be offset by a tax credit equal to 13% of the purchase invoices
obtained during the tax year.

Directors’ Fees. Directors’ fees are taxed in the same manner as
other personal income.

For a table outlining the taxability of income items see Appendix 1.

Taxation of Employer-Provided Stock Options. The Bolivian tax
law does not specifically address the taxation of employer-provided
stock options. Employees are taxed on stock options when the
option is granted.

Capital Gains and Losses. Capital gains are subject to personal
income tax or corporate income tax. Capital losses can offset
capital gains. Gains derived from financial transactions effected
through the stock exchange are not taxed.

Deductions. The following tax deductions may be claimed:

* Employee contributions to social security institutions.

* The nontaxable minimum amount, which equals two minimum
national salaries per month. The current minimum salary is Bs
525 (USS$65).

Rate. The personal income tax rate is 13%, which equals the rate
of value-added tax (VAT).

For a sample tax calculation, see Appendix 2.

Tax Credits. The following tax credits may be claimed:
¢ 13% of two minimum national salaries; and
» The VAT credit remaining after offset against VAT.
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B. Social Security

Contributions. Employers and employees are required to make
social security contributions on total monthly remuneration. The
following are the contribution rates.

Institution Employer Employee
% %

Social Security Office (Caja

Nacional de Salud, or CNS) 10 —

Housing Fund (Fondo de

Vivienda [Provivienda], or FV)* 2 —

Pension Fund
Administration (Administradoras
de Fondos de Pensiones, or AFP)*  1.71 12.21

* For contributions to the AFP and FV, the maximum contribution base equals 60
minimum national salaries, which totals Bs 31,500 (US$3,937).

Employers must withhold the employee contributions. They must
remit these withholdings, together with its contributions, by the
last working day of the following month.

Benefits. For contributions to the CSS, employees receive short-
term health insurance, which covers medical care related to preg-
nancy, illnesses and accidents.

As a result of their contributions to the FV, employees receive cred-
its toward the financing, purchasing and construction of housing.

For contributions to the AFP, employees receive coverage for
total or partial incapacity, and death. In addition, the AFP pro-
vides pensions on the retirement of employees.

Contributions of 0.5% of base salary to the AFP (included in the
12.21% contribution mentioned above) cover the expenses of the
administration of the individual pension accounts of employees
and other funds.

Contributions of Foreigners. Foreigners that contribute to foreign
institutions in their country of origin that provide coverage that is
similar to the coverage provided by the social institutions in
Bolivia are not required to make social contributions in Bolivia if
the employer, on behalf of the employee, follows the applicable
procedure for the approval of the corresponding social security
institutions. Under this procedure, foreign personnel hired in
Bolivia must present a certification of contributions issued by the
social security institution of the country to which they make con-
tributions. This certification must be legalized by the Ministry of
Foreign Relations of the country of origin of the foreign employ-
ee, the Bolivian Consulate and the Foreign Relations and Culture
of Bolivia. If the certification is provided in a language other than
Spanish, it must be translated in Bolivia by a language institute
or translator authorized by a qualified authority. The certification
must contain specified information, as well as the seal and sig-
nature of the person in charge of the certifying institution.

After all of the documentation described above is received, the
AFP determines that the contributions are not required for a for-
eign employee. The exemption enters into effect beginning with
the month of issuance of the certification by the foreign social
institution.
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C. Tax Filing and Payment Procedures

Tax must be paid monthly when it is paid by a withholding agent
and quarterly when it is paid directly by a taxpayer. The tax must be
paid at the same time as a filing of a tax report. This report must
be filed between the 13th and 22nd day of the month following
the end of the reporting period. The due date is determined based
on the last digit of the Identification Tax Number (NIT).

D. Double Tax Relief and Tax Treaties

Bolivia has entered into tax treaties with Argentina, France,
Germany, Spain, Sweden and the United Kingdom. It has also
signed the Andean Pact, which includes a tax treaty with Colombia,
Ecuador, Peru and Venezuela.

E. Tourist Visas

Most foreign nationals do not need to obtain entry visas before
entering Bolivia.

Tourist visas are generally issued on arrival to individuals who
intend to visit Bolivia for business, family, health, recreational or
sporting activities and who have no intention of immigrating or
engaging in remunerated activities. Tourist visas are valid for 90
days and they are renewable for two 90-day periods.

F. Work Visas and Self-Employment

Expatriates who want to engage in remunerated activities in
Bolivia must apply for a visa or residence permit that entitles him
or her to work. The most common of these documents are the
provisional work permits for tourists, subject-to-contract visas
and temporary visas. Except for provisional work permits, these
permits may be obtained after the expatriate has entered the
country. Individuals may also obtain the documents before their
arrival through a Bolivian consulate abroad.

Foreign nationals may establish businesses in Bolivia if they
comply with all legal requirements. Companies may be headed
by foreign nationals who are resident or domiciled in Bolivia for
tax purposes.

The visas mentioned above allow individuals to reside and work
in Bolivia.

G. Residence Visas

Bolivia issues the following types of residence visas:

* Officials: Members of the consular and diplomatic corps.

» Temporary: Expatriates who want to work or perform other
legal remunerated activities in Bolivia. This visa may be grant-
ed to individuals who have relatives in Bolivia or who intend to
make investments that are considered advantageous for Bolivia.

* Subject-to-contract: Valid for up to two years, and may be
renewed for an additional two-year period.

* Student: Valid for up to one year and may be renewed for addi-
tional one-year periods, as many times as necessary.

« Political refugee: Issued to foreign nationals who intend to
establish permanent residence in Bolivia.

* Permanent residence: An indefinite visa that gives the expatri-
ate the same rights as an ordinary Bolivian national, except for
the right to vote and seek public office.
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In general, foreign nationals must file all or some of the follow-

ing documents when applying for visas and permits:

* An application form;

* Passport and documents proving current visa status;

» Documents that prove professional status;

* Documents that prove marital status;

« Birth certificates;

» Documents that evidence the activities that an applicant will
perform in Bolivia, such as a labor contract, or documents that
prove that the applicant has been accepted in a college or edu-
cational institution;

* A certificate proving that the applicant has no criminal record;
and

* A health certificate.

H. Family and Personal Considerations

Family Members. Family members of a working foreigner do not
need separate visas to reside in Bolivia, and children of a for-
eigner do not need student visas to attend schools in Bolivia, but
they must apply for a dependent visa. A separate work visa must
be obtained by any family member of a working foreign national
who intends to work in Bolivia.

Drivers’ Permits. Foreign nationals may not drive legally in
Bolivia using their home country drivers’ licenses. However, they
may legally drive in Bolivia with an international license while
the license is in force. Bolivia has driver’s license reciprocity
with a few countries. To obtain a Bolivian driver’s license, a for-
eign national must take a basic written exam, a technical exam, a
basic practical driving test and a basic medical exam.

APPENDIX 1: TAXABILITY OF INCOME ITEMS
Not
Taxable Taxable Comments
Compensation

Base salary

Bonus

Cost-of-living allowance
Housing allowance
Employer-provided housing
Educational allowance
Hardship allowance

Other allowance

Premium allowance
Home-leave allowance
Moving expense
reimbursement

Value of meals provided
Value of lodging provided
Pension from retirement

Other Items

Foreign-source personal

ordinary income

(interest and dividends) — X —
Capital gains from sale

of real estate in

the country — X —

D3 B e
|
|

M|
|
|
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Not
Taxable Taxable Comments
Capital gains from sale
on the Bolivian
Stock Exchange — X —

APPENDIX 2: SAMPLE TAX CALCULATION

The following is a sample of a monthly tax calculation for an
individual, who is resident in Bolivia and earns monthly com-
pensation of Bs 100,000.

Bs (a)

Calculation of Taxable Income
Base salary 100,000
Less: social security (3.846)
Net income 96,154
Deduction:

Non-taxable minimum amount

(two minimum national salaries) 1,050
Taxable income 95,104
Calculation of Tax
Income tax (13% of Bs 95,104) 12,364
Credit (b):

13% of two minimum

national salaries (137)
Tax payable 12,227

(a) The Bolivian legal currency is the boliviano (Bs) and the current exchange rate
for the U.S. dollar is US$1 = Bs 8.

(b) In addition, the tax credit for invoices of local purchases can be claimed as a
credit to offset the personal income tax. After such offset, any remaining
amount of tax credit can be offset in the following periods. The amount of the
credit is adjusted for the effects of inflation through the use of the Unidad de
Fomento a la Vivienda (UFV), which is an index published by the Bolivian
Central Bank.

BOTSWANA
Country Code 267

GABORONE GMT +2
Ernst & Young Street Address:*
Mail Address: 2nd Floor
P.0. Box 41015 United Nations Place
Gaborone Plot 22
Botswana Khama Crescent

Gaborone

Botswana

* No postal deliveries to this address.

Executive and Immigration Contacts
Bakani Ndwapi 397-4078
Fax: 397-4079
E-mail: bakani.ndwapi@za.ey.com
Josephine Banda 397-4078
Fax: 397-4079
E-mail: josephine.banda@za.ey.com
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Gladys Makachiwa 397-4078
Fax: 397-4079
E-mail: gladys.makachiwa
@za.ey.com

A. Income Tax

Who Is Liable. Individuals earning income in Botswana are sub-
ject to income tax.

Individuals are considered resident in Botswana for any tax year

(1 July to 30 June) if they meet any of the following conditions:

* Their permanent place of abode is in Botswana;

* They are physically present in Botswana 183 or more days dur-
ing the tax year; or

* After staying in Botswana 183 or more days in a tax year, they
physically remain in Botswana into the next tax year, even if
they do not stay in Botswana 183 days during the latter tax year.

Income Subject to Tax

Employment Income. With a few exceptions, income derived from
sources outside Botswana is not subject to tax. All salaries paid,
and benefits provided, for work performed in Botswana are tax-
able, regardless of where paid or provided. Special tables are
used for calculating the taxable value of fringe benefits.

For individuals who receive retrenchment packages, one-third of
the amount of the package, or an amount equal to the tax thresh-
old, whichever is higher, is tax-exempt.

Educational allowances provided by employers to their local and
expatriate employees’ children are taxable.

Self-Employment and Business Income. Business profits from
self-employment activities are taxed at the rates described in
Rates. Partners are individually subject to tax on their shares of
business profits. If the owners of a company are residents and if
the company’s income is less than P 300,000, they may elect to
have the company’s profits taxed in the same manner as partner-
ship profits.

Directors’ Fees. Directors’ fees are added to the taxable income
of residents and nonresidents.

Investment Income. Interest paid to a resident is included with
other taxable income and taxed at the rates described in Rates. Up
to P 6,000 of interest received in a tax year by residents from
banking institutions or building societies in Botswana is exempt
from tax. Royalties and rental income from Botswana sources are
also included with other taxable income and are taxed at ordinary
rates.

Dividends from resident companies are not included in taxable
income.

Interest, dividends, royalties, and management and consulting fees
paid to nonresidents are subject to a 15% final withholding tax.

Effective from 1 July 2007, interest paid to residents in excess of
P 6,000 is subject to 10% withholding tax, which is a provision-
al tax. A credit is granted for the withholding tax against tax
chargeable on assessment.
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Taxation of Employer-Provided Stock Options. No specific provi-
sions regulate the taxation of employer-provided stock options.
Under general principles, the employee is taxed at the time of
exercise on the difference between the fair market value of the
stock at the time of exercise and the strike price.

Capital Gains. Capital gains tax is levied on gains derived from
the sale of immovable capital assets on and from the sale of cor-
porate shares and debentures.

Gains on the disposal of a Principal Private Residence (PPR) are
exempt from tax to the extent that the proceeds are invested in
another PPR within 24 months after the date of disposal.

To compute capital gains on sales of property acquired before
1 July 1982, the cost of acquisition and improvements is increased
at a rate of 10%, compounded for every 12-month period from
the date of acquisition to 1 July 1982, and then indexed for infla-
tion from 1 July 1982 to the date of sale. For property acquired
on or after 1 July 1982, the cost of acquisition and improvements
is indexed for inflation in computing capital gains.

Only 75% of gains derived from sales of corporate shares is sub-
ject to tax. Gains derived from the sale of shares listed on the
Botswana Stock Exchange are exempt from tax.

Net aggregate gains are subject to tax at the following rates
for 200607 tax year.

Taxable Gain Tax on Lower Rate on

Exceeding Not Exceeding Amount Excess
P P P %

0 15,000 0 0

15,000 60,000 0 5

60,000 90,000 2,250 12.5

90,000 120,000 6,000 18.75

120,000 — 11,625 25

Deductions

Personal Deductions and Allowances. A single tax-free allow-
ance of P 30,000 is incorporated into the individual tax table
applicable to residents. A deduction for approved pension fund
contributions is also allowed, limited to 15% of income, exclud-
ing investment income.

Tax-Free Gratuities for Noncitizens. A noncitizen employee who
completes a two-year contract of employment may be paid a gra-
tuity of 25% of his or her cumulative salary if so provided in the
employment contract. For the second contract with the same em-
ployer, the percentage of the gratuity may be increased to 27.5%
(30% for third and subsequent contracts). One-third of the gratu-
ity is tax-exempt; the remaining two-thirds is subject to tax at the
regular rates.

Business Deductions. Business expenses of sole proprietorships
and partnerships are deductible to the extent incurred in produc-
ing taxable income. Resident sole proprietors and partners may
take the same salary deductions as employees.

Rates. The following table sets forth the income tax rates for res-
idents for the 2006—07 tax year.
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Taxable Income Tax on Lower Rate on
Exceeding Not Exceeding Amount Excess
P P P %

0 30,000 0 0
30,000 60,000 0 5
60,000 90,000 1,500 12.5
90,000 120,000 5,250 18.75

120,000 — 10,875 25

The following table sets forth the income tax rates for nonresi-

dents for the 2006-07 tax year.

Taxable Income Tax on Lower Rate on
Exceeding Not Exceeding Amount Excess
P P P %

0 60,000 0 5
60,000 90,000 3,000 12.5
90,000 120,000 6,750 18.75

120,000 — 12,375 25

Relief for Losses. Losses may be carried forward for five years on

a first-in, first-out basis.

B. Other Taxes

Estate Income Tax. An estate is subject to tax at the following
rates on income earned in the 200607 tax year.

Taxable Income Tax on Lower Rate on
Exceeding Not Exceeding Amount Excess
P P P %

0 60,000 0 5
60,000 90,000 3,000 12.5
90,000 120,000 6,750 18.75

120,000 — 12,375 25

Capital Transfer Tax. The recipient of property transferred gratu-
itously or by inheritance is subject to capital transfer tax. Liberal
exemptions apply. For example, all transfers between spouses and
the first P 100,000 transferred by inheritance are exempt. The fol-
lowing rates of capital transfer tax apply to individuals.

Taxable Transfer

Exceeding Not Exceeding
P P
0 100,000
100,000 300,000
300,000 500,000
500,000 —

C. Social Security

Tax on Lower Rate on
Amount Excess
P %
0 2
2,000 3
8,000 4
16,000 5

Social security taxes are not levied in Botswana.

D. Filing and Payment Procedures

The tax year runs from 1 July to the following 30 June. Returns
are due within 90 days after the end of the tax year, unless
an extension is requested. Payment is due within 30 days after

assessment.

The pay-as-you-earn (PAYE) scheme covers noncash benefits,
including employer-provided housing, utilities and cars.



104 BOTSWANA

Married persons are taxed separately.

E. Tax Treaties

Botswana has entered into double tax treaties with Barbados,
France, Mauritius, Namibia, the Russian Federation, Seychelles,
South Africa, Sweden and the United Kingdom.

F. Visitor Visas

All foreign nationals must obtain valid entry visas to enter
Botswana, with the exception of nationals from most British
Commonwealth countries and from the following countries with
which Botswana has entered into visa-abolition agreements:
Austria, Belgium, Denmark, Finland, France, Germany, Greece,
Iceland, Ireland, Italy, Japan, Liechtenstein, Luxembourg, the
Netherlands, Norway, Samoa (Western), San Marino, Sweden,
Switzerland, the United States and Uruguay.

All foreign nationals may visit Botswana as visitors or tourists
subject to compliance with immigration regulations. Visitors are
allowed 90-day stays every calendar year and may be permitted
by the Chief Immigration Officer to stay longer than 90 days. The
various types of visitor visas are described below.

A continuous visa authorizes the holder to enter Botswana on an
unlimited number of occasions within a period of 12 months
from the date the visa is issued.

A transit visa authorizes the holder to pass through Botswana in
transit to other countries for the period endorsed on the visa.

An ordinary visa authorizes the holder to enter Botswana on a
number of occasions for the periods endorsed on the visa. Normally,
this visa application takes at least 14 days to be processed.

The following documents are required to apply for all visitor visas:
* A valid passport; and
* A letter requesting a visitor visa.

Visas are issued at the discretion of the Chief Immigration
Officer.

Visitors holding all types of visas are expected to provide their
own financial support.

G. Work Permits and Self-Employment

Foreign nationals may obtain work permits in Botswana. Gen-
erally, the permit is granted for two years. Work permits may be
renewed for as long as their holders are employed. A foreign
national holding a valid work permit may change employers after
signing a contract with the new employer. The approximate time
for obtaining a work permit, after all appropriate documents are
submitted, is four to six weeks.

Foreign nationals may be self-employed in Botswana if they hold
work permits and residence permits. No set minimum capital
investment is necessary. A work permit holder may operate any
business that is not reserved for the citizens of Botswana.

H. Residence Permits

Short-term residence permits of six months or less are adminis-
tered by the Chief Immigration Officer.
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The following residence permits are issued in Botswana for the

specified durations:

* Business: five years;

* Employment: maximum three years, depending on the duration
of the contract;

* Religious work: two years;

* Students: depends on the duration of the course of study;

* Dependents: varies based on the sponsor’s residential status; and

» Research permits: duration according to the period requested.

The following documents are required for foreign nationals pur-

suing business, employment, research and religious work, and for

students, immigrants and dependents:

» Completed application form;

* Medical forms completed by a medical practitioner;

* Valid passport;

* Proof of financial means for a dependant or a student;

* Proof of investment and clearance from the Ministry of Com-
merce and Industry for self-employed applicants; and

* Qualification certificates and proof of employment.

The applications for work and residence permits are considered
simultaneously by the Regional Immigrants Selection Boards.
All permits are renewable for an additional period if a request is
made.

The holder of a residence permit must take up residence in
Botswana within six months after the date of approval. If he or
she does not take up residence within six months, the permit may
be cancelled.

I. Family and Personal Considerations

Family Members. The working expatriate’s spouse and dependents
must obtain separate residence and work permits. The depen-
dents of an expatriate do not need student visas to attend schools
in Botswana.

Drivers’ Permits. Foreign nationals may drive legally in Botswana
using their home country drivers’ licenses. The driver’s license of
the foreign national must be exchanged for a Botswana driver’s
license, but no time period is specified for this change.

Foreign nationals who do not hold valid foreign drivers’ licenses
must take written and physical driving exams to obtain Botswana
drivers’ licenses.

BRAZIL

Country Code 55
RIO DE JANEIRO GMT -3
Ernst & Young Street Address:
Mail Address: Praia de Botafogo, 300
Caixa Postal 4660 13th Floor
20001-970 Rio de Janeiro, RJ 22250-040 Rio de Janeiro, RJ

Brazil Brazil
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A. Income Tax

Who Is Liable. Residents are taxed on worldwide income. Non-
residents are taxed on Brazilian-source income only.

Determination of residence for tax purposes depends on which
visa an individual uses to enter the country. Foreign nationals
holding either temporary type “V” visas based on a labor contract
with a Brazilian company or permanent visas are taxed as resi-
dents from the time they enter Brazil. Other foreign nationals are
taxed as nonresidents if they satisfy the following conditions:
they hold other types of temporary visas; they are not involved in
a local labor relationship; and they do not stay in Brazil for more
than 183 days during any 12-month period. A foreign national
who remains in Brazil for longer than 183 days is subject to tax
on his or her worldwide income at the progressive rates applica-
ble to residents.

Prior to their definitive departure from Brazil, tax residents
should obtain tax clearance to resolve their final liability for
Brazilian income tax. Otherwise, these individuals may be con-
sidered resident for tax purposes, subject to Brazilian income tax
on worldwide income during the 12-month period subsequent to
departure. From the time the expatriate requests a tax clearance
or obtains a permanent visa for another country, the expatriate is
taxed as a nonresident on Brazilian-source income only.

Income Subject to Tax. The various types of income subject to tax
are described below. For a table outlining the taxability of income
items, see Appendix 1.

Employment Income. Taxable employment income generally
includes wages, salaries, and any other type of remuneration and
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benefits received by an employee from an employer. The treat-
ment of employer-provided allowances varies, as described below.

Schooling allowances for an individual’s family members are
considered indirect salary and are taxed accordingly. For tax pur-
poses, no distinction is made between amounts paid directly by
the company or reimbursed by the company to an employee.
Moving allowances are generally not taxable if paid in a lump
sum by the employer.

Under Brazilian law, individuals are taxed on a cash basis.
Payments from foreign sources, including bonuses or premiums
related to services rendered, that are made before or after an
assignment in Brazil are generally not taxable if received during
a period when the individual is not resident for tax purposes.
Therefore, these payments should be scheduled so that they are
received when the individual is not yet resident for tax purposes
or after tax clearance is requested prior to repatriation.

Reimbursements received by employees from employers for
income tax liability are recognized as income on a cash basis. If
employers make the income tax payments directly, the amounts
paid are taxable to the employees.

Other allowances received by expatriates for work performed,
including foreign service premiums and allowances for home
leave, costs of living and housing, are subject to regular taxation.

Employees are not taxed on obligatory monthly deposits equiva-
lent to 8% of gross salaries that are paid by employers to the
Severance Pay Indemnity Fund (FGTS), which is administered
by the government. The amounts deposited, plus interest, may be
withdrawn tax-free by the employees under certain conditions,
including retirement or dismissal without just cause.

In addition, an employee who is dismissed arbitrarily or without
just cause is entitled to a tax-free indemnification from the
employer equal to 40% of the employer’s deposits in the employ-
ee’s FGTS fund.

Self-Employment Income. Self-employed resident individuals are
subject to tax on income from a trade, business or profession.

Investment Income. Interest income received by resident individu-
als from sources abroad is generally included in taxable income
and is taxed at the rates stated in Rates. Local financial income
and gains from fixed or variable interest financial investments are
taxed exclusively at source. The rates vary from 15% to 22.5%,
depending on the investment term. In general, financial institu-
tions withhold the tax due and the earnings are credited net.

Net rental income and royalty income from Brazilian and foreign
sources are generally included in taxable income and are taxed at
the rates stated in Rates.

Brazilian dividends paid to nonresidents are exempt from with-
holding tax. Other payments to nonresidents from Brazilian
sources are subject to a 25% final withholding tax, unless a lower
treaty rate applies.

Taxation of Employer-Provided Stock Options. Employer-provided
stock options are not subject to tax at the time of grant. The
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taxation of equity plans represents a gray area in Brazil. In gen-
eral, stock options are taxable at the time of exercise. The differ-
ence between the market price and the strike price is considered a
fringe benefit and is taxable as employment income at a maximum
rate of 27.5%. For purposes of capital gains tax, when the em-
ployee sells the shares the cost basis is the market value of the
shares at the time of exercise (the spread between the strike price
and the market value has already been taxed as employment in-
come). Any gain is taxed as a capital gain at a flat rate of 15%. Sales
by a resident of less than R$35,000 (approximately US$17,500)
in any one month are exempt from capital gains tax.

Capital Gains. Gains realized on the sale of capital assets are sub-
ject to tax at a flat rate of 15%, regardless of whether the under-
lying assets are used in a trade or business. Capital gains on one
transaction each month are exempt from tax if the sale price is
less than R$35,000. Capital gains are defined as the difference
between the sale price of an asset and its acquisition price.

Capital gains derived from the sale of shares listed on Brazilian
stock exchanges are exempt from tax if the sale price is less than
R$20,000 (approximately US$10,000). If the sale price exceeds
R$20,000, the entire gain is taxed at a rate of 15%.

Capital gains derived from the sale of real estate are subject to in-
come tax at a rate of 15% on the difference between the sale price
and the acquisition price. For real estate acquired before 1 January
1989, the calculated gain is reduced based on the length of owner-
ship; no tax is due if the real estate is held for 20 years or longer.

A special exemption is granted to individuals selling their only
residence if they have owned it for at least five years and if the
sale price does not exceed R$440,000 (approximately US$220,000).
In addition, gains derived from sales of residential real properties
is exempt from tax if the seller uses the proceeds from the sale to
buy other residential real properties in Brazil within 180 days from
the first contract execution date.

Deductions. The following are the only deductible expenses per-

mitted when calculating monthly income tax liability:

* Social security taxes paid to Brazilian federal, state or munici-
pal entities;

* Amounts paid as alimony and pensions in accordance with a
Brazilian court decree;

* R$132 per month for each dependant, with no limitation on the
number of dependants; and

* Brazilian Pension Funds contributions, up to 12% of gross
income.

On the annual federal income tax return, the taxpayer may elect

the standard deduction, which is 20% of taxable income up to a

maximum deduction of R$11,670 or may deduct the following

amounts:

* Brazilian Pension Funds contributions, up to 12% of gross
income;

* Amounts paid as alimony and pensions in accordance with a
court decree;
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* R$1,584 for each dependant, with no limitation on the number
of dependants;

* Social security taxes paid to Brazilian federal, state or munici-
pal entities;

» Payments made by the taxpayer or a dependant for educational
expenses, up to an annual limit of R$2,480 for each individual;

» Payments made during the calendar year to doctors, dentists,
psychologists, physiotherapists, phono-audiologists, occupational
therapists and hospitals, as well as expenses for laboratory tests
and X-rays, with no limit;

» Payments for medical treatment plans managed by Brazilian
companies or by companies authorized to carry out activities in
Brazil, as well as payments made to entities to ensure the right
to either medical attention or reimbursement for medical, den-
tal and hospital expenses;

* Contributions to cultural and audiovisual activities and to the
Children’s Fund, up to 6% of income tax due; and

* Payments for the social security system on behalf of a maid
who works in the taxpayer’s house (limited to one employee per
taxpayer).

Ordinarily, a dependant’s medical expenses are deductible on the
annual federal return. Expenses that are covered by insurance or
reimbursed to the taxpayer are not deductible.

Rates. Federal income tax is levied on taxable income. The fol-
lowing tax rates apply to monthly taxable income.

Monthly Taxable Income Deductible
Exceeding Not Exceeding Amount Rate
RS RS RS %
0 1,314 0 0
1,314 2,625 197 15
2,625 — 525 27.5
The following rates apply to annual taxable income.
Annual Taxable Income Deductible
Exceeding Not Exceeding Amount Rate
RS RS RS %
0 15,764 0 0
15,764 31,501 2,365 15
31,501 — 6,302 27.5

Nonresidents are subject to tax at a flat rate of 25%.
For a sample tax calculation, see Appendix 2.

Relief for Losses. If a self-employed person’s business activity
shows a loss in one month, the loss may be carried forward to a
later month in the same fiscal year (but not into a new year) if the
proper supporting documentation is provided.

B. Estate and Gift Tax

The Senate has established a maximum estate and gift tax rate of
8%. States may levy estate and gift tax on transfers of real estate
by donation and inheritance at any rate, up to 8%. A rate of 2%
generally applies in Rio de Janeiro and 4% in Sao Paulo. Resident
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foreigners and nonresidents are subject to this tax on assets locat-
ed in Brazil only.

For transfers of property through succession, inheritance or dona-
tion, the assets may be valued at either market value or the value
stated in the declaration of assets of the deceased or donor. For
transfers carried out at market value, the excess of market value
over the value stated in the declaration of assets is subject to
income tax at a rate of 15%.

C. Social Security

Contributions. All individuals earning remuneration from a
Brazilian source are subject to local social security tax, which is
withheld by the payer. Contributions are levied on employees at
rates ranging from 7.65% to 11%, depending on the level of
remuneration, with a maximum required monthly contribution of
R$318 (approximately US$159). Employers’ contributions are
calculated at approximately 26.8% to 28.8% of monthly payroll,
without limit.

Self-employed individuals’ contributions are calculated at a rate
of 20% of base salary. The base salary is fixed by the govern-
ment, and its value depends on when the self-employed individ-
ual joined the social security system. The maximum monthly
contribution for a self-employed person is R$579 (approximate-
ly US$290).

Totalization Agreements. Brazil has entered into social security
totalization treaties with Argentina, Cape Verde, Chile, Greece,
Italy, Luxembourg, Paraguay, Portugal, Spain and Uruguay.

D. Tax Filing and Payment Procedures

The Brazilian tax year is the calendar year. Brazil imposes a pay-
as-you-earn (PAYE) system. Under the PAYE system, income tax
on income received either abroad or from an individual is gener-
ally paid monthly through an estimated income tax calculation
system known as carné-ledo. In addition, taxpayers are subject to
withholding tax on salary received in Brazil.

Individuals who receive income from more than one source may
pay the difference between tax paid or withheld at source and
their total monthly tax liability at any time during the fiscal year
or when they file their annual federal returns in the year follow-
ing the tax year (the deadline for filing tax returns is generally the
last business day of April). The balance of tax due is payable
either in a lump sum when the return is filed or in six monthly
installments. The installments are subject to interest based on a
monthly rate set by the Central Bank (approximately 1% per
month). Brazilian law does not provide for extensions to file tax
returns. Nonresidents are not required to file tax returns.

Income tax on foreign earnings or on earnings received from
other individuals in Brazil on which no Brazilian tax is withheld
at source must be paid monthly, as described above. The tax is
due on the last working day of the month following the month
when the income is received. Late payments are subject to penal-
ties (at a daily rate of 0.33%, limited to 20%) and to interest (at
a monthly rate of approximately 1%).
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Payments from companies to self-employed persons are subject
to income tax withholding at source. The payer must withhold tax
at the monthly rates set forth in Section A. If the payer makes sev-
eral payments to a self-employed person during a month, the tax
withheld at source must be calculated using the tax rate for the
total amount paid that month.

To make monthly income tax payments, residents must register
as individual income tax contributors and obtain a Taxpayer
Identification Number (CPF). After obtaining a CPF, individuals
receive a Taxpayer Identification Card, which includes their CPF
number. Presentation of the CPF card or disclosure of the CPF
number is mandatory in most financial transactions.

Tax on capital gains derived from Brazil is generally not includ-
ed in the total annual tax liability calculated in the federal return.
Instead, tax on capital gains is due on the last working day of the
month following the month when the gain is realized. Special
rules apply to gains derived from transactions on stock exchanges.

Married persons may be taxed jointly on all types of income if
one spouse has no income and is listed as a dependant in the other
spouse’s return. In all other cases, married persons are taxed sep-
arately on all types of income.

Individuals resident or domiciled in Brazil who hold assets of at
least US$100,000 on 31 December must annually declare to the
Central Bank their holdings of the following items, regardless of
the nature, monetary assets, properties and rights held abroad:

* Foreign deposits;

* Monetary loans;

« Financing;

* Leasing and financial leasing;

« Direct investments;

* Portfolio investments;

* Investments involving derivative instruments; and

* Other investments, including real properties and other assets.

The information must be submitted by 31 December of the prior
calendar year. Penalties are imposed for failing to declare the
required information or for submitting inaccurate declarations.
Foreign nationals who were considered residents for tax purposes
should obtain a tax clearance certificate from the Brazilian tax
authorities before their definitive departure from Brazil. To obtain
such certificate, individuals must file a final tax return covering
the period of 1 January in the year of departure though the date
on which the return is filed and pay all taxes due.

E. Double Tax Relief and Tax Treaties

In general, taxes paid to other countries may offset Brazilian in-
come tax on the same foreign income, if the other country grants
reciprocal treatment for taxes paid in Brazil. Brazil has entered
into double tax treaties with the following countries.

Argentina France Netherlands
Austria Germany Norway
Belgium Hungary Philippines
Canada India Portugal

Chile Israel Slovak Republic
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China Italy South Africa
Czech Republic Japan Spain
Denmark Korea Sweden
Ecuador Luxembourg Ukraine
Finland Mexico

Brazil has also signed treaties to avoid double taxation with Peru,
the Russian Federation, and Venezuela. Although some of these
treaties have been approved by the congress and senate in Brazil,
the Brazilian Federal Revenue and Customs Secretariat has not
yet recognized the effectiveness of the treaties.

In addition, the Brazilian Federal Revenue and Customs Secre-
tariat recognizes that although Germany, the United Kingdom
and the United States have not entered into formal tax treaties
with Brazil, these countries waive reciprocal tax treatment for
individuals who may be subject to double taxation.

F. Tourist and Temporary Visas

With exceptions for nationals of Portugal, nationals of countries
that border Brazil and nationals of countries that do not require
visas of Brazilians, foreign nationals must obtain valid entry
visas to enter Brazil.

Tourist Visas. Visitors who intend to visit Brazil for recreational
purposes and who do not intend to immigrate or take up remu-
nerated activities may obtain tourist visas. These are valid for five
years and allow various entries into the country for stays of no
longer than 90 days per year. Tourist visas are renewable once
each year for an additional 90 days, for a total of 180 days per
year. The visa must be renewed before the expiration of the 90-
day period; otherwise, the holder is subject to a fine.

Temporary Visas. The following types of temporary visas are

based on the characteristics of the visitor and the trip:

¢ Cultural or study trip (valid for one year);

* Business trip (valid for up to 90 days);

* Artist or entertainer (valid for up to 90 days);

* Athlete (valid for one year);

* Student (valid for up to one year and extendible if the school
supplies documents on the student’s performance and enroll-
ment status);

* Scientist, teacher, technician or other professional contracted
by the Brazilian government (valid for two years);

« Correspondent of a newspaper, magazine, radio, television or
other foreign news agency (valid for five years); and

* Religious work (valid for one year).

Each of these visas is renewable for an additional equivalent period.

Temporary visas grant their bearers the right to undertake a spe-
cific activity. The two most commonly used work-related cate-
gories are the business category and the scientist, teacher, tech-
nician or other professional category.

Business visas are granted to short-term visitors who visit Brazil for
business purposes. The visa allows its bearer to undertake any
activity deemed usual and necessary for the purpose of the visit (for
example, attending meetings and establishing business contacts).
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A business visa does not permit the holder to work for any local-
ly owned or multinational company or organization located in
Brazil, nor does it permit the holder to receive any remuneration
in Brazil for products or services supplied. In all cases, foreign
nationals must obtain residence permits (see Section H) to
receive remuneration in Brazil for services provided in Brazil.

A foreign national rendering consulting services under a tempo-
rary business visa must have a contract with a non-Brazilian
company or individual, and fees must be paid outside Brazil,
although the foreign national may be reimbursed locally for
expenses incurred in Brazil.

The terms of business visas vary, depending on the degree of rec-
iprocity between Brazil and the home country of a foreign
national. In general, business visas are valid for up to five years,
permit multiple re-entries and limit individual stays to 90 days,
with one 90-day extension possible. The temporary business visa
permits a maximum stay of 180 days per year.

G. Work Permits and Self-Employment

To obtain work permits for their foreign employees, employers
must apply for authorization from the Ministry of Labor. The
process and documents required depend on whether the visa is
based on a service contract between a Brazilian company and a
foreign company (temporary work permit, or type “V” visa), or
whether the visa is for an expatriate employee of a Brazilian com-
pany (permanent visa).

Service Contract. If the visa is based on a service contract
between a company in Brazil and a company abroad, a type “V”
visa must be obtained. The contractor in Brazil initiates the pro-
cedure by applying to the Immigration Division of the Ministry
of Labor. If the application is approved, the documents are for-
warded through the Ministry of Foreign Affairs to a designated
Brazilian consulate abroad, where the individual designated in
the service contract completes the remaining steps of the process.

To obtain a type “V” visa under a service contract, a foreign indi-

vidual must file the following documents:

* Copy of the passport (including those of dependants, if they
will accompany the applicant to Brazil);

* Address in country of origin;

o Curriculum vitae, validated by the Brazilian consulate abroad;
and

* Supporting documents for the curriculum vitae.

The contractor in Brazil must also file certain documents with
the Ministry of Labor.

Expatriate Employee of a Brazilian Company. If an expatriate is to
be an employee of a Brazilian company, the expatriate must apply
for a temporary or a permanent visa.

To obtain a type “V” visa based on a labor contract with a
Brazilian company, or a permanent visa, the individual must file
proof of salary (pro-labore) in addition to the items required for
a type “V” visa under a service contract.
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Applicants who are to be employed as statutory directors must
prove their labor relationships with their employers.

H. Residence Permits

Foreign nationals who intend to establish permanent residence in
Brazil may obtain residence permits. A residence permit allows a
foreign national to transfer his or her residency to Brazil for an
indefinite period of time, beginning on the date he or she enters
the country under the permit. As of this date, the foreign national
may be employed by a Brazilian employer, perform a professional
activity or establish a business. The granting of residence permits
is subject to certain restrictions on the activity of the foreign
national; on the type of business he or she may establish; and on
the region where he or she may live.

Residence permits are granted most often to foreign nationals
who enter Brazil for long assignments (longer than two or three
years) with the Brazilian subsidiaries of foreign parent companies.
Foreign nationals who will be presidents, general managers or
members of the board of Brazilian subsidiaries must be perma-
nent residents.

A residence permit is valid for five years and may be renewed
several times by the Brazilian Federal Police Department prior to
expiration if the permit holder meets certain requirements.

Self-Employment. Foreign nationals may be self-employed in
Brazil. Foreign nationals may obtain a permanent visa in Brazil
as an investor either personally or as a representative of a foreign
company. To obtain a permanent visa based on investor status, the
following conditions must be satisfied:

* The foreign national must make a minimum investment, which
is currently US$50,000, and register the investment at the Central
Bank of Brazil; and

* The investor must commit to create a certain number of work
positions for Brazilian nationals.

The investment amount and the number of work positions re-
ferred to above may vary depending on the region where the
company is located. In the event of the cessation of the Brazilian
business, the investment may be repatriated.

1. Family and Personal Considerations

Family Members. Working spouses of expatriates must apply for
their own work permits. Working expatriates must list their
dependants when applying for their visas. The dependants listed
do not require separate permits to reside in Brazil. The children
of working expatriates do not require student visas to attend
schools in Brazil.

Marital Property Regime. The Brazilian Civil Code provides for

the following three marital property regimes:

* Community property, under which all assets and liabilities of
the spouses, whether acquired before or during the marriage,
are held in common. Certain exemptions apply.

* Partial community property, under which assets acquired dur-
ing the marriage are held in common.

* Separate property, under which assets acquired before and dur-
ing the marriage are held separately.
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* Final Participation in the assets, under which each spouse has
his or her own wealth, and in case of divorce, the couple divides
only the assets acquired during the marriage.

The above regimes apply only to heterosexual couples married
under the laws of Brazil. The partial community property regime
automatically applies unless the spouses elect one of the other
regimes in a prenuptial agreement.

Forced Heirship. Under Brazilian law, parents and other relatives
must leave a certain percentage of their estates to their direct lineal
ascendants and descendants. An individual’s descendants (sons,
grandsons and great-grandsons) and ascendants (parents, grandpar-
ents and great-grandparents) are entitled to 50% of the individual’s
estate. The remaining 50% may be left to testamentary heirs.
Successions of foreign individuals domiciled in Brazil are governed
by Brazilian law if a Brazilian spouse or Brazilian sons survive.

Drivers’ Permits. Foreign nationals may not drive legally in Brazil
with their home country drivers’ licenses. They may, however,
use an international driver’s license, which must be translated by
a sworn translator and authorized by the Transport Department.
These licenses are then valid for six months. After this period, a
local Brazilian driver’s license may be acquired by undertaking
the following steps:
» Complete the required application, which may be purchased in

any stationery store;
* Pay the tax in a state bank;
» Complete an eye examination; and
* Attach the following items:

— Copy of identity card,

— Copy of taxpayer number;

— Copy of residence supporting document;

— Translation of the foreign driver’s license; and

— One photo of the applicant.

APPENDIX 1: TAXABILITY OF INCOME ITEMS
Not
Taxable* Taxable (a) Comments
Compensation
Base salary X — (a)
Employee contributions
to home country

benefit plan X) — (b)
Bonus X — (a)
Retained hypothetical tax X) — (b)
Cost-of-living allowance X — (a)
Housing allowance X — (a)
Employer-provided housing X — (a)
Housing contribution (X) — (b)
Education reimbursement X — (a)
Hardship allowance X — (a)
Home leave allowance X — (c)
Other allowances X — (a)
Overseas premium X — (a)
Moving expenses — X (d)
Tax reimbursements X — (a)
Value of meals provided — X (e)
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Not
Taxable* Taxable () Comments

Other Items

Foreign-source personal

ordinary income (interest

and dividends) X — H
Capital gains from sale

of personal residence in

home country X — (2)
Capital gains from sale

of stock in home

country X — (h)
Capital gains from sale
of other assets X — (2)

*  Bracketed amounts reduce taxable income.

(a) Income taxes are imposed on virtually all items included in a regular compen-
sation package.

(b) If this negative item reduces the total wages that will (or would, if required) be
reported to home country tax authorities (as on a Form W-2, for example), it
may be treated as a reduction of the gross income reportable to Brazil.

(c) If the expatriate has also worked during the home leave and if supporting evi-
dence of such fact can be produced, only that portion of home-leave expenses
attributable to the other family members is taxable.

(d) Moving expenses may be treated as nontaxable if they represent actual mov-
ing costs rather than a transfer allowance and if they are paid in one lump-sum
payment.

(e) This item is nontaxable if all employees in the same category are entitled to
the benefit.

() Income tax is generally imposed on all kinds of unearned income.

(g) The sale of any asset at a gain is generally a taxable event. However, if the
aggregate sale price of all assets of the same type that are sold in a given
month is less than R$35,000, the transaction is nontaxable.

(h) Net gains realized on shares in Brazilian spot stock markets and in transactions
involving gold are exempt from income tax if the alienation value realized dur-
ing a month is equal to or less than R$20,000 for the share transactions and the
gold transactions, respectively.

APPENDIX 2: SAMPLE TAX CALCULATION

The example below shows the regular withholding and the pay-

as-you-earn (PAYE) tax computations for the month of May

2007, assuming the following facts:

* The expatriate is a U.S. citizen married to a nonworking spouse

who is also a U.S. citizen and has three dependent children.

The expatriate is living in Brazil under a permanent resident visa.

The expatriate is employed by a U.S. company and also by two

Brazilian subsidiaries of that U.S. company.

The expatriate receives no other U.S.-source income and is fully

reimbursed for the family’s medical expenses.

The expatriate’s contribution to the Brazilian social security sys-

tem during the month corresponds to the maximum amount.

The expatriate spent R$350 in tuition fees for the three children

during the month.

The expatriate made no contributions or donations to Brazilian

charities.

The following is the expatriate’s May 2007 compensation:

— Local employer #1 paid R$1,000;

— Local employer #2 paid R$5,000; and

— U.S.-source compensation equals R$8,400 with no U.S. fed-
eral income tax withheld.
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The following is the tax computation.

Brazilian Brazilian
Employer Employer U.S.
#1(a) #2 (b) Employer (c)
RS RS RS

Gross income 1,000 5,000 8,400
Dependants (528) (528) 0
Social security (318) (318) 0
Taxable income 154 4,154 8.400
Tax liability 0 617 1,785

(a) Brazilian employer #1 computes the expatriate’s withholding tax to be R$0.
The income is below the threshold for both income and social tax purposes.

(b) Brazilian employer #2 computes the expatriate’s withholding tax to be R$617.

(c) The expatriate’s mandatory monthly PAYE tax on U.S.-source income is com-
puted to be R$1,785. This amount must be paid by 30 June 2007. Because
dependent deductions and social security deductions were already used by one
local withholding agent, they cannot be used by the other withholding agent in
determining PAYE tax liability on the foreign income.

BRITISH VIRGIN ISLANDS

Please direct all inquiries regarding the British Virgin Islands to the following
persons in the Bridgetown, Barbados office: Maria Robinson (telephone:
[1] (246) 430-3878; e-mail: maria.robinson@bb.ey.com); Winston Gibbs
(telephone: [1] (246) 430-3802; e-mail: winston.gibbs@bb.ey.com); or Ben
Arrindell (telephone: [1] (246) 430-3800; e-mail: ben.arrindell@bb.ey.com).
The fax number is [1] (246) 435-2079.

A. Payroll Tax

General. Under the Payroll Taxes Act, 2004, corporate tax, Pay-
As-You-Earn (PAYE) income tax and any other income tax
payable under the Income Tax Ordinance is applied at a 0% rate.
Payroll tax is imposed on the following: remuneration provided
in cash or in kind by employers to employees and deemed
employees; remuneration received in cash or in kind by self-
employed persons; and any benefits received in cash or in kind by
employees, deemed employees or self-employed persons as a
result of his or her employment. Remuneration is defined as the
payment an employee receives for services rendered to his or her
employer. The first US$10,000 of earnings is exempt from pay-
roll tax. Persons receiving remuneration from a second employ-
ment are not entitled to the exemption of US$10,000.

Employers must pay the payroll tax, regardless of whether they
withhold payroll tax from employee remuneration. Employers
may withhold 8% of the remuneration of an employee and pay
the amount withheld together with the balance of the tax due to
the Inland Revenue. Employers may not withhold payroll tax
from the first US$10,000 paid to an employee in a tax year.

Individuals are not subject to tax on investment income in the
British Virgin Islands.

Rates. The applicable rate of payroll tax depends on whether the
employer is classified as a Class I employer or Class II employer.
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Class I Employers. For Class I employers, payroll tax is imposed
at a rate of 10%.

A Class I employer or self-employed person is one who meets
the following conditions: its annual payroll does not exceed
US$150,000; its annual turnover or gross receipts does not
exceed US$300,000; and the total of its employees and deemed
employees does not exceed seven.

Class II Employers. For Class II employers, payroll tax is impos-
ed at a rate of 14%.

A Class I employer is an employer that does not satisfy all of the
requirements for qualification as a Class I employer.

Capital Gains. No tax is levied on capital gains. However, trans-
fers of real property are subject to stamp duty at a rate of up to
4% of the sales price. The rate of the duty doubles if the sale is
made to a non-British Virgin Islander. British Virgin Islanders are
persons who are born in the British Virgin Islands or who obtain
“belonger” status, as defined by law.

B. Social Security

All employers and employees must contribute to the National
Insurance Scheme. The total contribution rate is 8.5%; employers
pay 4.5% and employees pay 4%. Contributions are based on the
amount of weekly or monthly wages, up to maximum weekly
wages of US$604.42 or to monthly wages of US$2,619.16. The
maximum annual contribution is US$1,414.35 for employers and
US$1,257.20 for employees.

C. Tax Filing and Payment Procedures

The tax year is the calendar year. Employers and self-employed
persons must pay the payroll tax within 15 days after the end of
each month for which the tax is due. The Commissioner of Inland
Revenue may request that a return of payroll or remuneration for
a tax year be submitted to the Inland Revenue.

Married persons are taxed separately.

D. Temporary Permits

In general, all visitors may enter the British Virgin Islands if they
meet certain requirements.

A person entering the British Virgin Islands to visit must satisfy

the Immigration Officer at the port of entry that he or she meets

all of the following requirements:

« Possesses a valid travel document;

* Does not intend to remain permanently in the British Virgin
Islands; and

« Has sufficient funds to support himself or herself, as well as
any dependants, without working for the duration of his or her
stay, and can meet the cost of return or onward travel (generally,
a return ticket is required).

Citizens of the British Commonwealth, except Guyana, do not re-
quire visas to visit the British Virgin Islands.
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All visitors to the British Virgin Islands are allowed entry without
medical certification for up to six months. After the six-month
period expires, a certificate of good health must be obtained and
submitted to the Immigration Department.

E. Work Permits and Self-Employment

Individuals may apply for a multiple-entry visa if they will be
staying in the islands for an extended period of time, and if their
employers in the islands provide letters to that effect. These indi-
viduals must obtain temporary work permits.

Temporary work permits for foreign nationals are issued by the
Labour Department for specific positions with specific employ-
ers if the positions cannot be filled locally. The permits are usu-
ally valid for one-year periods and may be renewed for an addi-
tional one-year period.

Individuals in the following categories are not required to obtain

work permits:

« Expatriate government employees from other territories who
are in possession of a letter from the British Virgin Islands’ gov-
ernment offering them employment.

* Expatriates married to local women for at least three years are
exempt, but must apply to the Ministry of Labour for this
exemption. Expatriates married to local men automatically
receive the same status as their husbands.

* Children of expatriates who have completed their primary and
secondary education in the British Virgin Islands.

¢ Individuals entering the islands to provide volunteer services.
They are issued an exemption on application to the Ministry of
Labour.

The application process for a work permit must be carried out
from the applicant’s home country rather than from within the
British Virgin Islands. Work permits may be issued within 12
weeks if all of the appropriate documentation is in order when it
is submitted to the Labour Department.

A person coming to the British Virgin Islands for the purpose of
employment must produce the following documents at the port of
entry:

* A letter issued to his or her prospective employer by the Labour
Department approving employment in the British Virgin Islands.
The possession of such a letter does not absolve the holder from
complying with visa or immigration requirements.

* A certificate of good health from the country where the appli-
cant lived prior to arrival.

* A Police Certificate of Character, issued by the police depart-
ment in the applicant’s country of residence for the six-month
period immediately prior to arrival in the British Virgin Islands.

Applicants wishing to establish businesses in the British Virgin
Islands must obtain trade licenses from the Chief Minister’s Office,
work permits from the Labour Department, documents required
for permanent residence and entry permits from the Immigration
Department.

F. Permanent Residence

Permanent residence visas are not granted in the British Virgin
Islands. Applicants for permanent residence must satisfy the same
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requirements at the port of entry as other visitors (see Section E).
If the requirements are satisfied, an initial admittance period of
one month is granted.

A person wishing to reside in the British Virgin Islands without
working must provide evidence to the Chief Immigration Officer
that he or she is of good character and has sufficient funds to sup-
port himself or herself and any dependants. This requirement
may be satisfied by producing bank statements, a statement of
pension entitlement or any other evidence that the applicant has
funds adequate for this purpose.

An application for permanent residence status must be submitted

to the Chief Immigration Officer of the Immigration Department

and must be supported by the following:

* Evidence that the applicant wishes to make the British Virgin
Islands his or her home;

* Evidence of financial support for the applicant and any depen-
dants;

* Evidence of marriage, if applicable;

 Evidence of birth;

* Photograph of applicant and any dependants;

* A certificate of good health from the country of embarkation; and

» Two copies of a Police Certificate of Character, one from the
applicant’s country of birth and one from his or her country of
residence prior to arrival.

G. Family and Personal Considerations

Marital Property Regime. No community property or other similar
marital property regime is in effect in the British Virgin Islands.

Drivers’ Permits. An expatriate cannot drive legally in the British
Virgin Islands using his or her home country’s driver’s license.
The British Virgin Islands does not have driver’s license reciproc-
ity with any other countries. A foreign national must obtain a tem-
porary three-month driver’s license from the Licensing and Traffic
Department. On expiration of the temporary driver’s license, the
applicant may apply for a permanent driver’s license by present-
ing his or her work permit, documents of residency or certificate
of land ownership.

BRUNEI DARUSSALAM
Country Code 673
BANDAR SERI BEGAWAN GMT +8
Ernst & Young Street Address:
Mail Address: 3rd Floor, Room 309A
P.0. Box 2162 Wisma Jaya
Bandar Seri Begawan BS 8674 Jalan Pemancha
Brunei Darussalam Bandar Seri Begawan BS 8811

Brunei Darussalam

Executive and Immigration Contact
Lim Teck Guan (2) 239-139
Fax: (2) 239-142
E-mail: Itg.ey @brunet.bn
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A. Income Tax
Individuals are exempt from income tax in Brunei Darussalam.

Individuals who are partners are not subject to tax on their appor-
tioned shares of partnership income.

B. Capital Gains
No capital gains tax is levied in Brunei Darussalam.

C. Estate Tax

All property, wherever situated, owned by persons domiciled in
Brunei Darussalam at the time of death is subject to estate tax
under the Stamp Act. Estate tax is also levied on all property sit-
uated in Brunei Darussalam that is owned by persons not domi-
ciled in Brunei Darussalam at the time of death.

The first B$2 million of the principal value of an estate is exempt
from estate tax. The excess is taxed at the rates set forth in the fol-
lowing table.

Principal Value (in excess of B$2 million)

Exceeding Not Exceeding Rate
BS BS %
0 3,000 0
3,000 5,000 1
5,000 10,000 2
10,000 25,000 3
25,000 50,000 4
50,000 100,000 5
100,000 150,000 6
150,000 200,000 7
200,000 300,000 8
300,000 400,000 9
400,000 500,000 10
500,000 750,000 11
750,000 1,000,000 12
1,000,000 1,250,000 13
1,250,000 1,500,000 14
1,500,000 2,000,000 15
2,000,000 3,000,000 16
3,000,000 5,000,000 17
5,000,000 7,500,000 18
7,500,000 10,000,000 19
10,000,000 — 20

D. Social Security
Brunei Darussalam does not impose social security taxes.

E. Double Tax Relief and Tax Treaties

Double tax relief is available for estate tax paid overseas on assets
that are also subject to estate tax in Brunei Darussalam. Brunei
Darussalam has entered into double tax treaties with China,
Indonesia, Laos, Singapore, the United Kingdom and Vietnam.

F. Visitor Visas

In general, visitors must obtain entry visas prior to their visits
to Brunei Darussalam. However, nationals of Austria, Belgium,
Cyprus, the Czech Republic, Denmark, Estonia, Finland, France,
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Germany, Greece, Hungary, Ireland, Italy, Korea (South), Latvia,
Lithuania, Luxembourg, Malaysia, Malta, the Netherlands, New
Zealand, Oman, Poland, Portugal, Singapore, the Slovak
Republic, Slovenia, Spain, Sweden, the United Arab Emirates
and the United Kingdom who have the right to reside in the
United Kingdom are exempt from the requirement to obtain visas
for visits not exceeding 30 days, and visitors from the United
States are exempt from the requirement to obtain visas for visits
not exceeding 90 days. Entry visas are also waived for visits of
14 days or less for nationals of Canada, Indonesia, Japan, Laos,
Liechtenstein, Maldives, Norway, Peru, the Philippines, Switzerland
and Thailand.

Visitors to Brunei Darussalam may not take up remunerated
employment during their stay in the country without the prior
approval from relevant authorities.

G. Work Visas and Self-Employment

Employers in Brunei Darussalam who wish to hire foreign work-
ers are allocated quotas that permit them to employ foreign
nationals. An applicant is advised to verify with his or her poten-
tial employer that an appropriate quota is available and is suitable
for the employment position and nationality of the applicant.

As in most countries, foreign workers may be employed in Brunei
Darussalam for positions that cannot first be satisfied by citizens
or permanent residents of the country. Therefore, employers may
sometimes be required to provide justification to support their
desire to hire foreign individuals by documenting their efforts to
first hire locals.

For health security reasons, all foreign individuals whose applica-
tions to work in Brunei Darussalam are approved must undergo
medical screening tests conducted by the Ministry of Health. This
screening is not required for their spouses and dependent children.

Employment Visas. To work in Brunei Darussalam, foreign nation-
als must obtain employment visas, which are usually granted for
an initial period of three months, and subsequently extended for
two-year periods, if certain requirements are met.

The following are the procedures to obtain an employment visa

in Brunei Darussalam:

* The employer must apply to the Department of Labor for a labor
quota. The application must state the employment position and
nationality of the prospective employee. It may take up to six
months for a quota approval letter to be issued.

» The employer must then enter into an employment contract
with the employee, which must be filed with the Department of
Labor. The employee may also be required to attend an interview.

» The employer must submit copies of the quota approval letter,
employment contract and employee’s passport to the Department
of Immigration, together with a security deposit to cover the
employee’s repatriation expenses. It usually requires from three
to four weeks for an employment visa to be issued.

* An employment visa is initially granted on a temporary basis,
usually for three months, during which the employee must under-
go medical tests. The employee must also obtain an identity
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card, normally renewable every two years, which is issued by
the Department of Immigration.

* On expiration of the initial temporary visa, if the results of the
medical tests are satisfactory, an employment visa valid for a
two-year period is normally granted.

The applicant may not undertake employment in Brunei Darus-
salam until the employment visa is granted. He or she is required
to be in the country when the application for an employment visa
is made with the Department of Immigration.

Self-Employment. Self-employed foreign nationals, who are pro-
fessionals, including doctors, dental surgeons, lawyers, accoun-
tants, architects and consulting engineers, may set up practices in
Brunei Darussalam. Before applying for an employment visa,
however, the professional must apply for a practicing license
from the relevant government ministry. Applications are consid-
ered on a case-by-case basis.

H. Permanent Residence Visas

Brunei Darussalam has a restrictive policy on granting visas to
foreign nationals wishing to take up permanent residence.
Applications are usually turned down unless the foreign individ-
ual has a business or is a professional, has sufficient assets in
Brunei Darussalam and has resided or been working in the coun-
try for at least 20 years, in which case the application may be
considered. A foreign individual married to a Brunei Darussalam
national may apply for a permanent residence visa under certain
conditions.

I. Family and Personal Considerations

Family Members. The spouse and dependent children of a foreign
national working in Brunei Darussalam generally are not permit-
ted to engage in any form of remunerated employment in Brunei
Darussalam. If they wish to work, they must qualify indepen-
dently for employment visas.

Student passes are required for dependent children and are pro-
cessed in Brunei Darussalam. The International School and
Jerudong International School, whose curricula are generally
based on the British system, are available for expatriate children.

Drivers’ Permits. Holders of a valid driving license obtained in
other countries are usually permitted to drive in Brunei Darus-
salam for a limited period.

A holder of a foreign driving license who wishes to obtain a
Brunei Darussalam license may apply to the Department of Land
Transport for exemption from having to take a full driving test.
Full or partial exemption may be granted, depending on how long
the applicant has had a valid license and on the country that
issued the applicant’s license.

If no license is held, a full driving test, which includes both written
and practical examinations, must be taken. Applicants are advised
to seek professional help from driving schools because the
administrative and application procedures may be complicated
and the waiting time for a driving test appointment may take up
to three months.
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Executive and Immigration Contacts
Evguenia Tzenova (2) 817-7100
Fax: (2) 817-7111
E-mail: evguenia.tzenova@bg.ey.com
Julian Mihov (2) 817-7100
Fax: (2) 817-7111
E-mail: julian.mihov@bg.ey.com

A. Income Tax

Who Is Liable. Resident and nonresident individuals employed by
a resident company are subject to tax on their employment income,
regardless of where the employment activity is performed. Income
derived from employment effectively performed in Bulgaria is
subject to Bulgarian withholding tax. Income derived by resi-
dents from employment with a foreign employer must be report-
ed on an annual tax return and is subject to personal income tax.
Residents are subject to income tax on their worldwide income.
Nonresidents are subject to tax on their Bulgarian-source income.

An individual, regardless of citizenship, who meets one of the fol-
lowing criteria is considered resident under the Personal Income
Tax Act:

* An individual who is a permanent resident of Bulgaria,

* An individual who spends in Bulgaria more than 183 days with-
in a 365-day period (considered resident for the calendar year
during which the stay exceeds 183 days); or

* An individual whose center of vital interests is located in
Bulgaria.

Income Subject to Tax

Employment Income. Tax on employment income is withheld by
the employer and is remitted to the state budget on a monthly
basis. Emoluments from employment include salary, bonuses,
benefits-in-kind and inflationary compensation. The following
items are exempt from tax:

* Travel and accommodation expenses related to business trips
that are covered by supporting documentation;

* The amount of per diems up to the double amount of the statu-
tory per diems, which vary depending on the country of the
business trip; and

* Certain social benefits provided by employers that are taxed at
the level of the employer.

Self-Employment and Business Income. Self-employment and
business income includes but is not limited to the following:
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* Income from activity as a sole trader or from a business con-
ducted through a permanent establishment;

« Rental income;

* Professional services income;

* A partner’s share of income in a partnership;

* Copyright royalties;

* Agricultural income;

« Forestry income; and

* Earnings from employment under a civil contract (for a specif-
ic task).

If the total of the above types of income exceed BGN 50,000,
they are subject to value-added tax (VAT) at a rate of 20%.

An advance personal income tax of 15% is payable for all of the
above types of income if the earnings from all sources exceed
BGN 7,200. The advance tax is payable on a quarterly basis for
the first three quarters.

Directors’ Fees. Directors’ fees are not subject to VAT because
they are not considered to be income from an independent eco-
nomic activity. An advance personal income tax of 15% is
payable for all of the above types of income if the earnings from
all sources exceed BGN 7,200. The advance tax is payable on a
quarterly basis for the first three quarters.

Investment Income. A 10% withholding tax is imposed on inter-
est income, royalties and real estate rental income paid to foreign
tax residents. Residents are subject to tax on these items in their
annual tax return. An advance tax payment of 15% is due on a
quarterly basis for the first three quarters if the income of all
sources exceeds BGN 7,200.

A 7% withholding tax is imposed on dividends and liquidation
quotas derived from Bulgarian sources that are paid to Bulgarian
and foreign tax residents. Tax treaties may provide for lower with-
holding tax rates for nonresident recipients. Such nonresidents are
entitled to refunds of all or part of the Bulgarian tax withheld. An
advance clearance procedure is required for the application of the
respective tax treaty if the income received is over BGN 50,000
per year. If the income received is less than BGN 50,000, the cer-
tificate for tax residency and the declaration for beneficiary of
income must be submitted to the payer of the income.

Exempt Income. Certain types of income are not subject to tax,
including scholarships, pensions from compulsory social securi-
ty, alimony and certain insurance proceeds.

Taxation of Employer-Provided Stock Options. Employer-provided
stock options are taxed when exercised as employment income.

Capital Gains

Real Estate. For Bulgarian and European Union (EU)/European
Economic Area (EEA) tax residents, gains derived from dispos-
als of an item of real estate are not taxable. In addition, gains
derived from disposals of two properties are not taxable if the
properties were held for more than five years. In all other cases,
capital gains on real estate are included in annual taxable income
and taxed at the ordinary progressive rates (see Rates below). For
non-EU/non-EEA tax residents, such capital gains are subject to
withholding tax at a rate of 10%.
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Securities. Capital gains derived by Bulgarian and EU/EEA tax
residents from disposals of securities through the Bulgarian stock
exchange are exempt from tax. EU/EEA tax residents must prove
their tax residency by submitting to the payer of the income a cer-
tificate issued by the relevant foreign tax administration. Gains
derived from disposals of other shares are subject to tax at the
ordinary progressive rates. Non-EU/non-EEA tax residents are
subject to 10% withholding tax unless an applicable double tax
treaty provides for more favorable taxation.

Deductions. Since 1 January 2005, tax relief for the upbringing
of minors is available. The relief is a deduction from the annual
tax base of one of the child’s parents. For 2007 the maximum
amount of the deduction is BGN 420 for one child, BGN 840 for
two children and BGN 1,260 for three or more children. The tax
relief may be claimed if certain conditions specified in the law
are satisfied.

Gifts and donations to Bulgarian charitable institutions, other
qualified entities or Bulgarian individuals are deductible up to
5% of annual taxable income. This percentage is increased to
50% for gifts and donations to a fund for children’s medical treat-
ment. Mandatory social security and health insurance contribu-
tions that are paid by individuals are fully deductible from tax-
able income. The total of the payments for voluntary pensions
and voluntary health and life insurance is deductible up to 10%
of taxable income.

Sole traders calculate their taxable income in accordance with the
corporate tax regime. As a result, business-related expenses are
deductible for tax purposes. Health insurance and social security
contributions are deductible. In general, losses incurred by sole
traders may be carried forward for five years but may not be car-
ried back.

Freelancers, as well as persons providing services under civil
contracts, may deduct between 35% and 70% of their income as
expenses without providing supporting documentation. Directors
may deduct an allowance of 10% of directors’ fees received with-
out providing documentation.

Rates. Effective from 1 January 2007, employees under labor
contracts are subject to tax at the following monthly rates.

Monthly Taxable Income Tax on Lower Rate on
Exceeding Not Exceeding Amount Excess
BGN BGN BGN %

0 200 0 0
200 250 0 20
250 600 10 22
600 — 87 24

The following are the annual tax rates for non-employment
income.

Annual Taxable Income Tax on Lower Rate on
Exceeding Not Exceeding Amount Excess
BGN BGN BGN %

0 2,400 0 0
2,400 3,000 0 20
3,000 7,200 120 22

7,200 — 1,044 24
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B. Inheritance and Gift Taxes

Inheritance tax is levied on all property located in Bulgaria and
is paid by the recipient. Property located outside Bulgaria and
owned by Bulgarian citizens is also subject to inheritance tax.
Spouses, ascendants and descendants are not subject to inheri-
tance tax. The following flat rates apply for determining the
inheritance tax for other heirs:

¢ For brothers, sisters and their children: 0.7% for an inheritance

share over BGN 250,000; and
« For other heirs: 5% for inheritance share over BGN 250,000.

Property acquired as a gift from a spouse or as a gift between
descendants is exempt from gift tax.

C. Social Security

Contributions. Different social security regimes apply to employ-
ees and self-employed individuals. Social security contributions
payable by self-employed individuals vary depending on the indi-
vidual’s activity. No distinction is made between residents and
nonresidents for social security purposes.

Labor is divided into three categories, depending on the charac-
teristics of the work performed. Professions involving harmful or
risky conditions are included in the first and second categories.
The rates effective from 1 January 2007 for social security con-
tributions payable by employers and employees with respect to
employees in the third labor category (that is, normal work con-
ditions) who work under employment contracts governed by the
Labor Code are set forth in the following table.
Employer’'s  Employee’s  Total
Share (%) Share (%) (%)
Social Security
Pension Fund
Individuals born before

31 December 1959 14.95 8.05 23

Individuals born on or

after 1 January 1960 11.7 6.3 18
Illness and Maternity Fund 2.275 1.225 3.5
Labor Accident and

Occupational Disease 0.4to 1.1 (a) 0 0.4
Fund to 1.1

Additional Mandatory
Social Insurance
Individuals born before

31 December 1959 0 0 0
Individuals born on or

after 1 January 1960 3.25 1.75 5
Unemployment Fund 1.95 1.05 3
Health Insurance 3.9 2.1 6
Guaranteed Receivables

for the Employees Fund (b) 0.5 0 0.5

(a) The percentage depends on the category of basic economic activities into
which the company falls.

(b) This fund guarantees an allowance that is distributed to employees in the event
of the bankruptcy of the employer.

Social security contributions are imposed on the gross monthly
remuneration (but not less than the minimum amount for the
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economic activity and the profession, as stated in the Social
Security Budget Law for the respective year), up to a maximum
monthly remuneration amount of BGN 1,400.

Coverage. Employees working in Bulgaria under an employment
contract are covered under all of the social security funds, as well
as the pension fund. Foreign nationals working under manage-
ment contracts and foreign employees who work in Bulgaria are
subject to social security under the same procedures as those
applicable to Bulgarian employees.

Sole traders, partners in business partnerships and freelancers
secure themselves by paying contributions on a chosen level of
monthly income of at least BGN 220, but not exceeding BGN
1,400. For these individuals, the annual amount of social securi-
ty and health insurance contributions is recalculated at the end of
the year based on actual income according to the taxpayer’s tax
return, up to a maximum of BGN 16,800. The rate of the contri-
bution is 29% or 32.5%, depending on the scope of coverage
desired.

D. Tax Filing and Payment Procedures

Tax returns must be filed with the affiliates of the National
Revenue Agency by 30 April following the year-end. Individuals
may make corrections to their tax returns until the deadline for
filing of the tax return. If they make such corrections, interest is
not due. The corrections are made through the filing of a new tax
return.

Entities must withhold the tax on remuneration from salaries and
other compensation paid and remit the amount to the tax author-
ities. The employer acts as a tax collector and can be penalized
for erroneous calculations and withholdings of tax.

E. Double Tax Treaties

Bulgaria’s recently concluded double tax treaties closely follow
the Organization for Economic Cooperation and Development
(OECD) treaty model. Bulgaria has entered into double tax
treaties with the following countries.

Albania Ireland Romania
Armenia Israel Russian Federation
Austria Italy Singapore
Belarus Japan Slovak Republic
Belgium Kazakhstan Slovenia

Canada Kuwait South Africa
China Latvia South Korea
Croatia Lebanon Spain

Cyprus Lithuania Sweden

Czech Republic Luxembourg Switzerland
Denmark Macedonia Syria

Finland Malta Thailand

France Moldova Turkey

Georgia Mongolia Ukraine
Germany Morocco United Kingdom
Greece Netherlands Uzbekistan
Hungary Norway Vietnam

India Poland Yugoslavia

Indonesia Portugal Zimbabwe
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F. Entry and Visa Requirements

EU Nationals, Citizens of EEA Members States and Citizens of
Switzerland. Following Bulgaria’s accession to the EU, EU
nationals, as well as citizens of EEA member states and
Switzerland, are no longer considered foreigners in Bulgaria for
immigration purposes. Under the new regime, such individuals
may enter Bulgaria based on a valid identification card or inter-
national passport and reside freely in Bulgaria for a period of up
to 90 days.

Other Nationals. Foreign nationals not described in the preceding
section may enter Bulgaria based on an international passport
and, if required, an entry visa.

Staying in Bulgaria. Foreigners may stay in Bulgaria based on the

following:

e A visa;

* The provisions of Regulation 539/2001 of the European
Council, international agreements providing for no-visa or
released-visa regimes or internal acts of the Bulgarian Council
of Ministers; or

* Permits from the offices of foreigners’ administrative control,
such as temporary and permanent residence permits.

Visas. Visas are issued by the Bulgarian diplomatic and consular
offices abroad, or, in the case of emergency, at the border. For
nationals of certain countries or in cases of national interest,
single-entry visas can be issued at the border checkpoints on the
date of submission of the required documentation.

The visa type and duration depend on the following:

* The purpose of the visit in Bulgaria;

» The number of entries allowed (for example, single entry, dou-
ble entry, or multiple entry);

* The term of validity; and

* The place of issuance.

The types of visa include the following:

* Visa for air transit: this visa allows a foreign national to stay
temporarily at an airport in Bulgaria, but the national may not
leave the transit hall for international flights.

* Visa for transit passage: this visa entitles a foreign national one,
two and, in certain cases, more transit passages, each with a
term of up to 36 hours. The visa is valid for a period of 12
months.
Short-term visa (Visa “C”): this visa allows single or multiple-
entry into Bulgaria for a total stay of up to 90 days during a 6-
month period beginning from the date of first entry. Depending
on the purpose of the visit, a short-term visa can be a business-
trip visa, or tourist (general) visa. A short-term, multiple-entry
visa can be issued for a term of up to one year and, for excep-
tional cases, a term of five years.

Group visa: this visa is issued to a group of foreign nationals

traveling with a group passport or other document for group

travel.

Long-term visa (Visa “D”): This visa is issued to foreigners

intending to stay continuously or permanently in Bulgaria. It

entitles the foreign national to reside in the country for up to

180 days in a 6-month period. The “D” visa allows multiple
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entries into Bulgaria. In exceptional cases, such as scientific
research and student educational programs for up to one year, a
“D” visa can be issued, entitling for a stay of up to 360 days.

Nationals of the following countries may stay up to 90 calendar
days in Bulgaria without a visa within a 6-month period begin-
ning on the date of the first visit to Bulgaria.

Andorra Guatemala Panama
Argentina Honduras Paraguay
Australia Israel Puerto Rico
Brazil Japan San Marino
Brunei Darussalam Korea Singapore
Canada Laos United States
Chile Malaysia Uruguay
Costa Rica Mexico Vatican City
Croatia New Zealand Venezuela

El Salvador Nicaragua

Members of most diplomatic or consular missions and public
officials may stay in Bulgaria without a visa.

G. Residence Permits

EU Nationals. Residence permits are issued to EU nationals who
intend to reside in Bulgaria for longer than 90 days. Temporary
and permanent residence permits may be issued.

A temporary residence permit is issued for a term of up to five

years if the EU national meets one of the following requirements:

* He or she is an employee or is self-employed in Bulgaria;

* He or she possesses sufficient funds to support himself or her-
self and his or her family in Bulgaria; or

* He or she is pursuing a degree in a Bulgarian educational
institution.

The residence permit is issued within a day following the sub-
mission of the relevant documents.

Family members of EU nationals, who are not citizens of an EU
member state, may enter Bulgaria with an international passport
and, if required, a visa. They can apply for a temporary residence
permit on the grounds of their family relationship with an EU
national. The residence permit is issued within three months after
the submission of the relevant documents.

EU nationals and members of their families can apply for per-
manent residence permits if they have resided legally for longer
than five years in Bulgaria and if they have been employed or
self-employed in Bulgaria for more than three years. Members of
the families can apply for a permanent residence permit if they
have resided continuously in Bulgaria for a period longer than
five years together with an EU national.

The permanent residence permit is issued within one month after
the submission of the relevant documents. The term of the per-
manent residence permit is indefinite.

The above rules also apply to EEA and Swiss nationals.

Non-EU Nationals. Residence permits are issued to non-EU nation-
als intending to reside in Bulgaria for more than 90 days within a
12-month period.
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Temporary residence permits are issued for a stay of up to one
year. Permanent residence permits are issued for an indefinite
period.

Foreign nationals may reside temporarily in Bulgaria if they meet

any of the following conditions:

» They work under an employment agreement and have obtained
a work permit;

* They are managers of Bulgarian representative offices of for-
eign companies or managing directors of Bulgarian branches of
foreign companies, and the enterprises are registered with the
Bulgarian Chamber of Commerce and Industry;

¢ They perform commercial activities in Bulgaria, which result in
the opening of more than 10 workplaces for Bulgarian citizens
(this requirement does not apply to EU and EEA citizens);

¢ They are admitted for studying in licensed institutions;

* They are foreign specialists residing in Bulgaria under an inter-
national agreement;

* They are members of the family of or the financially secure
parents of a foreigner who has obtained a long-term residence
permit or are members of the family of a Bulgarian citizen; or

» They work as freelancers or they engage in nonprofit activities
or other specified activities.

An expatriate must apply for a residence permit within one
month after entering Bulgaria and present to the immigration
authorities one of the following documents:

* A work permit;

* Documents evidencing permission for the execution of a free-
lance activity and the availability of sufficient funds to support
such activity; or

* Certificate of admission from the relevant educational institution.

The residence permit is issued within four months and for a term
of up to five years. Family members can also apply for a resi-
dence permit if the family has been brought from another EU
member state.

Permission for a permanent stay is granted to foreign nationals
that have a substantial link to Bulgaria. For example, they have
resided in Bulgaria in the preceding five years, they have been
married to a Bulgarian national for more than five years, they are
of Bulgarian origin, or they have a large investment in the country.

Foreigners who entered Bulgaria under a certain ground cannot
extend their stay on different grounds, except when required by
the national interest or extraordinary circumstances.

Procedure. The Migration Directorate of the Ministry of Internal
Affairs issues residence permits after the filing of an application
by the foreigner, supported by required documents. In general,
foreign nationals must provide documentation establishing the
grounds on which their stay in Bulgaria is based, such as a work
permit, Visa “D” or documents evidencing the performance of
commercial activity in the country. In addition, they must prove
that they have accommodations in Bulgaria and sufficient funds
for the duration of their stay in Bulgaria. The directorate makes a
decision on the application or requests additional documents
within seven days of the application.
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Fees. A fee of BGN 500 (approximately €255) is payable for a
residence permit of up to one calendar year. The fee is BGN 200
(approximately €100) for a residence permit of up to six months.

Residence permits can be issued to foreigners who have already
obtained a residence permit in another EU member state and are
employed or self-employed in Bulgaria or wish to pursue a
degree from a Bulgarian educational institution.

H. Work Permits and Self-Employment

EU Nationals. EU nationals and members of their families do not
need to obtain a work permit to work under an employment
agreement in Bulgaria.

Non-EU Nationals. Non EU nationals intending to work in

Bulgaria must obtain a work permit issued by the Bulgarian

Employment Agency if either of the following applies:

 They will work as employees for a Bulgarian enterprise; or

» With respect to a secondment by a foreign company, they will
work under an intercompany arrangement for the performance
of services.

A work permit must be obtained before an individual enters
Bulgaria because it serves as the ground for the issuance of a visa
or a long-term residence permit.

The following individuals are not required to obtain work permits:

* Foreign nationals allowed permanent residence in Bulgaria;

* Representatives (for example, managers) and members of col-
lective managing bodies (for example, board of directors and
managing board) of Bulgarian corporate entities (these foreign
nationals receive residence permits on the grounds of the per-
formance of commercial activities in Bulgaria), except for
employees working under local employment agreements;

« Foreign nationals hired or transferred for work in Bulgaria on
the grounds of an international agreement to which Bulgaria is
party, which explicitly provides for a release from the work per-
mit requirement;

* Foreign nationals who are sent for work in Bulgaria on the
grounds of bilateral agreements entered into by Bulgaria, which
provide explicit relief from the work permit requirement, or
under programs for humanitarian, financial, expert and other
aid to Bulgaria; and

» Heads of representative offices of foreign entities registered
with the Bulgarian Chamber of Commerce and Industry.

Requirements. Work permits are issued to foreign nationals of
special education and skills and professional experience, corre-
sponding to the position to be taken in the Bulgarian hosting
company or to the activities to be performed. In general, the
Bulgarian employer must be ready to prove that no Bulgarian
national or permanent resident is suitable for the respective posi-
tion. This requirement does not apply to certain individuals,
including persons holding key positions in foreign-owned entities
or branches of foreign companies, and to employees of foreign
companies who specialize in the installation, putting into operation
and repair of foreign equipment.
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In addition to the above conditions, a work permit is issued only
if the overall number of foreign nationals employed by the Bul-
garian company does not exceed 10% of the average number of
Bulgarian nationals or permanent Bulgarian residents employed
by the company.

Term. A work permit is granted for the period of the employment
relation but for not more than 365 days from the date of issuance.
Two consecutive extensions (resulting in an overall term of three
years) are possible if the employment relation or secondment has
not been interrupted. As an exception, if specific conditions are
satisfied, an extension beyond an overall term of three years is
allowed.

Procedure. The Bulgarian employer or hosting company (in the
case of a secondment) is responsible for the procedure for the
issuance of a work permit, such as the submission of the docu-
ments and the payment of fees. The documents are submitted to the
Labor Bureau (a local division of the National Employment
Agency), which verifies their completeness. The documentation
is then forwarded ex officio (through official mail or correspon-
dence) to the National Employment Agency, which issues a reso-
lution. The procedure takes approximately 30 calendar days.

Fees. A fee of BGN 600 (approximately, €300) must be paid after
the National Employment Agency decides on the issuance of a
work permit.

Freelancers. Foreign nationals intending to perform activities as

freelancers in Bulgaria must apply for a permit before entering

the country. A set of documents must be submitted, including the

following:

* A detailed plan for the activity;

* Documents evidencing the education for the relevant activity,
acknowledged in Bulgaria; and

* A document evidencing that the individual has the necessary
funds to begin the activity.

The above documents are submitted to the Bulgarian embassy or
consular office. They are then sent ex officio to the Bulgarian
National Employment Office, which must decide on the issuance
of a work permit not later than one month after receiving the doc-
uments. A notification is communicated to the foreign national
through the Bulgarian embassy or consular office. Permits to
freelancers are issued for a term of one calendar year and can be
renewed without limitation.

I. Family and Personal Considerations

Family Members. The dependants of working expatriates must
apply independently for their own work permits if they wish to
take up employment in Bulgaria. Family members must have sep-
arate stay permits to reside in Bulgaria with the expatriates.

Marital Property Regime. The mandatory marital property regime
in Bulgaria is community property. In general, all property
acquired during marriage, except by gift or inheritance, is com-
munity property. The regime applies to heterosexual couples
married under Bulgarian law. Foreign spouses who are citizens of
the same country and who establish marital domicile in Bulgaria
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are not covered by the regime. However, if one of the spouses is
Bulgarian, the couple is covered by the regime if their marital
domicile is in Bulgaria. No formal procedure exists for establish-
ing a marital domicile in Bulgaria.

Parliament is currently considering legislation that would allow
couples to opt out of the community property regime by contract.

Forced Heirship. Bulgarian succession legislation provides for a
“reserved part right” that entitles close relatives (surviving
spouse, descendants and parents) to inherit a reserved part of an
estate, regardless of the provisions of any will. The rules apply to
the estate of a Bulgarian citizen or to property located in Bulgaria.
The law of the country of citizenship applies to the estates of
expatriates who die in Bulgaria.

Drivers’ Permits. Foreign nationals who have valid international
or national drivers’ licenses, issued according to the Vienna Con-
vention for Traffic Rules of 1968, may drive legally in Bulgaria.
A driver’s license that is not issued in compliance with the above
convention is also valid if the foreign national carries an official,
legalized translation of the document while driving in Bulgaria.

A foreign national’s driver’s license may be exchanged for a
Bulgarian driver’s license after submitting the following docu-
ments together with the license issued abroad:

* Application form;

* Photograph of the applicant;

» Medical and psychological certificates; and

* Document of education.

CAMEROON

Please direct all inquiries regarding Cameroon to Joseph Pagop Noupoué
of the Paris office (telephone: [33] (1) 46-93-78-36; fax: [33] (1) 568-47-64-31;
e-mail: joseph.pagop.noupoue@ey-avocats.com).

A. Income Tax

Who Is Liable. Individuals who have their tax domicile located in
Cameroon are subject to personal income tax on their worldwide
income. Persons who have their tax domicile located outside
Cameroon are subject to personal income tax only on their in-
come derived from Cameroon. Cameroonian and foreign nation-
als who earn income or profits taxable in Cameroon under the
terms of an international convention to avoid double taxation are
also subject to personal income tax, regardless of whether their
tax domicile is located in Cameroon.

An individual is considered to have his or her tax domicile located

in Cameroon if he or she meets one of the following conditions:

* He or she has a home or a principal place of residence in
Cameroon and lives at least 183 days in Cameroon during the
tax year;,

* He or she is engaged in a salaried or nonsalaried activity in
Cameroon, except when this activity is an accessory activity;

* He or she maintains a “center of interests or business” in
Cameroon; or
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* He or she is a civil servant or state employee working in a for-
eign country and is exempt from tax in the foreign country.

Income Subject to Tax. For personal income tax purposes, taxable
income consists of total net income from all categories earned by
the taxpayer within the tax year, plus the profit from any gainful
transactions engaged in by the taxpayer, less an abatement of
FCFA 500,000.

Employment Income. For purposes of the personal income tax,
employment income includes all cash and noncash remuneration
and allowances. Benefits in kind are valued according to the fol-
lowing fixed percentages of gross remuneration received.

Benefit in Kind Rate
Housing 15%
Automobile 10% for each
Domestic servant 5% for each
Electricity 4%
Water 2%
Food 10%

Allowances covering professional expenses and family-related
allowances and benefits are specifically exempt. The tax base
for employment income consists of gross remuneration and ben-
efits after the 30% deduction for professional expenses (see
Deductions).

In addition to the personal income tax, Crédit Foncier and FNE
taxes are levied on employment income. The tax base for purpos-
es of these taxes is the same as the tax base for personal income
tax, except that the 30% deduction may not be claimed.

Self-Employment and Business Income. Self-employed individu-
als are subject to personal income tax on profits derived from
activities in Cameroon. Profits are categorized into the type of
activity from which they are derived—commercial, professional
and agricultural—and taxable income realized from each activity
is calculated separately. Total net income from all categories is
then subject to personal income tax under the rules applicable to
employed individuals.

Taxable income derived from commercial activities and handi-
crafts depends on the tax regime of the taxpayer. Self-employed
individuals with an annual turnover, exclusive of tax, of FCFA 15
million to FCFA 50 million are subject to the basic tax system.
Taxable profit assessed under the basic tax system is determined
based on the taxpayer’s statement of accounts.

In the absence of a return or accounts, the taxable income is
determined by applying to turnover a percentage of profit mar-
gin, which is fixed by a decree issued by the tax authorities. The
following are the rates of the profit margins.

Types of Self-Employed Individuals Profit Rate (%)
Non-importer traders, farmers and fishermen 7.5
Importer traders, producers and service providers 20
Craftsmen 15

Self-employed individuals engaged in commercial activities or
handicrafts with annual turnover, exclusive of tax, exceeding



136 CAMEROON

FCFA 50 million, but not exceeding FCFA 100 million are subject
to the simplified tax system. Their taxable income is the differ-
ence between revenue and expenses required for operations.

Self-employed individuals engaged in commercial activities or
handicrafts with annual turnover exceeding FCFA 100 million
are subject to the actual earnings tax system, and their tax is cal-
culated in the same manner as company tax.

Except for individuals engaged in the liberal professions who are
also subject to the actual earnings tax system, taxable income
derived from professional activities is the difference between
income received and expenses paid during the tax year and is
computed on a cash basis.

Profits from agricultural activities of farmers, tenant farmers and
sharecroppers are included in taxable income. In general, taxable
income is determined in the same manner as income derived
from commercial activities.

Investment Income. Investment income is subject to withholding
tax at a rate of 16.5%, which includes a 10% local surtax. Special
rules apply to capital gains (see Capital Gains).

The following types of interest income are exempt from personal

income tax:

* Interest accruing on savings accounts containing deposits of not
more than FCFA10 million;

* Interest on savings accounts for housing purposes;

* Interest on home loan accounts; and

« Interest on cash notes.

Income derived from the rental of real property is subject to a 5%
withholding tax if the rent is paid by government bodies and pub-
lic establishments, corporate bodies or self-employed individuals
assessed under the actual earnings or simplified systems. Rent
paid to enterprises assessed under the actual earnings system is
not subject to this withholding tax.

Directors’ Fees. Directors’ fees are treated as dividend income,
not as employment income. They are subject to withholding tax
at a rate of 16.5%. The tax must be withheld by the payer company
and remitted to the Treasury within 15 days after the payment.

Capital Gains. Capital gains derived from the sale of real property
by individuals are subject to personal income tax at a flat rate of
10%, which is withheld by the notary in charge of executing the
deed of conveyance.

Gains derived from the sale of shares are subject to personal in-
come tax as income from securities at a rate of 10% if the total
amount of the gains exceeds FCFA 500,000. Otherwise, the cap-
ital gains are exempt from tax.

The tax on capital gains derived from the transfer of certain fixed
assets may be deferred if the gains are reinvested.
Deductions

Employment Deductions. The following expenses are deductible
in determining employment income:



CAMEROON 137

* An amount equal to 30% of the gross remuneration and bene-
fits received; and
* Pension plan contributions.

Business Deductions. Deductible expenses for commercial, pro-
fessional and agricultural activities are similar. They include the
following items:

 Costs of materials and inventories;

« All expenses incurred to conduct the activity (including per-
sonnel expenses, certain taxes, rental and leasing expenses, and
finance charges);

* Depreciation expenses; and

* Provisions for losses and expenses.

Rates. The following are the personal income tax rates.

Taxable Income

Exceeding Not Exceeding Rate
FCFA FCFA %
0 2,000,000 10
2,000,000 3,000,000 15
3,000,000 5,000,000 25
5,000,000 — 35

A 10% surtax, known as council tax, is levied on the amount of
personal income tax.

Contributions to Crédit Foncier are withheld from employment
income at a rate of 1.5%, and contributions to FNE are withheld
from employment income at a rate of 1%.

Nonresident individuals normally are taxed on Cameroon-source
income only; tax is generally withheld from payments. The applic-
able rates depend on the nature of the payments, as shown in the
following table.

Type of Payments Rate
Employment income and income Ordinary rates of
from commercial activities carried personal income tax
out in Cameroon

Dividends, interest and directors’ fees 16.5% (includes

10% surtax)
Royalties and fees for technical services
and professional activities 15%

B. Inheritance and Gift Taxes

For deceased Cameroon residents, estate tax is levied on world-
wide personal property, real estate situated in Cameroon and in-
tangible property located outside Cameroon. For nonresidents,
only personal property and real estate located in Cameroon are
subject to estate tax.

The rates of estate tax vary from 0% to 10%, depending on the
value of the net assets. The tax may be reduced, depending on the
relationship between the recipient and the deceased.

All deeds that transfer real estate or business assets located in
Cameroon, and all gift deeds executed in Cameroon, are subject
to gift tax. The rates range from 5% to 20%, depending on the
relationship between the recipient and the donor.
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C. Social Security

Social security contributions are calculated at the following rates
on the basis of remuneration paid, including benefits in kind.
Contributions of employees are withheld monthly by the employer.

Description Rate (%)
Family allowances, paid by the employer
on salary up to CFA 3.6 million a year 7.0

Retirement pension on salary up to
CFA 3.6 million a year; paid by
Employer 42
Employees 2.8
Industrial accidents, varies depending
on the employees’ activities; paid by
the employer 1.75t0 5.0

Cameroon has concluded a social security totalization agreement
with France to eliminate double taxation.

D. Tax Filing and Payment Procedures
The tax year is the calendar year.

Individuals are required to file an annual tax return by 15 March
of the year following the tax year if they earned income other
than salaries and income from securities. Otherwise, they are not
required to file a tax return.

Personal income tax on employment income must be withheld
monthly by employers in accordance with a scale established by
the tax administration and paid to the Treasury by the 15th day of
the following month. Personal income tax on income from secu-
rities is withheld at source.

An individual must pay personal income tax for commercial,
handicraft, professional, and agricultural activities to the tax
office in accordance with the tax system applicable to the indi-
vidual (see Section A). Individuals subject to the basic taxation
system must pay an installment of 1.1% of their turnover for each
quarter by 15 April, 15 July, 15 October and 15 January. Individ-
uals subject to the simplified and actual earning systems must
pay their installments by the 15th day of the following month. The
balance of the tax must be paid in a single payment by 15 March
of the year following the tax year.

E. Double Tax Relief and Tax Treaties

In general, no credit for foreign taxes is available in the absence
of a treaty. Cameroon has entered into double tax treaties with
Canada, France and Tunsia. It has also entered into the Central
African Economic and Customs Union (UDEAC) treaty, along
with the Central African Republic, Chad, Congo, Equatorial
Guinea and Gabon.

A foreign tax credit equal to the tax paid in the other treaty coun-

try is generally available. The UDEAC treaty provides the follow-

ing relief:

» Commercial profits are taxable in the treaty country where a
foreign firm performs its activities through a permanent estab-
lishment;



CAMEROON 139

* Dividends are taxable in the country of source, but interest and
royalties are taxable in the beneficiary’s country of residence;
and

» Employment income is taxed in the treaty country where the
activity is performed.

Under the treaties with Canada and France, withholding taxes may
be levied on interest and royalties in addition to income taxes in
the beneficiary’s country. The rates of withholding are generally
reduced, however, and the withholding tax may be offset against
the tax payable in the beneficiary’s country of residence.

F. Temporary Entry Visas

All foreign nationals wishing to enter Cameroon must have pass-
ports or other valid travel documents to obtain entry visas. When
applying for a temporary entry visa, an individual must present a
valid passport, a certificate of accommodation and payment of
CFA 60,000. Cameroon does not have a specific quota system for
the issuance of visas. Several types of temporary entry visas are
described in the following paragraphs.

Tourist visas are granted to foreign nationals who intend to travel
in Cameroon. They are issued by diplomatic embassies or Camer-
oon consulates abroad. Tourist visas are valid for three months,
are not renewable and permit an unlimited number of entries into
the country.

Business visas are granted to foreign nationals coming to Cam-
eroon to take up technical, industrial or commercial positions.
They are valid for one year, are nonrenewable and permit multi-
ple entries into the country.

Student visas are issued to foreign nationals coming to Cameroon
to pursue studies. They are valid for six months. Students must
obtain sojourn permits valid for the length of stay (see Section H).

Temporary visas are granted to foreign nationals coming to Cam-
eroon for all other purposes (for example, for family visits). They
are valid for three months, are nonrenewable and permit an un-
limited number of entries into the country.

Transit visas are issued to foreign nationals passing through the
country en route to other destinations. They are valid for 15 days.

G. Work Permits and Self-Employment

Work permits are valid for two years and are renewable for an
unlimited number of times; the renewed permit is valid for two
years. Expatriates may obtain work permits in Cameroon.

Following the submission of the necessary documentation, work
permits are processed in approximately six to eight weeks.

A foreign national may be self-employed if he or she obtains a res-
idence permit. No minimum amount of capital is necessary to be
self-employed.

H. Sojourn and Residence Permits

In general, foreign nationals must obtain sojourn permits to obtain
residence status. These are valid for two years and are renewable
for an unlimited period. In certain cases, foreign nationals with-
out working papers may obtain sojourn permits. It is possible to
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obtain a temporary visa or a business visa by having a sojourn
permit authorized in Cameroon.

Foreign nationals wishing to work in Cameroon must obtain res-
idence permits, which, unlike sojourn permits, always include
work permits. Residence permits are valid for 10 years and are
renewable for unlimited periods.

To receive a residence permit, foreign nationals must present a
valid passport and an international certificate of vaccination at the
port of entry.

In certain cases, one or more copies of the following items and

information must also be presented at the port of entry to receive

a residence permit:

* The work contract;

« Authorization of entry and stay delivered by the delegated gen-
eral of national security;

* Date of commencement of the stay;

* Sojourn permit issued by a delegated general of national security;

* A ministerial agreement; and

* Proof of intention to repatriate.

I. Family and Personal Considerations

Family Members. Under Cameroon law, the working spouses of
expatriates are not obligated to have entry visas. Generally, it is
advised that spouses wishing to work file jointly with the expa-
triates for work permits.

Independent children of foreign nationals should obtain personal
sojourn permits; dependent children residing with their parents in
Cameroon must obtain authorized entry visas.

Marital Property Regime. Cameroon’s elective community property
regime applies only to Cameroonian nationals. Non-Cameroonian
nationals who are married in Cameroon or who establish a mari-
tal domicile in Cameroon are not subject to Cameroon’s marital
property regime.

Forced Heirship. Forced heirship rules in Cameroon apply only to
Cameroonian nationals.

Drivers’ Permits. Foreign nationals may drive legally in Cameroon
if they exchange their home country drivers’ licenses for Camer-
oon licenses. No examinations are required to exchange the home
country driver’s license.

In the absence of a home country driver’s license, a foreign nation-
al may obtain a Cameroon driver’s license by filing an applica-
tion with the Ministry of Transport, taking a written examination
and taking a practical driving test.

CANADA
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Ernst & Young

Ernst & Young Tower
Toronto-Dominion Centre
222 Bay Street

P.0. Box 251

Toronto, Ontario M5K 1J7
Canada

Address for Inmigration Contacts:
Egan LLP

Ernst & Young Tower
Toronto-Dominion Centre

222 Bay Street

P.0. Box 197

Toronto, Ontario M5K 1H6

Canada

Executive Contacts
James P Egan (416) 943-2533
Fax: (416) 943-2735
E-mail: james.p.egan@ca.ey.com
Kerry Gray (416) 943-3146
Fax: (416) 943-2201
E-mail: kerry.gray @ca.ey.com
Dina Papadopoulos (416) 943-3314
Fax: (416) 943-3778
E-mail: dina.papadopoulos@ca.ey.com
Jo-Anne VanStrien (416) 943-3192
Fax: (416) 943-2201
E-mail: jo-anne.vanstrien@ca.ey.com

Immigration Contacts
James P Egan (416) 943-2533
Fax: (416) 943-2735
E-mail: james.p.egan@ca.ey.com
George Reis (416) 943-2535
Fax: (416) 943-2735
E-mail: george.reis@ca.ey.com

International High Net Worth Contacts
Kerry Gray (416) 943-3146
Fax: (416) 943-2201
E-mail: kerry.gray @ca.ey.com
Pearl Schusheim (416) 943-2250
Fax: (416) 943-3445
E-mail: pearl.schusheim@ca.ey.com

MONTREAL, QUEBEC GMT -5

Ernst & Young

800 René-Lévesque Blvd. West
Suite 1900

Montreal, Quebec H3B 1X9
Canada

Executive Contacts
Myriam Pairault (514) 879-2611
Fax: (514) 879-2600
E-mail: myriam.pairault@ca.ey.com
Emilio Vettese (514) 879-6590
Fax: (514) 879-2600
E-mail: emilio.vettese @ca.ey.com

International High Net Worth Contact
Catherine Collard (514) 874-4373
Fax: (514) 871-8713
E-mail: catherine.j.collard@ca.ey.com
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Ernst & Young

Ernst & Young Tower

1000, 440-2nd Avenue S.W.
Calgary, Alberta T2P 5E9
Canada

Executive Contacts
Mary-Lynn Desmeules (403) 206-5379
Fax: (403) 290-4265
E-mail: mary-lynn.desmeules@ca.ey.com
Brenna Wathke (403) 206-5191
Fax: (403) 290-4265
E-mail: brenna.m.wathke @ca.ey.com

Immigration Contact
Jonathan Leebosh (416) 943-3560
(resident in Toronto) Fax: (416) 943-2735
E-mail: jonathan.leebosh@ca.ey.com

OTTAWA, ONTARIO GMT -5

Ernst & Young

100 Queen Street

Suite 1600

Ottawa, Ontario K1P 1k1
Canada

Executive Contacts
Michael Hayward (613) 598-4871
Fax: (613) 232-5324
E-mail: michael.rhayward@ca.ey.com
Mike Murphy (613) 598-4310
Fax: (613) 232-5324
E-mail: mike.p.murphy@ca.ey.com

KITCHENER, ONTARIO GMT -5

Ernst & Young

515 Riverbend Drive
Kitchener, Ontario N2K 3S3
Canada

Executive Contacts
Kathryn Bruce (519) 571-3347
Fax: (519) 744-9604
E-mail: kathryn.a.bruce@ca.ey.com
Jennifer Horner (519) 571-3320
Fax: (519) 744-9604
E-mail: jennifer.s.horner@ca.ey.com

LONDON, ONTARIO GMT -5

Ernst & Young

One London Place

255 Queens Avenue
Suite 1700

P.0. Box 5332

London, Ontario N6A 587
Canada

International High Net Worth Contact
Garth Howes (519) 646-5504
Fax: (519) 438-5785
E-mail: garth.g.howes@ca.ey.com
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VANCOUVER, BRITISH COLUMBIA GMT -8

Ernst & Young

Pacific Centre

700 West Georgia Street

P.0.Box 10101

Vancouver, British Columbia V7Y 1C7
Canada

Executive Contact
Bruce Sprague (604) 891-8415
Fax: (604) 643-5422
E-mail: bruce.f.sprague@ca.ey.com

International High Net Worth Contacts
Elise Rees (604) 643-5420
Fax: (604) 643-5422
E-mail: elise.rees@ca.ey.com
Irene Jacob (604) 891-8258
Fax: (604) 643-5422
E-mail: irene.j.jacob@ca.ey.com

The tax rates and other information for 2007 provided in this chapter are
based on known and proposed rates as of 31 December 2006.

A. Income Tax

Who Is Liable. The major determinant of Canadian income tax lia-
bility is an individual’s residence status. An individual resident in
Canada is taxable on worldwide income. Nonresidents are taxed
on Canadian-source income only.

The tax statutes do not contain a specific definition of “resi-
dence.” Accordingly, the residence of an individual is determined
by such matters as the location of dwelling places, spouse, depen-
dants and personal property; economic interests; and social ties.
However, a nonresident individual who stays temporarily in
Canada for 183 days or longer in a calendar year is deemed to be
a resident of Canada for the entire year, unless he or she is deter-
mined to have nonresident status under a tax treaty. This provi-
sion applies only to an individual who would otherwise be con-
sidered a nonresident, and not to an individual who purposely
takes up residence in Canada or to an existing resident who ceas-
es to be a resident after moving away from Canada. These latter
individuals may be treated as part-year residents.

In certain situations, an individual may move from Canada to
another country and retain enough ties to continue to be consid-
ered a Canadian resident for domestic tax purposes. At the same
time, this individual may be considered a nonresident of Canada
for tax treaty purposes. Individuals who become treaty nonresi-
dents of Canada after 24 February 1998 are deemed to be non-
resident in Canada for domestic tax purposes as well.

In the year that an individual becomes a Canadian resident, that
individual is considered a part-year resident, and is subject to tax
in Canada on worldwide income for the portion of the year he or
she is resident in Canada. A part-year resident is also subject to
Canadian tax on any Canadian-source income received during
the nonresidency period.
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Income Subject to Tax. The taxation of various types of income is
discussed below. For a table outlining the taxability of income
items, see Appendix 1.

Employment Income. Income from employment includes salaries,
wages, directors’ fees and most benefits received from employment.
Some examples of taxable benefits are low-interest loans, the use of
company-owned automobiles, subsidized or free personal living
expenses and stock-option benefits (see Taxation of Employer-
Provided Stock Options). Among the few nontaxable benefits are
employers’ contributions to certain employer-sponsored retirement
savings plans, including registered Canadian pension plans and
deferred profit-sharing plans.

Reasonable education allowances provided by an employer to its
employee with respect to the employee’s children who live away
from home to attend school on a full-time basis are not taxable
for income and social security tax purposes if a school suitable
for the child, offering instruction primarily in the official lan-
guage of Canada primarily used by the employee, is not available
in the location where the employee is required to live as a result
of his or her employment. The school must be the closest one
with the following attributes: suitable boarding facilities; and the
language primarily used for instruction is an official language of
Canada and the language primarily used by the employee.

A Salary Deferral Arrangement (SDA) includes most situations in
which the following two circumstances exist: an employee has the
right to receive an amount after the end of the year instead of
salaries or wages for that year or a prior year; and one of the prin-
cipal purposes of the arrangement is to postpone the payment of
Canadian tax. Consequently, foreign deferred compensation plans
may be subject to Canadian tax. If the SDA rules apply, the amount
of salary deferred in the year and any interest earned on amounts
previously deferred are subject to Canadian tax on a current basis.

An exception applies to certain amounts that were deferred under
a plan established primarily for the benefit of nonresidents with
respect to services rendered in a country other than Canada.
Amounts deferred before an employee becomes resident in
Canada, or deferred in the first 36 months of Canadian residence
are not subject to Canadian tax if the employee was a member of
the plan before moving to Canada, and if the deferred amount
relates to services rendered while the employee was a nonresident
of Canada (or during the first 36 months of Canadian residence).
Amounts deferred after an employee becomes resident in Canada
that are not taxed on a current basis are usually taxed when
received. Consequently, other than in the case of the above excep-
tion, an amount deferred after an employee becomes resident in
Canada is taxed in the year earned, while any interest or other
amount accruing on the amounts deferred before moving to
Canada is not taxable unless received while a resident of Canada.

Self-Employment Income. The computation of an individual’s
income from a business or property is similar to that for a corpo-
ration, with business income generally computed using the
accrual method of accounting.

Income derived from a partnership is allocated among the part-
ners in accordance with either the partnership agreement or, in



CANADA 145

the absence of such an agreement, the governing partnership law.
Deductions and credits also flow through to the individual part-
ners. Special rules limit the amount of business or property losses
that may be claimed by a limited partner of a limited partnership.

Directors’ Fees. Directors’ fees derived from Canada or a foreign
country are taxable to a Canadian resident as employment in-
come. Tax treaties signed by Canada generally do not allow a res-
ident of Canada to exempt, or otherwise treat favorably, directors’
fees received from a foreign (nonresident) company.

For a nonresident, directors’ fees are considered to be earned where
the services of the director are rendered. Therefore, fees for ser-
vices rendered at a specific board meeting in Canada are taxable in
Canada. If a fee is related to services rendered both in and outside
Canada, it may be possible to prorate the fee in proportion to the
number of days that the director spent in Canada during the year.
However, no specific guidelines for such allocations are provided.

Under certain tax treaties, directors’ fees are considered similar to
compensation from regular employment. If the conditions exempt-
ing a nonresident from Canadian taxes on compensation from
regular employment are met, the directors’ fees are exempt.

Investment Income. Interest income may be reported by an indi-
vidual using the cash basis (when received), the receivable basis
(when due) or the accrual basis (as earned during the year) on
investments if the investment is held for less than 12 months.
Whichever method is selected, it must be applied to an invest-
ment consistently. However, for most investments held for a peri-
od of more than 12 months, accrued interest must be included in
income annually. The bonus or premium paid on the maturity of
certain investments, such as treasury bills, strip bonds or other
discounted obligations, must be reported as interest income.

Dividends received by individuals resident in Canada from tax-
able Canadian corporations are given special treatment to recog-
nize corporate taxes already paid on the accumulated income
used as the source for the dividend distribution. Beginning in
2006, these dividends are classified as “eligible dividends” or
“other dividends.”

An “eligible dividend” is a taxable dividend paid after 2005 to a
person resident in Canada by a corporation resident in Canada
and designated by the corporation at the time of payment to be an
“eligible dividend.”

For eligible dividends, 145% of the actual amount received is
included in income, and a credit against tax (federal and provin-
cial tax combined) is allowed in an amount approximately equal
to 27.5% of the cash amount of the dividend. For other taxable
dividends from Canadian corporations, 125% of the actual
amount received is included in income, and a credit against tax
(federal and provincial tax combined) is allowed in an amount
approximately equal to 25% of the cash amount of the dividend.
For many Canadian-controlled private corporations and their
shareholders, the result of this gross-up and dividend tax credit
procedure is that the combined corporate tax on the original
income and the net personal tax on the dividend is approximate-
ly equal to the tax that would have been paid on the original
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income had it been received directly by the individual rather than
passed through the corporation.

As a result of proposed legislation, certain amounts received by
Canadian resident individuals from Canadian income trusts and
partnerships will be treated as eligible dividends. Individuals will
be able to claim a dividend tax credit with respect to such amounts.
These rules will be phased in during the period of 2007 to 2011.

Royalties and rental income are taxed as ordinary income. In
computing a loss from the rental of real estate or leasing of other
property, allowable depreciation generally is limited to the net
income determined before deducting depreciation. Therefore, the
depreciation claimed by an individual may not create or increase
a rental loss.

Passive Income Derived by Nonresidents. Nonresidents with
sources of income from Canada other than employment or busi-
ness income generally are subject to a withholding tax of 25% of
gross income received. Examples of income subject to withhold-
ing tax are rental income, royalties, interest, dividends, trust
income, pensions and alimony. The payer must withhold and remit
the appropriate amount of tax and must file the required returns.
For the recipient, withholding taxes generally are final taxes, and
tax returns are not required for income subject to withholding.
However, nonresidents receiving real estate rentals or timber roy-
alties may choose to file a tax return and be taxed in Canada on
the net rental or timber royalty income at the same tax rates that
apply to Canadian residents (that is, at marginal rates on net
income rather than at withholding tax rates on gross income).
Nonresidents receiving certain pension and benefit income may
elect to be taxed on such income at the same incremental tax rates
as Canadian residents, rather than at the withholding tax rate.

Interest payments on most government and certain corporate bonds

are exempt from withholding taxes. Specifically, no tax is withheld

on interest paid by a corporation resident in Canada to an arm’s

length nonresident if all of the following conditions are met:

* The indebtedness was issued after 23 June 1975;

 The Canadian corporation is not obliged to pay more than 25%
of the principal amount of the indebtedness within five years
from the date of issue; and

* The interest owed on the bond is not related to the Canadian
corporation’s revenue, cash flow or profits.

The exemption applies even if the debt is convertible into shares,
provided that the shares may not be redeemed or canceled with-
in five years after the issue of the debt.

Interest paid to nonresidents on foreign-currency deposits at
financial institutions is also exempt from withholding tax.

Canada’s double tax treaties generally reduce withholding taxes to
15% or less on most types of passive income paid to nonresidents.

Other Sources of Income. Other amounts that must be included in
income are receipts from superannuation or pension plans and
amounts paid from Canadian Registered Retirement Savings Plans.
In general, amounts received as a result of severance pay in recog-
nition of long service at retirement, and spousal support payments
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(deductible to the payer, subject to certain limitations) are also
includible in income. Child support payments pursuant to agree-
ments or court orders made on or after 1 May 1997 are neither
taxable to the recipient nor deductible by the payer. Payments
made pursuant to agreements or court orders made before 1 May
1997, continue to be taxable to the recipient and deductible by the
payer. However, the new rules may apply if the amount of child
support payable under the agreement is changed.

Taxation of Employer-Provided Stock Options. Individuals are not
taxed when the employer grants the stock options. In general, tax
consequences arise when the employee exercises the options.
Canadian tax rules require that a taxpayer include a stock option
benefit in taxable income in accordance with the table below (spe-
cial rules apply specifically to Canadian-controlled private corpo-
rations). The information in the table reflects Canada Revenue
Agency’s general assessing practice. However, under certain cir-
cumstances, a different position may be taken. This position is
based on an allocation of the related employment services per-
formed or to be performed for which the stock option is granted.

Residence Status Residence Status Option
of Recipient at of Recipient at Benefit Taxable
Date of Grant Date of Exercise in Canada
Resident of Canada Resident of Canada Yes (a)
Resident of Canada Nonresident Yes (b)
Nonresident Resident of Canada Yes (c)
Nonresident Nonresident No

(a) 100% of the benefit is taxable in Canada in the year of exercise and is generally
considered to be 100% Canadian-source (however, see Tax Deferral Election).

(b) 100% of the benefit is taxable in Canada in the year of exercise and is gener-
ally considered to be 100% Canadian-source. Stock options are not subject to
the deemed disposition rule if an individual ceases to be a Canadian resident
(however, see Tax Deferral Election).

(c) 100% of the benefit is taxable in Canada for a Canadian resident in the year
of exercise. The benefit is considered to be 100% foreign-source and is there-
fore eligible for a foreign tax credit.

Pending proposals regarding the Organization for Economic
Cooperation and Development (OECD) model treaties, Canada
Revenue Agency’s position may change with respect to the sourc-
ing of the stock option benefit.

The amount of the taxable benefit is equal to the difference
between the value of the shares at the time the shares are acquired
and the sum of the exercise price paid for the shares plus the
amount paid, if any, for the stock option. The shares have a cost
basis equal to the fair market value of the shares at the time of
acquisition, provided the employee does not hold identical shares
of the issuer at that time.

The employee may be entitled to a deduction equal to 50% of the
taxable benefit (25% for exercises by Quebec residents) if the
option price is at least equal to the fair market value of the shares
on the date of grant, if the shares are prescribed shares and if cer-
tain other conditions are met. The effect of this deduction is tax-
ation of the benefit at tax rates applicable to taxable capital gains.

Tax Deferral Election. Employees of companies whose shares
trade on prescribed stock exchanges may elect to defer taxation
of the taxable benefits arising on the exercise of a qualifying



148 CANADA

stock option (subject to an annual limit), until the date of dispo-
sition of the share, or until deemed disposition arising from the
taxpayer’s death or emigration from Canada. The inclusion rate
for qualifying stock option benefits is 50% (75% for exercises by
Quebec residents); that is, the stock option deduction is 50% (25%
for exercises by Quebec residents) of the taxable benefit.

If the employee is a resident of Canada at the time that the shares
are sold, any gain is subject to the regular capital gains rules. If
the employee ceases to be a Canadian resident prior to the sale of
the shares, then he or she is subject to the deemed disposition
rules at departure (see Capital Gains and Losses).

Capital Gains and Losses. Fifty percent of the year’s capital gains
are included in taxable income, to the extent that the amount
exceeds 50% of capital losses for the year. This includes capital
gains on real estate and personal property, regardless of whether
used in a trade or business, and on shares held for personal in-
vestment. Special rules apply to determine the nature of the gain
or loss on the sale of depreciable property.

The adjusted cost basis of identical shares must be averaged for
the purpose of determining the capital gain or loss on a disposi-
tion of such shares if the individual has acquired shares of a par-
ticular corporation at different dates.

Special rules apply to the calculation of the adjusted cost basis if
shares subject to a stock option deferral election have been disposed
of or if the specific identification method is used to calculate the
adjusted cost basis.

Capital gains derived from the sale of a principal residence are
generally exempt from tax. Capital losses incurred on the sale of a
principal residence may not be used to reduce income for the year.

Gains derived from the sale of qualifying farm property, qualify-
ing fishing property or shares of small business corporations (see
below) qualify for a lifetime C$500,000 (proposed to increase to
C$750,000) exemption. However, the amount of this exemption
is reduced by any amounts claimed in prior years under the
C$100,000 lifetime capital gain exemption that was eliminated in
1994.

Qualifying Farm Property. Farmers are eligible for a lifetime
C$500,000 exemption on the sale of qualified farm property,
which includes farmland, shares of a family farm corporation or
interest in a family farm partnership. The available exemption is
reduced by the amount of any exemption claimed on the disposi-
tion of any other capital property during the tax year or in pre-
ceding years.

Qualifying Fishing Property. Fishers are eligible for a lifetime
C$500,000 exemption on the sale of qualified fishing property,
which includes real or immovable property or a fishing vessel
used in a fishing business in Canada, shares of a family fishing
corporation or an interest in a family fishing partnership. The
available exemption is reduced by the amount of any exemption
claimed on the disposition of any other capital property during
the tax year or in preceding years. The exemption is effective for
dispositions of qualified fishing property after 2 May 2006.
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Shares of a Small Business Corporation. Capital gains realized
on the disposition of shares of a small business corporation qual-
ify for a lifetime C$500,000 capital gains exemption, provided
that certain criteria are met. This exemption amount is reduced by
any portion of a gain eligible for the exemptions described in the
preceding paragraphs.

The use of this exemption may be restricted in a particular year
because of cumulative net investment loss (CNIL) rules. Essen-
tially, an individual’s CNIL is the excess of his or her post-1987
investment expenses over investment income for those years. To
the extent that an individual has a CNIL balance, the capital gains
for the year that are eligible for the exemption are reduced.

An individual using the various capital gains exemptions may
nevertheless be subject to minimum tax.

For capital gains realized after 17 October 2000, individuals are
permitted a tax-free rollover on the disposition of an eligible
small business investment if the proceeds of the disposition are
used to make other eligible small business investments. The
amount of gain deferred is proportional to the amount reinvested.

Capital Losses. Except for allowable business investment losses,
capital losses not utilized in the year realized are deductible only
against net capital gains realized in another year. Unused capital
losses may be carried back to any of the three preceding years or
may be carried forward indefinitely.

Allowable business investment losses (ABILs), a special type of
capital loss, are deductible against any other source of income in
the year incurred. Any unused ABIL realized in a particular year
is converted into a business loss and is subject to the business loss
carryover rules described in Relief for Losses. If an unused por-
tion of the ABIL remains at the end of the 10 years following the
year when it was realized, the loss converts back into a capital
loss and may be carried forward indefinitely.

Ceasing Canadian Residency. An individual who ceases Cana-
dian residency after 1 October 1996 is generally deemed to have
disposed of all assets, including taxable Canadian property, other
than real property situated in Canada, capital property or inven-
tory used in carrying on a business in Canada, certain pension
rights and unexercised employee stock options, at fair market
value on the date that residency is terminated. Previously, a
broader category of property was excluded from this deemed dis-
position rule. The deemed disposition rule is commonly referred
to as the “departure tax.”

The following special tax rules and exceptions apply to individu-
als entering or leaving Canada with respect to the calculation of
capital gains or losses and the general deemed disposition rule:

* The departure tax provision is modified for an individual who
was not resident in Canada for more than 60 months during the
120-month period preceding departure. Property owned by such
an individual when he or she became resident, or property in-
herited since that time, is not subject to the deemed disposition
rule.
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* Nonresidents who return to Canada after emigrating may elect
to reverse the tax effects of the deemed dispositions regardless
of how long they were nonresidents.

» Emigrating taxpayers who are subject to the deemed disposition
rules may post security for the departure tax instead of paying
such tax by the balance-due date for the year of departure. An
individual will not be required to provide security for an
amount at least equal to the taxes payable on the first C$50,000
of taxable capital gains resulting from the deemed dispositions.

Deductions

Deductible Expenses. Few deductions are allowed in computing
income from employment. Among the deductible items are em-
ployee contributions to a registered pension plan (up to a certain
maximum amount), travel and certain other expenses of commis-
sion employees, certain travel expenses of other employees, and
union or professional dues.

Employers must generally withhold income tax, government pen-
sion contributions and unemployment insurance premiums from
remuneration paid to employees, and must remit those amounts
to the tax authorities for credit to the employees’ accounts.

Interest may be claimed as a deduction in the year it is paid or
when it becomes payable, depending on the taxpayer’s normal
practice, as long as the money is borrowed for the purpose of earn-
ing income. Other costs, including investment counseling fees and
accounting costs (but not tax return preparation fees), are deduc-
tible. Personal interest, including interest on mortgages or charge
accounts, is not deductible.

Other deductions include contributions to registered retirement
savings plans (an individual retirement income plan), payments
for alimony, expenses for certain moves within Canada and cer-
tain child-care expenses.

Federal Personal Credits and Allowances. A resident individual
is allowed to deduct several federal personal tax credits in com-
puting the amount of basic federal tax for the year. Personal tax
credits include a basic personal credit of C$1,384 for 2007, a
spousal credit subject to thresholds for spousal income, a dis-
abled dependent’s credit, an age credit, a disability credit, and
education and tuition fee credits. An employee’s contributions to
the Canada/Quebec pension plan and to employment insurance/
the Quebec parental insurance plan are also eligible for tax cred-
it treatment.

Charitable donations (up to 75% of net income) are eligible for a
federal tax credit of 15% on the first C$200 and a tax credit of
29% for donations in excess of C$200. The unused portion of the
donation credit may be carried forward for up to five years.
Similarly, medical expenses in excess of the lesser of C$1,885 or
3% of net income are eligible for a federal tax credit equal to 15%
of the excess. An individual is eligible for a federal tax credit of
up to C$150 on the first C$2,000 of qualifying pension income.

Other credits are available with respect to employment income,
public transit costs, medical expenses and child fitness expenses.
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The federal credit amounts mentioned above are based on known
and proposed amounts as of 31 December 2006. The credit
amounts are indexed annually for inflation, which in the past sev-
eral years has ranged from 2% to 3%.

A taxable universal child-care benefit is available for all
Canadian residents with children under age 6. The benefit is
$100 per month per child, beginning in July, 2006. This benefit is
granted in addition to a proposed child credit for each child under
18, which may be claimed in 2007 and subsequent years.

Provincial Tax Credits. Several provinces provide provincial tax
credits against taxes otherwise payable for certain groups of tax-
payers. The credits are available to taxpayers with low incomes
and are calculated by reference to rental or other occupancy costs.

Business Deductions. Interest and other charges incurred to ac-
quire business assets or investment property generally may be
deducted. Limitations apply to the deduction of automobile and
home office expenses. Deductions for business meals and enter-
tainment expenses are limited to 50% of actual expenses.

Rates

Federal/Provincial Tax Authorities. The federal government, as
well as the provinces and territories, impose income taxes on res-
ident individuals. However, only the province of Quebec collects
its own individual income tax and requires filing a separate
return. The federal government collects the tax on behalf of all
other provinces and territories, which means that only one com-
bined return must be filed.

The calculation of an individual’s tax payable is a two-step pro-
cess. An individual’s federal income tax for a given year is calcu-
lated on taxable income using a single graduated rate schedule.
From this amount, allowable federal personal tax credits (see
Federal Personal Credits and Allowances) and the dividend tax
credit are deducted. The net result is the individual’s basic feder-
al tax payable.

Income tax is generally paid to one of the provinces or territories
based on the individual’s residency on the last day of the year.
With the exception of Quebec (which has always administered its
own separate and distinct tax systems), provincial tax has typi-
cally been calculated by applying the appropriate provincial rate
to the basic federal tax payable. However, all of the provinces and
territories have recently implemented new personal tax systems,
which are based on taxable income rather than on federal tax.
Under the new system, a separate calculation of taxable income,
which is similar to the calculation of federal taxable income, is
required. However, the treatment of certain items may differ.

For a sample tax calculation, see Appendix 2.

Federal Tax Rates. Canada has four tax brackets for federal in-
come tax purposes. These brackets are indexed annually by the
inflation rate for the period from 1 October to 30 September of
the previous year. The federal tax brackets and rates for 2007
shown below are based on known and proposed amounts as of
31 December 2006.
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Taxable Income Tax on Lower Rate on
Exceeding Not Exceeding Amount Excess
c$ C$ c$ %

0 37,178 0 15.5
37,178 74,357 5,763 22
74,357 120,887 13,942 26

120,887 — 26,040 29

Top Marginal Combined Rates. The following table summarizes
the top marginal combined federal and provincial/territorial tax
rates in 2007 for an individual residing in various provinces and
territories.

Top Marginal Combined Rate (a)
Ordinary  Eligible  Non-Eligible Capital
Income Dividends Dividends (b) Gain (c)
% % % %

Alberta 39.00 17.45 25.21 19.50
British Columbia 43.70 18.47 31.58 21.85
Labrador
and Newfoundland 48.64 32.52 37.32 24.32
Manitoba 46.40 23.83 36.75 23.20
New Brunswick 46.95 23.18 35.40 23.48
Northwest

Territories 43.05 18.25 29.65 21.53
Nova Scotia 48.25 28.35 33.06 24.13
Nunavut 40.50 22.23 28.96 20.25
Ontario 46.41 24.64 31.34 23.21
Prince Edward

Island 47.37 24.44 33.61 23.69
Quebec 48.22 29.69 36.35 24.11
Saskatchewan 44.00 20.35 30.83 22.00
Yukon 42.40 17.23 30.45 21.20
Nonresident 42.92 — — —

(a) The rates shown are the maximum combined federal and provincial/territorial
marginal tax rates, including surtaxes. The rates are based on known and pro-
posed amounts as of 31 December 2006 (see Top Marginal Provincial and
Territorial Rates).

(b) The rates apply to the actual amount of taxable dividends received by individ-
uals from taxable Canadian corporations.

(c) Only 50% of capital gains is included in taxable income (see Capital Gains
and Losses). Consequently, total capital gains are effectively taxed at 50% of
the ordinary tax rates.

Top Marginal Provincial and Territorial Rates. The following
table summarizes the top marginal provincial and territorial tax
rates in 2007 for an individual residing in various provinces and
territories.

Top Marginal Provincial/

Territorial Rate on
Ordinary Income (a)(b)
%

Alberta 10.00
British Columbia 14.70
Labrador and Newfoundland 19.64 (d)
Manitoba 17.40
New Brunswick 17.95
Northwest Territories 14.05

Nova Scotia 19.25 (d)



CANADA 153

Top Marginal Provincial/
Territorial Rate on
Ordinary Income (a)(b)
%

Nunavut 11.50

Ontario 17.41 (d)
Prince Edward Island 18.37 (d)
Quebec 24.00 (c)
Saskatchewan 15.00

Yukon 13.40 (d)
Nonresident 13.92 (e)

(a) The rates shown are the maximum provincial/territorial marginal tax rates, in-
cluding surtaxes. The rates shown are based on known and proposed amounts
as of 31 December 2006.

(b) All provinces have implemented the tax-on-income system. Provincial and ter-
ritorial tax calculations are based on a single graduated rate schedule applied
to provincial/territorial taxable income.

(c) Residents of Quebec receive a federal tax abatement of 16.5% of basic federal tax.

(d) These jurisdictions levy an additional surtax on high-income earners, ranging
from 5% to 56% of provincial/territorial taxes payable in excess of certain
threshold amounts.

(e) Surtax at a rate of 48% of basic federal tax applies to an individual’s income
that is not earned in a province or territory, which is intended to approximate
provincial/territorial tax rates.

Minimum Income Tax. To ensure that high-income taxpayers pay
a certain level of tax, an alternative minimum tax applies. Under its
provisions, individuals are required to recalculate taxable income,
without deducting certain items that are otherwise deductible in the
regular tax calculation. In recalculating taxable income, a blanket
C$40,000 exemption is permitted. Individuals pay the greater of
the regular tax or the minimum tax. If the minimum tax exceeds
the regular tax, the excess amount may be carried forward for
seven years. The carryforward amount may be used to reduce reg-
ular tax to the extent that regular tax exceeds minimum tax.

Relief for Losses. In general, business losses not utilized in the
year incurred may be deducted from taxable income earned in the
3 years preceding the year of loss or in the 20 years following the
year of loss.

B. Estate and Gift Taxes

Canadian succession law does not include estate or gift tax. How-
ever, provincial probate fees may apply at rates that vary depend-
ing on the province.

In the year of death, the income of a deceased taxpayer includes
income on an accrual basis from all sources up to the date of
death, including accrued capital gains and losses. Various provi-
sions alleviate hardship caused by the taxation of income and cap-
ital gains on an accrual basis at death. Among these provisions are
the options to file a separate tax return for certain types of income
and to tax the beneficiaries on certain transferred amounts.
Special tax-free rollover provisions are available for property
transferred to the Canadian-resident spouse of the deceased or to
a qualifying trust for the benefit of the spouse, and for transfers
of farm property to a child of the deceased.

C. Social Security

Contributions. Individuals employed in Canada and their employ-
ers must each make government pension plan contributions at a
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rate of 4.95% on salaries. They must also pay employment insur-
ance premiums.

In 2007, an employee’s required employment insurance premi-
ums are calculated at a rate of 1.8% on the maximum annual
amount of insurable earnings of C$40,000. This results in a max-
imum annual premium of C$720. Employers must make contri-
butions equal to 1.4 times the amount of the employee’s premi-
ums, up to a maximum of C$1,008. The federal employment
insurance premiums for Quebec residents are lower. The premi-
um rates are 1.46% for employees and 2.04% for employers.
Quebec has lower rates because Quebec residents also participate
in the Quebec parental insurance plan. In 2007, an employee’s
required premiums under the Quebec plan are calculated at a rate
0f 0.416% on the maximum annual amount of insurable earnings
of C$59,000. This results in a maximum annual premium of
C$245.44 for the Quebec parental insurance plan. Employers
must make contributions equal to 1.4 times the amount of the
employee’s premiums, up to a maximum of C$343.97.

In 2007, the maximum amount of earnings subject to pension
plan contributions is C$43,700, with a basic exemption of
(C$3,500. This results in a maximum annual contribution for
employers and employees of C$1,989.90 each. Self-employed
individuals must pay both portions for a maximum annual con-
tribution of C$3,979.80.

Individuals are subject to social security contributions for the
government pension plan (but not for employment insurance) on
directors’ fees in the same manner that they are for other employ-
ment income. It may be relevant whether the fees are subject to
social security contributions in the other country.

Coverage. The following table shows the maximum monthly
amounts of the listed Canada pension plan benefits for 2006 (the
Quebec pension plan provides similar benefits).

Benefit Amount (C$)
Retirement 863.75
Disability 1,053.77
Survivor with disability 1,053.77

The maximum amounts are paid to a person at 65 years of age.
The pension amount is reduced if a person retires before reach-
ing 65 years of age.

Canadian resident individuals or employers may have to contri-
bute to health care plans operated by the provinces. Most hospital
bills and physicians’ fees, including those for drugs and dental care
in some provinces, are covered by these plans.

Totalization Agreements. To provide relief from double social
security taxes and to assure benefit coverage, Canada has entered
into totalization agreements with the countries listed below (as of
28 December 2006). The agreements usually apply for a maxi-
mum of two to five years. The province of Quebec may not fol-
low the agreements listed below.

Antigua and Guernsey Norway
Barbuda Hungary Philippines
Australia Iceland Portugal
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Austria Ireland St. Kitts and Nevis
Barbados Israel St. Lucia

Belgium Italy St. Vincent and the
Chile Jamaica Grenadines
Croatia Japan* Slovak Republic
Cyprus Jersey Slovenia

Czech Republic Korea (South) Spain

Denmark Latvia Sweden

Dominica Lithuania Switzerland
Estonia* Luxembourg Trinidad and
Finland Malta Tobago

France Mexico Turkey*

Germany Morocco* United Kingdom
Greece Netherlands United States
Grenada New Zealand Uruguay

* Agreements have been signed, but they are not yet in force.

D. Tax Filing and Payment Procedures

Married persons are taxed separately, rather than jointly, on all
types of income. Therefore, spouses must file separate tax returns.

Individuals must file tax returns if they owe tax or if they are
specifically requested to do so by the tax authorities. In addition,
because of the capital gains exemption rules (see Section A), all
individuals with capital gains or losses must file income tax re-
turns, regardless of whether tax is owed for the year.

Nonresident individuals generally must file Canadian income tax
returns if they earn employment or business income (including
resource income, which is generally oil, gas and mineral rights)
in Canada or if they have capital gains from dispositions of “tax-
able Canadian property” (TCP), which includes the following
property:

* Real estate in Canada;

* Property used in carrying on a business in Canada;

* Shares of a company resident in Canada other than a public
corporation;

* Shares of a public company resident in Canada if the nonresi-
dent alone or with related persons held at least 25% of the
shares of any class within the preceding 60 months;

* A capital interest in a trust resident in Canada;

 An interest in a partnership having at least 50% of its value rep-
resented by the items listed above, by resource property or by
both; and

* The shares of a nonresident corporation and an interest in a non-
resident trust if, during any time in the 60-month period prior
to disposal, at least 50% of the value was generated by the items
listed above, including resource property.

Canada’s double tax treaties may modify or exempt nonresidents
from these tax provisions.

The tax year for individuals in Canada is the calendar year.
Annual income tax returns must generally be filed on or before
30 April of the year following the tax year. The filing due date is
extended to 15 June for individuals earning self-employment or
business income. This extended due date also applies to these
individuals’ spouses. No other extension of time to file income
tax returns is available in Canada.
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Any unpaid income taxes are due on or before 30 April of the fol-
lowing year, regardless of the due date of the individual’s return.
Penalties are levied if any tax due is not paid on time, and inter-
est is charged on unpaid taxes.

Individuals may be required to make quarterly installment pay-
ments if the difference between tax payable and the amount with-
held at source is greater than C$3,000 (for Quebec residents,
C$2,000 of federal tax payable after federal withholding) in both
the current year and either of the two preceding years. The
amount of the quarterly installments is based on the lesser of the
liability calculated by the tax authorities on installment notices,
the liability for the preceding year or the liability projected for
the current year after deduction of withholdings.

Taxpayers coming to or departing from Canada during a tax year
are taxed on their worldwide income for the portion of the year
in which they are residents of Canada. They are entitled to the
same deductions and tax credits for the period of residency as a
full-time resident with the exception of personal credits, which
are prorated for the number of days during the year in which they
are resident in Canada.

E. Double Tax Relief and Tax Treaties

Foreign Tax Relief. Foreign taxes paid are generally allowed as
credits. If an individual receives foreign-source income that has
been subject to foreign tax, foreign tax credit relief may be pro-
vided in Canada to reduce the effects of double taxation. The for-
eign tax credit is computed on a country-by-country basis and
may be taken only to the extent of Canadian tax payable on the
net foreign income from the country. Separate foreign tax credits
are computed for business income and nonbusiness income. The
nonbusiness foreign tax credit allowed on income derived from
property, other than real property, is further limited to 15% of
gross foreign income from property.

To the extent that foreign taxes paid on foreign nonbusiness
income are not credited against Canadian federal tax, the indi-
vidual may deduct the excess amount in computing income
derived from property. The individual also has the option of
deducting from property income any foreign nonbusiness income
taxes paid, rather than applying the amount for foreign tax credit
purposes.

Unused foreign business tax credits may be carried back three
years and forward seven years. Unused foreign nonbusiness tax
credits are not eligible for carryover.

Provincial foreign tax credit relief for nonbusiness foreign income
taxes is also provided. The provincial tax credit is generally lim-
ited to the lesser of the provincial taxes payable on the income
and any foreign tax paid exceeding the amount of tax allowed as
a credit and deduction for federal income tax purposes.

Double Tax Treaties. Canada has negotiated double tax treaties
with most major industrialized nations and many developing
nations. All treaties negotiated after 1971 generally follow the
provisions of the model treaty developed by the Organization for
Economic Cooperation and Development (OECD). Many treaties
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currently in force were negotiated prior to 1972 and may vary sig-
nificantly from the OECD model treaty.

Double tax treaties have been entered into with the following

countries (as of 4 April 2007).

Algeria Hungary Papua New Guinea
Argentina Iceland Peru

Armenia India Philippines
Australia Indonesia Poland

Austria Ireland Portugal
Azerbaijan Israel Romania
Bangladesh Italy (a) Russian Federation
Barbados (c) Jamaica Senegal
Belgium Japan Serbia and
Bolivia (c) Jordan Montenegro (c)
Brazil Kazakhstan Singapore (c)
Bulgaria Kenya Slovak Republic
Cameroon Korea (South) Slovenia

Chile Kuwait South Africa
China (b) Kyrgyzstan Spain (c)
Colombia (c) Latvia Sri Lanka

Costa Rica (c) Lebanon (a) Sweden

Cote d’Ivoire Lithuania Switzerland
Croatia Luxembourg Tanzania

Cuba (c) Madagascar (c) Thailand

Cyprus Malaysia (c) Trinidad and Tobago
Czech Republic ~ Malta Tunisia
Denmark Mexico Turkey (c)
Dominican Moldova Ukraine
Republic Mongolia United Arab
Ecuador Morocco Emirates

Egypt (¢) Namibia (c) United Kingdom
Estonia Netherlands United States (c)
Finland New Zealand Uzbekistan
France Nigeria Venezuela
Gabon (a) Norway Vietnam
Germany Oman Zambia

Greece (c) Pakistan Zimbabwe
Guyana

(a) The treaty is signed, but is not yet in force.
(b) This treaty does not apply to Hong Kong.
(c) This treaty is under negotiation or renegotiation.

F. Temporary Permits

Entry Visas. An individual who is not a citizen or permanent res-
ident of Canada and who wishes to enter the country as a tourist,
business visitor, student or foreign worker must obtain a Tem-
porary Resident Visa. However, nationals of certain countries are
exempt from this requirement, including citizens and green-card
holders of the United States and citizens of Japan and many
European nations.

Tourists. An individual wishing to enter Canada as a tourist must
generally first secure a Temporary Resident Visa. However, nation-
als from certain designated countries do not require entry visas.
In these circumstances, the individual may simply present him-
self or herself at a Canadian port of entry for admission into
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Canada if he or she can produce a valid passport or other equiv-
alent travel documents. Visitors are generally admitted to Canada
for periods of up to six months after the original date of entry.
Extensions may be obtained within Canada, depending on the
circumstances.

Business Visitors. An individual wishing to enter Canada as a busi-
ness visitor generally must first secure a Temporary Resident Visa,
unless the individual is a national from a visa-exempt country. A
foreign national may enter Canada as a business visitor, without ob-
taining a work permit, in certain limited instances. In general, these
instances are limited to foreign nationals engaging in international
business activities in Canada without directly entering the Cana-
dian labor market, such as attending business meetings with col-
leagues. Other common circumstances in which a foreign national
may enter Canada as a business visitor include the following:

« Foreign nationals seeking to purchase Canadian goods or ser-
vices or receiving training and familiarization with such goods
or services;

* Foreign nationals giving or receiving training with a Canadian
parent or subsidiary of the corporation that employs the foreign
national abroad; and

« Foreign national sales representatives who come to Canada to
sell goods (or services) manufactured outside Canada, if they do
not sell to the general public.

G. Work Permits

The right to work in Canada is relatively restricted, but certain
exceptions exist. The federal government, through Service
Canada and Human Resources and Social Development Canada
(HRSDC), is responsible for ensuring that all employment oppor-
tunities arising in Canada are offered to Canadian citizens and
Canadian permanent residents before confirming that a particu-
lar job may be offered to a foreign worker. A foreign worker may
apply to Citizenship and Immigration Canada (CIC) for a work per-
mit only after Service Canada has confirmed to the employer that
a job may be offered to a foreign worker. In certain circum-
stances, an employer is exempt from obtaining approval from Service
Canada (see Exempt Categories), and the qualifying employee
may apply directly to CIC at a port of entry for a work permit.

Labour Market Opinion. Except for certain exempt categories of
employment (see Exempt Categories), a Canadian employer must
demonstrate to Service Canada that a job offer to a foreign work-
er is likely to have a positive or neutral impact on the Canadian
labor market. In reaching its opinion, Service Canada considers a
number of factors, including the efforts made by the employer to
recruit Canadians for the position, whether the work will result in
direct job creation or retention for Canadians, and whether the
work will result in the creation or transfer of skills and knowledge
for the benefit of Canadians. Once Service Canada is satisfied
that these criteria are met, it will issue a Labour Market Opinion
(LMO) confirming the job offer to the foreign worker, who must
then submit an application for a work permit to the CIC. Work
permits are issued for a specific period of time, depending on var-
ious factors. To obtain an extension of a work permit, another
LMO must be obtained and an application must be submitted to
the CIC processing center in Canada. As a general guideline,
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temporary foreign workers may work in Canada for up to five
years. If a foreign worker is contemplating a longer stay, he or she
should consider obtaining permanent resident status.

Exempt Categories. Canadian immigration policies, which are
administered by CIC, recognize that in certain specific situations,
it is in Canada’s best interest to waive the requirement to obtain
a LMO. The most common LMO exempt categories are dis-
cussed below.

North American Free Trade Agreement Professionals. The North
American Free Trade Agreement (NAFTA) provides a special
opportunity for U.S. and Mexican citizens to secure a Canadian
work permit. Applicants with certain education and skill levels
may accept job offers from Canadian employers in listed profes-
sions. For certain professions, licensing in Canada may also be
required. Listed professions include, among others, accountants,
architects, economists, engineers, hotel managers, lawyers, librar-
ians, management consultants and scientists.

Students. Certain exemptions provide students with the opportu-
nity to gain Canadian work experience. The following situations
are covered under this category:

* A full-time student at a post-secondary institution seeks to
engage in on-campus employment or, in certain circumstances,
off-campus employment.

* The spouse of a foreign student wishes to work in Canada while
the student is attending a full-time course at the post-secondary
educational level.

* A foreign student who has graduated from a post-secondary
educational program in Canada obtains a post-graduation work
permit to allow the student to be hired for up to one year by a
Canadian employer in an area directly related to his or her field
of education. In certain Canadian provinces, the post-graduation
work permit may be issued for two years.

* A reciprocal arrangement with the student’s home country exists,
creating working holidays or student work programs, allowing
young people of certain countries to work in Canada for up to
one year. Countries with which Canada has these reciprocal
agreements include Australia, Japan, Sweden, the United King-
dom and the United States.

Intracompany Transfers. The most common confirmation-exempt
category, the exemption for intracompany transfers, is designed to
facilitate the transfer of “managerial” and “specialized knowledge”
personnel from companies affiliated with those established in
Canada. The applicant must be employed by the foreign affiliate
for at least one year in the previous three years prior to the trans-
fer, and must come to Canada to take a “senior management,”
“executive” or “specialized knowledge” position.

Information Technology Workers. The CIC, in conjunction with the
HRSDC, has developed a national program designed to expedite
the processing of temporary work permits for certain software
professionals.

Spousal Work Permits. Spouses, including common-law and same-
sex partners, who are in Canada accompanying their foreign work-
er or student spouses ordinarily qualify for work permits them-
selves under the spousal work permit program. These work permits
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are “open” work permits, which allow the accompanying spouse to
work for any employer in Canada and are valid for a period con-
current with the foreign national spouse’s status in Canada.

Self-Employment. A work permit may be issued to a self-
employed individual if a Canadian visa officer is satisfied that
the individual has the necessary skills, experience and capital to
establish a business in Canada that would result in the creation or
maintenance of significant social, cultural or economic benefits
or opportunities for Canadians. To qualify, the applicant may not
be employed by an existing Canadian employer.

H. Permanent Residence Status

Business Class Immigration Program. Canada has an immigration
program designed to attract experienced business people who
will create jobs and contribute to Canadian economic develop-
ment. The three specific categories of business immigrants are
entrepreneurs, investors and self-employed persons.

Entrepreneurs. Entrepreneurs are experienced businesspeople who
wish to buy or start a business in which they have an active and
ongoing managerial role. The business must create jobs for one
or more Canadians or permanent residents, other than the princi-
pal applicant and his or her dependents. Applicants must invest a
substantial amount in the venture they establish within three years
of permanent residency in Canada. Applicants must demonstrate
their business experience and a minimum net worth of C$300,000.
Such investment, the employment creation and the applicant’s
management role are reviewed by Canada immigration officials
over this three-year conditional period. Applicants must meet the
conditions of this category within a period of three years after the
day when they become permanent residents of Canada. This cat-
egory includes businesspeople who are experienced in managing
small and medium-sized enterprises.

Investors. Investors must have a proven track record in business,
as well as a minimum net worth of at least C$800,000 acquired
through the foreign nationals’ own endeavors. A minimum invest-
ment of C$400,000 is locked into government-sponsored invest-
ment funds for five years. The principle amount invested is fully in-
sured by the government. Third-party financing may be permitted.

Self-Employed Persons. Self-employed persons are individuals
with relevant experience in cultural activities, athletics or farm
management. Applicants must have the intention and ability to
establish a business that will, at a minimum, create employment for
themselves, and must make a “significant contribution” to cultural
activities or athletics, or purchase and manage a farm in Canada.

Skilled Worker Applicants. The Skilled Worker Class, through
which the majority of applicants are assessed, is designed for indi-
viduals who are prepared to enter the Canadian work force and
have education, skills and expertise. The assessment system is
based on a “points grid,” which awards applicants points under a
number of factors, including age, education, language ability and
work experience. To qualify for immigration under the Skilled
Worker Class, an applicant must be assessed at least 67 out of a
possible 100 points.
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Provincial Nominee Program. Increasingly, provinces in Canada
have created their own programs to select new immigrants who
intend to settle and establish themselves in the particular
province. The requirements for each province differ, but the over-
riding principle is that applicants have skills or resources in
demand in the particular province and that the applicants intend
to reside permanently in such province.

I. Family and Personal Considerations

Family Members. The spouse and any dependent children of the
holder of a Canadian work permit may enter and reside in Canada
for a term concurrent with the principal holder’s work permit.
These family members are usually issued Visitor Records, if
required, to document their status as accompanying family mem-
bers. Study Permits for minor children are not required unless the
children require Temporary Resident Visas to enter Canada.
Attendance at a post-secondary institution requires a letter of
acceptance from that institution prior to the issuance of the Study
Permit. Study Permits are not required if the student is enrolled
in a short-term program in Canada of six months or less.

Married spouses, common-law, and same-sex partners may be
eligible for work permits if their spouse/partner is in Canada on
a work permit or a study permit. An applicant for a Spousal Work
Permit may be eligible for an open work permit if the applicant’s
spouse is performing work that is at a management level, is a pro-
fessional occupation, or is a technical or skilled trade and is valid
for a term of at least six months.

Drivers’ Permits. Foreign nationals may drive temporarily in Canada
using driver’s licenses from their home countries. Because each
Canadian province issues driver’s licenses independently, rules
for foreigners vary. In general, foreign nationals have 60 days
from the time of their arrival in Canada to obtain a Canadian dri-
ver’s license. Depending on the province, an eye examination and
a driving examination may be required.

APPENDIX 1: TAXABILITY OF INCOME ITEMS
Not
Taxable* Taxable Comments
Compensation
Base salary X — —
Employee contributions
to home country

benefit plan X) — (a)
Bonus X — —
Retained hypothetical tax X) — —
Cost-of-living allowance X — (b)(c)
Housing allowance — (b)(c)
Employer-provided housing

X

X — (b)

Housing contribution X) —

Education reimbursement X — —
Hardship allowance X
Other allowance X
Premium allowance X
Home leave allowance X
Other compensation income X
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Not
Taxable* Taxable Comments

Moving expense

reimbursement X — (d)
Tax reimbursement (current

and/or prior, including

interest, if any)

— (c)

X
Value of meals provided X — (b)

Other Items

Foreign-source personal
ordinary income (interest
and dividends) X — —

C

apital gain from sale

of personal residence in
home country — X (e)

C

apital gains from sale

of stock in home
country X — )

%

Bracketed amounts reduce taxable income.

(a) Employer contributions to a foreign plan, such as a U.S. 401(k) plan, are gen-

(b

erally not taxable if the employees were members of the plan at the time they

became residents of Canada and if they have not been residents for more than

60 months. The Canadian courts have held that employee 401(k) plan contri-

butions are not deductible in determining taxable income for Canadian income

tax purposes.

Cost-of-living allowances are generally taxable. However, this does not

include the value of board and lodging provided to an employee at a special

worksite if it is not in excess of a reasonable amount and if the duties per-

formed by the employee are temporary. The value of the living allowance is not

taxable if the following conditions are satisfied:

 The employee maintains at another location a self-contained domestic estab-
lishment as a principal place of residence;

* Throughout the period of employment at the special worksite, the residence is
available for the employee’s occupancy and is not rented to any other person;

» By reason of distance, the employee cannot reasonably be expected to return
daily from the special worksite; and

* The period during which the individual is required to be at the special work-
site is at least 36 hours.

N

(c) Except as noted in footnote (b) above, cost-of-living, housing and tax reim-

d

bursements are generally considered to be taxable.

In certain circumstances, payments or reimbursements of certain moving
expenses to an employee may be treated as nontaxable for Canadian income
tax purposes.

=

(e) Gains from the sale of property that has been designated by taxpayers as their

principal residence is ordinarily not taxable if the property has been their prin-
cipal residence and if the taxpayers have been Canadian residents throughout
the period of ownership. The reinvestment of the proceeds into a new home is
not required.

(f) Only one-half of a capital gain is taxable and included in income. No holding

period requirements are imposed. At the time that individuals become resi-
dents of Canada, they are deemed to acquire all capital property (except tax-
able Canadian property) for its fair market value at that time.

APPENDIX 2: SAMPLE TAX CALCULATION

A sample income tax calculation is set forth below. For purposes
of the calculation, the following facts are assumed:

The taxpayer is married with two children under the age of 18
(the spouse and children have no income);

The taxpayer is a full-year resident of Ontario, Canada;

All workdays are spent in Canada;

The taxpayer sold property in Canada and realized a C$3,000
capital gain, which is not eligible for the capital gains exemption;
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» The taxpayer received foreign-source interest income in the
amount of C$1,500 (no foreign tax paid);
* All other income and deduction amounts are as indicated in the

computation;

* All amounts are expressed in Canadian dollars; and

* The taxpayer made the maximum contributions to the Canada
pension plan (CPP) and paid the maximum amount for
Employment Insurance (EI) premiums.

Calculation of Taxable Income

Base salary

Bonus

Cost-of-living allowance

Housing allowance

Total compensation

Interest (foreign-source)

Interest (from Canadian banks)

Capital gain (C$3,000 x 50%)

Total income

Deduction from total income:
Registered retirement savings
plan (RRSP)

Taxable income

Calculation of Tax

Total federal tax

Less: personal tax credits

Basic federal tax

Provincial tax — Ontario

Less: personal tax credits

Basic Ontario tax

Ontario surtax

Total Ontario tax

Total Canadian income tax
Ontario health premium
CPP contributions

EI contributions

Total Canadian income, social
security and EI taxes

C$

C$

120,000
10,000
7,000
8.000
145,000
1,500
2,000
1,500
150,000

(5.750)

* The following are calculations of basic nonrefundable tax credits for federal and

provincial tax purposes.

Basic

Spousal

CPP

El

Employment
Child (Proposed)

Federal
(€$)
1,384
1,384

308
112
155
_620
3.963

Provincial
(€$)
807
685
188
68

CAYMAN ISLANDS

Country Code 1

GRAND CAYMAN

GMT -5
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Ernst & Young Street Address:

Mail Address: 2nd Floor, Leeward 4,
P.0. Box 510 Regatta Office Park
Grand Cayman West Bay Road
Cayman Islands Grand Cayman

Cayman Islands KY1-1106

Executive and Immigration Contact
Mike Mannisto (345) 914-1423
Fax: (345) 949-8529
E-mail: mike.mannisto @ky.ey.com

A. Income Tax

The Cayman Islands government does not tax the income or cap-
ital gains of resident or nonresident individuals.

B. Social Security

No welfare or social security taxes are imposed. No deductions
or contributions are required for any other government-sponsored
programs. Medical insurance is mandatory for all private employ-
ees in the Cayman Islands. Pensions are also mandatory, except
for foreign workers who have completed less than nine months of
their employment contracts.

C. Business Licenses

Unless exempt, every person or company carrying on a trade or
business in the Cayman Islands must have a business license for
each location where the trade or business is conducted. The cost
of the annual license depends on the type and location of the busi-
ness and on the number and type of employees. Business licenses
must be renewed annually on 1 January.

D. Gainful Occupation Licenses

Employers must pay an annual fee for a gainful occupation license
for each non-Caymanian person working in the Cayman Islands.
The fees vary from US$305 for domestic, manual and unskilled
workers to US$21,342 for partners, managing directors and chief
executive officers of organizations. No annual fees are charged
for spouses of persons possessing Cayman-resident status, except
for a nominal filing fee. An annual supplemental fee also applies
for each dependant who requests to reside in the Cayman Islands
as part of the employee’s application, in the amount of US$610
per dependant.

On the initial grant of an annual gainful occupation license, employ-
ers are also required to pay a nonrefundable fee of US$244 per
person as a guarantee for the repatriation of expatriate employees
and their dependants.

E. Double Tax Treaties
The Cayman Islands has not entered into any double tax treaties.

F. Temporary Permits

Visitors, other than prohibited immigrants, wishing to enter the
Cayman Islands are normally permitted to enter and remain ini-
tially for up to one month. Frequent short-term visitors and per-
sons who have other close connections to the Cayman Islands may
be granted permissions for entries lasting up to six months. Appli-
cations for extensions to these permitted visitations must be made
within that period to the Chief Immigration Officer.
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Before a visitor may enter the Cayman Islands, a valid passport
or other document establishing the identity and nationality of the
visitor is required. In addition, visas are required for nationals of
all countries, except those listed below.

Andorra France Monaco
Argentina Germany Netherlands
Austria Greece Norway
Bahrain Guatemala Oman
Belgium Iceland Panama
Brazil Ireland Peru
British Commonwealth Israel Portugal
Countries* Italy San Marino
Chile Japan Spain
Costa Rica Kuwait Sweden
Denmark Liechtenstein Switzerland
Ecuador Luxembourg United States
El Salvador Mexico Venezuela
Finland

* The visa exemption does not apply to nationals of the following British
Commonwealth countries: Bangladesh; Cameroon; Gambia; Ghana; India;
Nigeria; Pakistan; Sierra Leone; Sri Lanka; and Uganda.

A passport is not required for a visitor who is a British citizen, a
British dependent territories citizen, a U.S. citizen or a Canadian
citizen, although having one may avoid delay on entry. However, it
is expected that under measures to be introduced shortly, U.S. citi-
zens will be required to produce a passport for U.S. Immigration to
reenter the United States from the Cayman Islands. Immigration
officers have the discretion to waive the passport and visa
requirements if visitors provide other proof of identity and citi-
zenship (for example, a certified birth certificate and other gov-
ernment-issued photo identification). All visitors are required to
possess a return ticket that is valid any time within six months
after arrival to return to their home domicile or residence.

Any resident of the United States who arrives in the islands
directly or is in transit and who produces a valid U.S. Alien Reg-
istration Card may be permitted to enter and remain in the islands
for up to 30 days. This concession enables some individuals who
otherwise would need to obtain Cayman Islands visas prior to
their journeys to travel to the Cayman Islands without visas.

Foreign nationals, including tourists, who are granted permission
to enter and reside in the Cayman Islands are not permitted to en-
gage in any form of employment, or to carry on or offer to carry
on any financial, professional, trade or business activity without
valid work permits. An exception is made for individuals who
have been granted permanent residence (see Section H).

G. Work Permits and Self-Employment

The islands’ immigration policy gives employment precedence
to those who hold Caymanian status, but recognizes that the con-
tinuing expansion of the economy often entails the recruitment of
skilled individuals from overseas.

An employer who is unable to find a Caymanian with the neces-
sary qualifications to fill a vacancy may apply for a work permit
to bring in a qualified non-Caymanian. Non-Caymanians wishing
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to work in the islands must have job offers from local employers
who must apply for work permits.

The applications are handled by the Immigration Board, which
is appointed by the government to control the entry, residence
and employment of non-Caymanians. Work permits (referred to
as gainful occupation licenses, see Section D) are normally issued
for a specific occupation with a specific employer. The board may
set conditions or limitations on granting a permit.

Before an application is made to the board, the vacant position
must be advertised in the local press for a minimum of two issues
for two consecutive weeks and must indicate the remuneration,
benefits and identity of the employer. Certain categories of work-
ers are exempt from the advertising requirement, including indi-
viduals married to Caymanians, various unskilled laborers in
construction, agriculture and other specified industries, and self-
employed individuals.

The following actions are required by a foreign national seeking

employment:

* Obtain, complete and return to the employer the work permit
application form, together with evidence of qualifications and
experience.

* Enclose three full-faced and one profile passport-size photo-
graphs.

* Obtain a police clearance certificate from the applicant’s home
district or last place of residence, issued within six months prior
to the date of application. (For applicants from the United King-
dom and other countries where the police do not issue clearance
certificates, an affidavit of no convictions, sworn before a notary
public, may be submitted.)

 Obtain a medical certificate of good health, completed on the
board’s prescribed form.

* Provide copies of any professional certifications or credentials
to support the applicant’s qualification for the position.

« If the applicant’s dependents are also seeking to reside in the
Cayman Islands as part of the work permit application, provide
certified copies of the marriage certificate for the spouse and
birth certificates for the dependent children.

Companies may also submit a business plan outlining their re-
quirements for the next three years, including identifying the
number of Caymanians employed, plans for training and promo-
tion programs and increasing the number of Caymanians on staff,
and the demands for foreign expertise and personnel over that
period. These business plans are reviewed by the Business
Staffing Plan Board and if accepted, obviate the requirement of
advertisement prior to applying for a work permit. This also pro-
vides a fast track to identify the permit sought as within the cat-
egories of the plan.

The following individuals do not require work permits: employ-
ees of the civil service, UK. government employees working in
the islands, consular officers and staff, accredited representatives
or agents of a government of a British Commonwealth country,
members of the British armed forces, the crews of visiting ves-
sels and aircraft, and other persons declared to be exempt under
the provisions of the Immigration Law.
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Anyone seeking self-employment in the islands in a particular

profession or business should submit the same documents, photo-

graphs and fee as outlined above. However, the following are sub-

stituted for the cover letter from the employer:

¢ A detailed letter describing the field of business or profession to
be undertaken and stating whether a local office will be opened
offering local employment opportunities; and

* Evidence of financial status showing that the applicant is in
a financial position to engage in the proposed business or
profession.

Work permits are granted for employment with a specific em-
ployer and may not be transferred. With respect to entities with
multiple subsidiaries, it is possible to demonstrate that such multi-
ple employers share the permit at application. After an application
is accepted, changes may be made under exceptional circum-
stances. Inappropriate variances from a permit that the Immigration
Board considers abusive may result in the immediate termination
of the work permit or nonrenewal of the work permit upon its
expiration.

Temporary work permits allow foreign nationals to enter the
islands for specified temporary employment. These permits may
be issued for a period of up to 90 days. If a longer stay is necessary
to complete the temporary employment, an application may be
made for a short-term permit if the employment does not exceed
a maximum of six months. Short-term permits are not renewable.
Applications for temporary or short-term permits are made to the
Immigration Board.

H. Residence Permits

Government policy encourages people of good reputation and
financial standing who make substantial investment in the islands
to become permanent residents. Anyone wishing to reside in the
islands without engaging in employment may apply to the Chief
Immigration Officer. To qualify, applicants must normally be
able to financially support themselves and any dependants, with-
out having to engage in any form of employment in the islands,
and must be able to make an investment in a home or a local
enterprise of at least US$183,000.

To apply for an initial residence permit, an applicant must submit

the following:

* Application form completed in full. A separate application is
not required for accompanying dependents.

* Police clearance certificate. This certificate, obtained from the
applicant’s home district or last place of residence, should cover
the last 10 years. A certificate must be submitted for each accom-
panying dependent older than 16 years of age.

» A medical certificate of health for each family member.

* Three written references from persons not related to the appli-
cant who have known the applicant for several years.

* Evidence of financial status. A statement of financial position
and statement of income demonstrating the applicant’s ability
to support himself or herself without engaging in employment
in the islands is required. These statements should be accompa-
nied by such independent evidence as bank statements and tax
returns and be certified by an independent accountant. (This in-
formation is treated in strict confidence.)
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The application should be submitted to the Chief Immigration
Officer after the applicant has resided in the Cayman Islands
for at least six months and must be made in triplicate in the
prescribed form, which may be obtained from the Department of
Immigration. A separate application is not necessary for an accom-
panying spouse or for children younger than 18 years of age.

The application for permanent residence is referred to the Immi-
gration Board, which may refuse, defer or grant the application
either unconditionally or subject to conditions or restrictions. At
this stage, the board takes into account whether the applicant has
made an investment and is living in the islands. Evidence of home
ownership is helpful.

The fee for permanent residency varies from US$500 for domes-
tic, manual and unskilled workers to US$18,293 for partners,
managing directors and chief executive officers of organizations.

A permanent resident may, after two years of continuous residence,
apply for permission to engage in gainful occupation. The Immi-
gration Board considers the connections the applicant has with the
islands, his or her standing in the community and the contribution
the individual has made or is capable of making to the community.
However, only in exceptional circumstances does the board grant
this permission to an applicant with less than five years’ resi-
dence. Individuals who have Caymanian connections are subject
to less stringent physical residence requirements and lower fees.

Permission to engage in gainful occupation is normally restricted
to a specified occupation, but not to a specified employer.

A permanent resident given permission to work must pay an
annual fee equal to the fee for a gainful occupation license for the
relevant type of work.

I. Family and Personal Considerations

Family Members. Except in exceptional circumstances and at the
discretion of the Immigration Board, a work permit holder may
not bring more than three dependants to the islands. Unskilled
workers are rarely permitted to have any dependants accompany
or join them in the islands.

Drivers’ Permits. Foreign nationals may drive legally in the Cay-
man Islands with their home country drivers’ licenses for up
to three months. After three months, they must obtain Cayman
Islands drivers’ licenses.

The Cayman Islands does not have driver’s license reciprocity with
other countries. To obtain a driver’ license in the Cayman Islands,
an applicant must take written and physical exams. Holders of for-
eign drivers’ licenses from certain countries that have agreements
with the Cayman Islands are exempt from examination.

CHILE

Country Code 56

SANTIAGO GMT -4
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Ernst & Young
Huérfanos 770

14th Floor, Office 1402
Santiago

Chile

Executive and Immigration Contacts

Mauricio Pefaloza (2) 676-1290

Fax: (2) 676-1034

E-mail: mauricio.penaloza@cl.ey.com
Gloria Droguett (2) 676-1290

Fax: (2) 676-1034

E-mail: gloria.droguett@cl.ey.com
Ana Piquer (2) 676-1290

Fax: (2) 676-1034

E-mail: ana.piquer@cl.ey.com

A. Income Tax

Who Is Liable. All individuals domiciled or resident in Chile are
subject to personal income tax on worldwide income. Non-
residents are taxed on Chilean-source income only.

A person present in Chile for longer than six months in one cal-
endar year or for longer than six months within two consecutive
assessment years is considered a resident of Chile. However, dur-
ing their first three years of residence, foreign nationals are sub-
ject to tax on Chilean-source income only.

Domicile is defined as residence in a particular place with the
intention of staying there. The intention is proved through facts
and circumstances, including employment within the country or
moving one’s family into the country.

Income Subject to Tax. The taxation of various types of income is
described below. For a table outlining the taxability of income
items, see Appendix 1.

Employment Income. Taxable employment income includes any
kind of remuneration received under an employment contract, in-
cluding entertainment expenses. However, board and lodging pro-
vided to workers for the employer’s convenience are tax-exempt.
Legal family allowance payments, social security benefits estab-
lished by law and severance payments within certain limitations
are not included in taxable income.

Scholarships provided by employers to their employees or their
employees’ children are not taxable.

Self-Employment Income. Personal income tax must be paid on
income withdrawn from business enterprises that are subject to
the 17% First Category Tax (that is, partnerships and sole propri-
etorships). However, individuals receive a credit equal to the
amount of First Category Tax paid on the income by the enter-
prise. Income earned by professionals and independent workers,
minus deductions for actual or deemed expenses, are also subject
to personal income tax.

Income and expenses are subject to a monetary correction based
on the change in the Consumer Price Index (inflation index)
between the month prior to the collection or disbursement and the
month preceding the financial year-end.
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Individuals and small partnerships engaged in agriculture, min-
ing, land transportation and certain other activities are entitled to
special tax benefits for small taxpayers, which includes paying
tax on deemed income if gross income does not exceed a speci-
fied amount.

Investment Income. Shareholders receiving dividends from
Chilean corporations are entitled to a credit of the 17% First
Category Tax. The dividends are then aggregated with other non-
compensation income and taxed as personal income, along with
interest derived from the following sources:

* Demand deposits or time deposits in cash; and

* Bonds, debentures or other debt instruments, unless otherwise

provided by international agreement.

Income derived from rentals and royalties is included in taxable
income and is subject to personal income tax.

Directors’ Fees. Directors’ fees are taxed in the same manner as
professional income, without deduction of actual or deemed
expenses.

Taxation of Employer-Provided Stock Options. Chilean tax laws do
not specifically address the taxation of employer-provided stock
options. Employees are taxed on stock options at the time of exer-
cise if the spread is financed in whole or in part by the employer,
whether Chilean or foreign. The spread is taxed as compensation
income. In addition, a gain derived from the sale of shares of a
foreign corporation is subject to regular income tax, while a gain
derived from the sale of shares of a Chilean corporation is sub-
ject to a final 17% tax, unless the transaction occurs within one
year or less from the date the shares are acquired.

Capital Gains. Capital gains derived from sales of personal prop-
erty, including automobiles and household furniture, not used in
connection with a trade or business, are exempt from tax. Gains
derived from sales of real estate not used in connection with a
trade or business are also exempt, unless the transactions are con-
sidered habitual or the property is held for less than one year
before its transfer.

Gains derived from transfers of personal property and real prop-
erty used in a trade or business are treated as ordinary income
and are subject to tax at the regular rates (see Rates).

Capital gains derived from sales of shares and other investments
are subject to a final 17% tax if the transactions are not habitual
and not between related parties.

Deductions

Personal Deductions and Allowances. Individuals may deduct
from taxable income social security contributions paid, up to cer-
tain limits. In addition, the amount invested during the year in
shares of public corporations, certain financial instruments and
certain other items may be partially deductible from taxable
income. Within certain limitations, amounts invested in pension
or insurance funds may be fully deductible from taxable income.
Mortgage interest may be partially credited against personal
income tax, subject to certain limitations.



CHILE 171

Business Deductions. Deductible expenses consist of expenses
necessary to produce taxable income.

Instead of accounting for actual expenses, individual profession-
als and independent workers may take a standard deduction equiv-
alent to 30% of gross income, limited to 15 Annual Tax Units
(ATUs, see Rates).

Rates

Employment Income. Personal income tax is levied on a progres-
sive scale. The income brackets are adjusted monthly in accor-
dance with a consumer price index variation expressed through a
unit called a Monthly Taxable Unit (MTU). An MTU is equivalent
to approximately US$60.

The following table presents the personal income tax brackets
and corresponding tax rates.

Taxable Income

Exceeding Not Exceeding Rate
MTU MTU %
0 13.5 0
13.5 30 5
30 50 10
50 70 15
70 90 25
90 120 32
120 150 37
150 — 40

For sample tax calculations, see Appendix 2.

Self-Employment and Business Income. Tax is calculated on an
annual basis rather than the monthly basis used by dependent
employees. The brackets and rates are the same as those indicat-
ed above, except that the MTU is replaced by the ATU, which is
equivalent to 12 MTUs or approximately US$720.

Sole proprietors are subject to a 17% first category tax on
accrued income in the same manner as corporations or partner-
ships. The 17% amount is then credited against the personal
income tax of the proprietor when profits are withdrawn from the
enterprise if the profits are not reinvested in the same or another
local enterprise. If they elect to be taxed as commercial entities,
professional partnerships are subject to first category tax.

Certain self-employed taxpayers are subject to provisional tax,
which is withheld by the payer in certain cases and credited
against final tax, at a rate of 10% of gross fees or receipts. This
applies to independent workers, professionals and individuals in
professional partnerships who are not subject to the 17% first
category tax.

Nonresidents. Individuals working in Chile for periods not
exceeding six months in a year or for a total of six months with-
in two consecutive years are considered nonresidents. However, a
person may be treated as a resident from the first day of his or her
stay in Chile if evidence of an intention to establish a domicile in
Chile exists.
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Nonresidents are subject to “additional tax” on their Chilean-
source income, which is income earned for services rendered in
Chile or activities performed in the country. Persons neither resi-
dent nor domiciled in Chile are subject to additional tax at a rate
of 15% on their fees or salaries for scientific, cultural or sports
activities during the first six months of their stay in Chile. The tax
rate for other types of services is 35%. However, effective from 1
January 2007, the additional tax rate for remuneration paid for
technical or engineering work or professional or technical ser-
vices rendered under certain conditions is 15%, unless the pay-
ments are made to a related entity or to a resident in a country list-
ed as a tax haven. For such payments, the rate is increased to 20%.

Additional tax may also be imposed on nonresidents receiving
payment of remuneration from Chile for services rendered
abroad. The general rate tax rate 35%, with special rates of 15%
or 20% imposed under the conditions described above.

Dividend income of nonresidents generally is subject to tax at a
rate of 35%, with a credit for the 17% corporate tax. Profits from
Foreign Capital Investment Funds, however, are subject only to a
10% withholding tax when repatriated, with no credit.

Interest and remuneration for certain services are generally subject
to a 35% withholding tax. The tax rate for directors’ fees is also
35%. Royalties are subject to withholding tax at a rate of 30%.

Relief for Losses. Business losses of a self-employed person must
first be carried back. To the extent the loss exceeds profits from
prior years, the unused portion of the loss may be carried forward
indefinitely.

Individuals who are not self-employed or engaged in their own
business may offset investment losses against investment profits
in the same year.

B. Estate and Gift Tax

Estate and gift tax is a unified tax, assessed in accordance with
rates and brackets expressed in ATUs (see Section A). Residents
are subject to estate and gift tax on worldwide assets. Nonresidents
are subject to estate and gift tax on assets located in Chile only.
Estate tax paid abroad may be credited against Chilean tax.

A zero rate applies to the first 50 ATUs transferred from an estate
to close relatives, including a spouse or children. Only five ATUs
are subject to the zero rate if assets are transferred to other bene-
ficiaries. The following rates apply after deduction of the exempt
amount.

Taxable Amount

Exceeding Not Exceeding Rate

ATU ATU %

0 80 1
80 160 2.5
160 320 5
320 480 7.5
480 640 10
640 800 15
800 1,200 20

1,200 — 25



CHILE 173

C. Social Security

Employers pay a basic contribution of 0.95% and an additional
contribution ranging from 0% to 3.9% on payroll to cover acci-
dent insurance for employment activities considered risky. These
contributions are paid on salaries up to a maximum of 60 U.F.
(approximately US$2,060). The U.F. is an inflation-indexed unit
expressed in Chilean pesos that varies according to the consumer
price index. Social security contributions covering healthcare
institutions and pension funds are paid by employees at a basic
rate of 20% (7% for healthcare institutions and approximately
13% for pension funds) on salaries up to a maximum of 60 U.F.

The contributions described above are withheld and remitted by
employers on a monthly basis. In addition, employees may con-
tribute voluntarily in excess of the ceiling to individual pension
funds or health insurance. Voluntary contributions are entitled to
the same tax benefits as required contributions, up to certain limits.

Another mandatory social security contribution relates to unem-
ployment insurance, which is financed by employers, employees
and the government. The contribution rates are 2.4% for employ-
ers and 0.6% for employees, with a salary ceiling of 90 U.F.
(approximately US$3,090) per month.

To provide relief from paying double social security contribu-
tions and to assure benefit coverage, Chile exempts foreign
nationals from paying social security contributions in Chile if
they are technical or professional employees covered under a
similar social security system in their home country. However,
this exemption does not apply to unemployment insurance and
accident insurance.

D. Tax Filing and Payment Procedures

Taxes withheld from employees must be paid by the twelfth day
of each month for the preceding month’s payroll.

Spouses are taxed separately on their personal income.

Annual income tax returns must be filed in April for income re-
ceived in the preceding calendar year. Tax withheld or paid month-
ly is credited against tax due. Any tax owed must be paid when fil-
ing the tax return. Balances in the taxpayers’ favor are refunded
in May.

Certain self-employed taxpayers, including independent workers,
professionals and professional partnerships, are required to pay
provisional monthly tax that is credited against final tax at a rate
of 10% of gross monthly fees or receipts. Enterprises that pay
fees to professionals or independent workers must withhold 10%
from gross fees. The withholding is treated as a provisional pay-
ment by the taxpayer. Taxes withheld by payers of fees are cred-
ited against the provisional monthly payments.

E. Double Tax Relief and Tax Treaties

Chile has entered into a double tax treaty with Argentina with
respect to income and social security taxes. Under the treaty, the
source of income determines the country where income is taxed.

Chile has also entered into double tax treaties based on the
Organization for Economic Cooperation and Development
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(OECD) model convention with the following countries: Brazil;
Canada; Croatia; Denmark; Ecuador; France; Korea (South);
Mexico; New Zealand; Norway; Peru; Poland; Spain; Sweden;
and the United Kingdom.

F. Tourist Visas

Most foreign nationals do not need to obtain entry visas before
entering Chile.

Tourist visas are generally issued on arrival to individuals who
intend to visit Chile for business, family, health, recreational or
sporting activities and who have no intention of immigrating or
conducting remunerated activities. Tourist visas are valid for 90
days and are renewable for an additional 90 days.

G. Work Visas and Self-Employment

Expatriates who wish to engage in remunerated activities in Chile
must apply for a visa or residence permit that entitles him or her
to work. The most common visas and work permits are the pro-
visional work permits for tourists, subject-to-contract visas and
temporary visas. Except for provisional work permits, these per-
mits may be obtained after the expatriate has entered the country
or they may be obtained before his or her arrival through a
Chilean consulate abroad.

Subject-to-contract visas are valid for up to two years and are
renewable one time for an additional two years. Temporary visas
are granted for up to one year, and may be renewed one time for
an additional year. After the expiration of the renewal period, the
expatriate must apply for permanent residence status.

Foreign nationals may start businesses in Chile if they comply
with all legal requirements. Companies may be headed by foreign
nationals if such nationals are residents or domiciled in Chile for
tax purposes.

The above visas imply a residence and work permit.

H. Residence Visas

Residence visas are issued in the following different categories to

the following persons:

* Officials: Members of the consular and diplomatic corps.

» Temporary: Gives the expatriate the right to work or perform
other legal remunerated activities in Chile. This status may be
granted to individuals who have relatives in Chile or who intend
to make investments that are considered advantageous for
Chile.

* Subject-to-contract: Valid for up to two years, and may be
renewed for an additional two-year period.

* Student: Valid for up to one year and may be renewed for addi-
tional one-year periods, as many times as necessary.

« Political refugee: Issued to foreign nationals who intend to
establish permanent residence in Chile.

* Permanent residence: An indefinite visa that gives the expatri-
ate the same rights as an ordinary Chilean national, except for
the rights to vote and seek public office.

In general, foreign nationals must file all or some of the follow-
ing documents when applying for visas and permits:
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* An application form;

* Passport and documents proving current visa status;

* Documents that prove professional status;

* Documents that prove marital status;

« Birth certificates;

» Documents that support the activities an applicant will develop
in the country, such as a labor contract or documents that prove
that the applicant has been accepted in a college or educational
institution;

* A certificate proving that the applicant has no criminal record;
and

* A health certificate.

I. Family and Personal Considerations

Family Members. Family members of a working foreign national
do not need separate visas to reside in Chile, and children of a
foreign national do not need student visas to attend schools in
Chile, but they have to apply for a dependent visa. A separate
work visa must be obtained by any family member of a working
foreign national who intends to work legally in Chile.

Drivers’ Permits. Foreign nationals may not drive legally in Chile
using their home country drivers’ licenses. However, they may
legally drive in Chile with an international license while the
license is in force. Chile has driver’s license reciprocity with a
few countries. To obtain a Chilean driver’s license, a foreign
national must take a basic written exam, a technical exam, a basic
practical driving test and a basic medical exam.

APPENDIX 1: TAXABILITY OF INCOME ITEMS
Not

Taxable  Taxable Comments
Compensation
Base salary
Bonus
Retained hypothetical tax
Cost-of-living allowance
Housing allowance
Employer-provided housing
Housing contribution
Education reimbursement
Hardship allowance
Other allowance
Foreign service premium
Home-leave allowance
Other compensation income
Moving expense
reimbursement
Tax reimbursement (current
and/or prior, including
interest, if any)
Value of meals provided —
Value of lodging provided —
Pension plan contributions —
Welfare benefits —

| >
|

R | |
| > |
©

|
=
|

>~

(b)
(b)
(©
(d)

D |
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Not
Taxable Taxable Comments

Other Items

Foreign source personal

ordinary income (interest

and dividends) X — (e)

Capital gain from sale

of personal residence in

home country — X 63

Capital gain from sale

of stock in home
country X — (e)

(a) Education reimbursement is considered to be a scholarship and not an educa-
tion allowance.

(b) These expenses must be incurred for company business (for example, trips
and seminars). However, one meal per day or the price of a regular meal is
acceptable.

(c) Mandatory pension plan contributions are exempt from tax. Voluntary pension
plan contributions are exempt from tax up to certain limits.

(d) Welfare benefits established by law are exempt from tax.

(e) This item is taxable only to persons resident or domiciled in Chile. However,
for foreign nationals, these gains are not taxable if earned during the first three
years of residence.

(f) The gain is taxable if both of the following conditions are satisfied: the seller
is a Chilean national or a foreign national with more than three years of resi-
dence in the country; and less than one year has passed between the acquisi-
tion and sale.

APPENDIX 2: SAMPLE TAX CALCULATIONS

Sample tax calculations are provided below. For purposes of the
calculations, it is assumed that the exchange rate is US$1 =
CL$535. For the purposes of these examples, social security con-
tributions, which are generally deductible from gross salary up to
certain limits, are not taken into account.

The following are the monthly tax brackets in Chilean pesos.

Monthly Salary Tax
Exceeding Not Exceeding Rate Reduction
CL$ CL$ % CL$

0 434,781 0 0
434,781 966,180 5 21,739.05
966,180 1,610,300 10 70,048.05
1,610,300 2,254,420 15 150,563.05
2,254,420 2,898,540 25 376,005.05
2,898,540 3,864,720 32 578,902.85
3,864,720 4,830,900 37 772,138.85
4,830,900 — 40 917,065.85
1. Monthly Salary of CL$440,000
CLS$
CL$440,000 at 5% 22,000
Tax reduction (21.739)
Tax 261
2. Monthly Salary of CL$980,000
CLS$
CL$980,000 at 10% 98,000
Tax reduction (70.048)

Tax 27,952
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3. Monthly Salary of CL$1,800,000

CL$1,800,000 at 15%
Tax reduction
Tax

4. Monthly Salary of CL$2,500,000

CL$2,500,000 at 25%
Tax reduction
Tax

5. Monthly Salary of CL$3,000,000

CL$3,000,000 at 32%
Tax reduction
Tax

CLS
270,000

(150.563)
119.437

CLS
625,000

(376.005)
248,995

CLS
960,000

(578.903)
381,097

CHINA, PEOPLE’S REPUBLIC OF

Country Code 86

BEUING

GMT +8

Ernst & Young

Level 16, Ernst & Young Tower
Tower E3, Oriental Plaza

1 East Chang An Avenue

Dong Cheng District

Beijing

People’s Republic of China 100738

Executive and Immigration Contacts
Stacy Kwok

(10) 5815-3382
Fax: (10) 8518-8308
E-mail: stacy.kwok@cn.ey.com

Jason Mi (10) 5815-3990
Fax: (10) 8518-8308
E-mail: jason.mi@cn.ey.com
GUANGZHOU GMT +8
Ernst & Young

36/F, Tower B

Center Plaza

No. 161 Linhe Roadwest

Tianhe District

Guangzhou

People’s Republic of China 510620

Executive and Immigration Contacts
Paul Wen
(resident in Hong Kong)

George Sy

[852] 2629-3876

Fax: [852] 2827-9523

E-mail: paul.wen@hk.ey.com
(20) 2881-2888

Fax: (20) 2887-7303

E-mail: george.sy@cn.ey.com

HONG KONG

GMT +8
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Ernst & Young

Two International Finance Centre
18/F

8 Finance Street

Central

Hong Kong

Executive Contacts
Paul Wen

Christina Li

Immigration Contact

[852] 2629-3876

Fax: [852] 2827-9523

E-mail: paul.wen@hk.ey.com
[852] 2829-3664

Fax: [852] 2827-9523

E-mail: christina.li@hk.ey.com

Winnie Walker [852] 2629-3693
Fax: [852] 2827-9523
E-mail: winnie.walker@hk.ey.com
MACAU GMT +8
Ernst & Young

Avenida de Almeida Ribeiro
No. 37-61

21/F, Central Plaza

Macau

Executive and Immigration Contact
Colla Chow

[853] 506-1826
Hong Kong Fax: [852] 2157-6811
E-mail: colla.chow@hk.ey.com

SHANGHAI

GMT +8

Ernst & Young

23/F, The Center

989 Changle Road

Shanghai

People’s Republic of China 200031

Executive and Immigration Contact
Norman Yu

(21) 2405-2287
Fax: (21) 6275-1131
E-mail: norman.yu@cn.ey.com

SHENZHEN

GMT +8

Ernst & Young

21/F, China Resources Building
No. 5001 Shennan Dong Road
Shenzhen, China 518001

Executive and Immigration Contacts
Paul Wen
(resident in Hong Kong)

Sam Pang

[852] 2629-3876

Fax: [852] 2827-9523

E-mail: paul.wen@hk.ey.com
(755) 2502-8160

Fax: (755) 2502-6160

E-mail: sam.pang@cn.ey.com

For information on the tax and immigration rules for Hong Kong and Macau,
see those jurisdictions’ respective chapters.

A. Income Tax

Who Is Liable. People’s Republic of China (PRC) residents are
generally subject to tax on their PRC-source and non-PRC-source
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income; nonresidents are subject to tax on their PRC-source
income only.

PRC residents include the following persons:

¢ Individuals who maintain a permanent home in the PRC; and

* Individuals who do not maintain a permanent home in the PRC
but reside in the PRC for one year or longer.

Individuals are considered to have resided in the PRC for one year
if they reside in the PRC for 365 days during one calendar year. In
calculating the number of days an individual is present in the
PRC, temporary absences from the PRC are not excluded.
Temporary absence is defined as a single absence from the PRC
for a period of no longer than 30 days, or as multiple absences
from the PRC for an aggregate of no longer than 90 days.

For employment income, individuals who are considered one- to
five-year tax residents are subject to PRC individual income tax
on income earned from services rendered in the PRC and on
income earned from the services rendered outside the PRC but
paid or borne by the individual’s PRC employer.

Individuals who maintain a permanent home in the PRC and
those who reside in the PRC for more than five consecutive years
are subject to PRC individual income tax on worldwide income,
regardless of whether the income is remitted to the PRC.

Income Subject to Tax. The taxation of various types of income is
described below. For a table outlining the taxability of income
items, see Appendix 1.

Employment Income. The types of compensation taxable under
PRC individual income tax law include wages and salaries, for-
eign service or hardship allowances, cost of living and automo-
bile allowances, tax reimbursements and bonuses. Nontaxable
compensation for expatriate employees includes housing provid-
ed by the employer, reimbursed home leave (limited to twice a
year for employee only), relocation or moving costs, business-
related local transportation, language training and children’s edu-
cation expenses. Meals, laundry and other employee business
travel expenses are taxable if paid in a lump sum as allowances
and nontaxable if reimbursed on presentation of receipts.

The annual bonus is treated as a separate one-month salary for
tax purposes. The applicable marginal tax rate and quick reckon-
ing deduction amount (see Appendix 2) must be determined
based on 1/12 of the annual bonus. This calculation method can
be used by each individual only once in a calendar year. Bonuses
other than the annual bonus must be treated as a part of monthly
salary income and are taxed based on the aggregated amount of
monthly income.

Self-Employment Income. Taxable income includes compensa-
tion for independent personal services performed in the PRC,
bonus payments and income specified as taxable by the Ministry
of Finance.

Investment Income. Interest, dividends and other investment in-
come from PRC sources are subject to tax at a flat 20% rate, with
no deductions allowed. However, dividends paid on B shares
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(shares issued for sales to foreign investors) and on H shares
(shares of PRC enterprises listed on foreign stock exchanges)
issued by enterprises in the PRC are tax-exempt.

Dividends, interest, royalties and rental income received by non-
resident foreign nationals from PRC sources are normally subject
to a 10% withholding tax under most double tax treaties entered
into by the PRC. No tax return is required if the income is sub-
ject to withholding tax.

Dividends paid by a foreign-investment enterprise in the PRC are
exempt from tax.

Directors’ Fees. Directors’ fees are considered income from inde-
pendent personal services and are taxed as income derived from
labor services.

Directors’ fees are taxable as lump sums, with tax liability com-
puted by applying the rules outlined for income from indepen-
dent personal services.

Exempt Income. The following types of income are exempt from

tax:

* Monetary awards granted by provincial People’s Governments,

State Council ministries and commissions, units of the People’s

Liberation Army at army level or above, or by foreign or inter-

national organizations for achievement in fields, such as sci-

ence, education, technology, culture, public health, sport and

environmental protection;

Interest on state treasury bonds and state-issued financial bonds

and national debt obligations;

Subsidies and allowances paid in accordance with the central-

ized State Council;

Welfare benefits, disability pensions, pensions for families of

the deceased and relief payments;

Insurance indemnities;

Military severance pay and demobilization pay;

Resettlement allowances, severance pay, retirement pay, retire-

ment pensions and cost-of-living subsidies of personnel who

have left their jobs on a permanent basis to rest and recuperate,

and subsidies distributed to cadres and workers, in accordance

with centralized state regulations;

Income of diplomatic representatives, consulate officials and

other personnel of foreign embassies and consulates in China

who enjoy tax exemptions in accordance with the relevant

Chinese laws;

* Tax-exempt income stipulated in international conventions; and

* Tax-exempt income approved by the finance department of the
State Council.

Capital Gains. After deducting costs and related expenses, income
derived from the sale or transfer of movable or immovable prop-
erty in the PRC is taxed at a flat 20% rate.

Certain expenses are deductible in determining taxable gains.

Capital gains derived from transfers of B and H shares (see Invest-
ment Income) are exempt from tax.

Foreign individuals who do not have other income subject to PRC
individual income tax are subject to a 20% tax on gains derived
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from the sale of equity in a foreign-investment enterprise in the
PRC (for example, an equity joint venture).

The applicable tax rate may be reduced for individuals resident in
treaty countries.

Taxation of Employer-Provided Stock Options. Taxable income is
recognized on the date an employee exercises an employer-
provided stock option. For foreign nationals, stock option income
is taxable if it is considered attributable to PRC employment. In
general, a stock option that is granted and vested when the
employee is resident in the PRC is considered to be PRC-source
taxable income. If the expense is charged back to the PRC entity,
the income is normally taxable in the PRC.

The amount of taxable income is the difference between the fair
market value of the stock on the exercise date and the exercise
price. The taxable income is reported in the month of exercise as
stand-alone employment related income, which is subject to indi-
vidual income tax at progressive rates ranging from 5% to 45%.
In addition, for stock options of publicly listed companies, the
employer may divide the total stock option benefits into the num-
ber of months that the employee has worked in the PRC (capped
at 12) for the purpose of determining the applicable individual
income tax rates.

Deductions

Deductible Expenses. An individual is allowed a flat RMB 1,600
deduction each month in computing his or her net taxable income.
Expatriate employees are allowed an additional deduction of
RMB 3,200 per month. Approved charitable donations are also
deductible.

For foreign expatriates, social security contributions made by
individuals are not deductible.

If an employer is responsible for paying the employee’s PRC
income tax liabilities, the employee’s taxable income is grossed
up by the amount of the payment. Any hypothetical tax, which is
an amount withheld by the employer as full or partial compensa-
tion for satisfying the employee’s PRC tax liability, is allowed as
a deduction in computing the employee’s net taxable income.

Personal Deductions and Allowances. On approval by the local tax
bureau, employees who do not have a permanent residence in the
PRC and who have job responsibilities both within and outside
the PRC may be allowed to report tax on a time-apportionment
basis. However, the total compensation (both PRC income and
non-PRC income) must be reported in the PRC for tax purposes,
and the tax can be prorated based on the number of days the
employee stays in the PRC. To qualify, an employee must provide
supporting documentation.

No distinction is made between married and single taxpayers, and
no relief by allowance or deduction is provided for dependants.

Business Deductions. Independent personal services income,
royalties, and rental or leasing income is allowed a deduction of
RMB 800 or 20% of income, whichever is higher.

Rates. Income is not accumulated for purposes of calculating
monthly tax liabilities. Income tax for individuals is computed on
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a monthly basis by applying the following progressive tax rates to
employment income.

Monthly Income Tax on Lower Rate on
Exceeding Not Exceeding Amount Excess
RMB RMB RMB %

0 500 0 5

500 2,000 25 10
2,000 5,000 175 15
5,000 20,000 625 20
20,000 40,000 3,625 25
40,000 60,000 8,625 30
60,000 80,000 14,625 35
80,000 100,000 21,625 40
100,000 — 29,625 45

Independent personal services income, royalties and rental or
leasing income is subject to tax at a flat rate of 20%.

Additional tax may be levied on abnormally high single pay-
ments for independent labor services. For these purposes, taxable
income in excess of RMB 20,000, but not exceeding RMB
50,000, is subject to an additional tax charge equal to 50% of the
tax normally payable. Taxable income over RMB 50,000 is sub-
ject to an additional tax charge equal to 100% of the tax normal-
ly payable.

Copyright income is taxed at a flat 20% rate, with a deduction of
RMB 800 or 20% of income, whichever is higher. A further 30%
reduction of tax payable is allowed.

For a sample tax calculation, see Appendix 2.
Relief for Losses. No provisions exist for the carryover of losses.

Nonresidents. Individuals who do not maintain a permanent place
of abode in the PRC and who work in the PRC fewer than 365
days in a calendar year are considered nonresidents and are sub-
ject to individual income tax under different rules, as described
below.

Resident for 90 Days or Less. Individuals who reside in the PRC
continuously or intermittently for not more than 90 days during a
calendar year are treated in the following manner:

» The expatriate is exempt from individual income tax if the
salary is paid and borne by an overseas employer.

* Employment income paid or borne by the employer’s establish-
ment in the PRC is subject to individual income tax to the
extent that the income is attributable to services actually per-
formed in the PRC. For these purposes, an establishment
includes a representative office and the site of a contract project
in the PRC.

» Normally, the tax liabilities are apportioned to PRC and non-
PRC services in accordance with the actual number of days the
expatriate resides in the PRC. However, for tax determination
purposes, employment income paid by an employer in the PRC
and by an employer outside the PRC and not charged back
against a PRC-registered entity must be aggregated in calculat-
ing the tax liabilities payable. The apportionment is based on
the tax liabilities payable, which is calculated on the total
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earned income. Accordingly, individuals with higher earned
income are unfavorably affected by the progressive tax rates
system.

* The residency threshold is increased from 90 days to 183 days
if the expatriate is resident, during the relevant calendar year, in
a country that has concluded a double tax treaty with the PRC
(a tax treaty expatriate).

Residents for 90 to 364 Days. Individuals who reside in the PRC
for more than 90 days (183 days for tax treaty expatriates), but
less than one year, are treated in the following manner:

* The expatriate is subject to individual income tax on employ-
ment income derived from services actually performed in the
PRC.

* Assessable income includes all employment income, whether it
is paid (or borne) by an employer inside or outside the PRC.

* Employment income attributable to services performed outside
the PRC is exempt from individual income tax. Normally the
tax liabilities are apportioned to PRC and non-PRC services in
accordance with the actual number of days the expatriate
resides in the PRC.

Income paid by an employer outside the PRC to these individu-

als is taxed in one of the following ways:

* The income is exempt from individual income tax if the indi-
vidual resides in the PRC for not more than 90 days (or 183
days for tax treaty expatriates) during a calendar year; or

* The income is subject to individual income tax if the period of
residency extends to more than 90 days (or 183 days for tax treaty
expatriates) to the extent that the income is attributable to ser-
vices performed in the PRC.

B. Other Taxes
Net Worth Tax. No net worth tax is levied in the PRC.

Estate and Gift Taxes. No estate and gift taxes are levied in the
PRC.

C. Social Security

Normally, Chinese nationals employed by PRC entities are eligi-
ble for the social security system in China, and foreign nationals
working in the PRC are exempt from the system. However, spe-
cial rules apply to foreigners from certain countries or territories.
Under the totalization agreements with Germany and Korea, if
German and Korean employees do not contribute to their home
country’s pension and unemployment insurance during their
employment in China, they should contribute to pension and
unemployment insurance in China. Also, under rules effective
from 1 October 2005, employees from Hong Kong, Macau and
Taiwan, who have entered into local labor contracts should con-
tribute into the PRC social security system. However, in practice,
this rule has not yet been enforced.

Social security tax rates vary among different cities. Employers
and employees are subject to social security taxes at an average
rate of 37% and 11% of gross income, respectively. For this pur-
pose, the amount of gross income is capped at three times the
average salary in the city for the preceding year as published by
the local government.
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D. Tax Filing and Payment Procedures

The tax year is the calendar year. Spouses are taxed separately,
not jointly, on all types of income.

Foreigners must register with the local tax bureau or, if individu-
als are engaged in offshore oil and gas exploration activities, with
the local offshore oil tax bureau.

Foreigners subject to PRC individual income tax may need to
complete a tax registration form and provide an employer’s certi-
fication stating the amount of their compensation, along with
copies of relevant passport pages to verify their date of arrival.

Although the recipient of income is responsible for payment of
income tax, it is generally collected through a withholding sys-
tem under which the payer is the withholding agent.

Effective from 1 January 2006, a withholding agent is required to
notify its supervising tax authorities of the basic personal details
regarding all individuals to whom it has paid taxable income.
Required personal details for payees include name, personal
identification number, position, residential address, telephone
number and correspondence address. Additional information is
required if the income recipients are not employees of the with-
holding agent, investors, equity owners, or nonresidents of the
PRC. However, payers of dividends and interest are required only
to file a set of simplified information with respect to the recipi-
ents. The withholding agent must submit the above information
in the month following the month of payment of taxable income
to an individual, regardless of the availability of deductions or
concessions that may be offset against the income. The with-
holding agent must also notify the tax authorities of any subse-
quent changes.

All taxpayers, including those earning PRC-source income but
not covered by the withholding system, and employees who are
paid outside the PRC must file monthly income tax returns and
pay the relevant tax to the local tax bureau. The returns must be
filed within seven days after month-end.

Chinese residents with foreign-source income must file income
tax returns and pay tax due within 30 days after the end of the cal-
endar year. Foreign taxes paid on this income are allowed as a tax
credit, up to the amount of PRC individual income tax levied on
the same income.

Individuals who are taxpayers are now required to register and

file annually with a tax bureau in charge if any of the following

circumstances apply:

¢ The individual’s annual income exceeds RMB 120,000;

* The individual receives wages or salaries from two or more
sources in China;

* The individual receives income from outside China;

e The individual receives taxable income, but he or she has no
withholding agent; or

* Other circumstances specified by the State Council exist.

PRC resident individuals earning more than RMB 120,000 a year

must undertake the annual filing within three months after the
end of the tax year.
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Foreigners departing from the PRC must pay all taxes before
departure and may need to complete the relevant “deregistration”
formality with the local tax authorities.

Late payment of tax is subject to a daily interest charge of 0.05%.
A penalty of up to five times the amount of unpaid tax may be
levied for tax evasion or refusal to pay tax.

E. Double Tax Relief and Tax Treaties

An individual subject to PRC individual income tax on world-
wide income may claim a foreign tax credit against income sub-
ject to tax in another country. The credit is limited to the PRC tax
payable on the same income.

The PRC has entered into double tax treaties with the following
countries.

Albania Iran Philippines
Armenia Ireland Poland
Australia Israel Portugal
Austria Italy Romania
Azerbaijan Jamaica Russian Federation
Bahrain Japan Saudi Arabia
Bangladesh Kazakhstan Seychelles
Barbados Korea Singapore
Belarus Kuwait Slovenia
Belgium Kyrgyzstan South Africa
Brazil Laos Spain

Brunei Darussalam Latvia Sri Lanka
Bulgaria Lithuania Sudan

Canada Luxembourg Sweden
Croatia Macedonia Switzerland
Cuba Malaysia Thailand
Cyprus Malta Trinidad
Czechoslovakia (a) Mauritius and Tobago
Denmark Mexico Tunisia

Egypt Moldova Turkey
Estonia Mongolia Ukraine
Finland Morocco United Arab
France Netherlands Emirates
Georgia New Zealand United Kingdom
Germany Norway United States
Hungary Oman Uzbekistan
Iceland Pakistan Venezuela
India Papua New Vietnam
Indonesia Guinea Yugoslavia (b)

(a) The PRC honors the Czechoslovakia treaty with respect to the Czech and
Slovak Republics until new treaties are in force.

(b) The Yugoslavia treaty currently applies to Croatia and Slovenia. This position
is subject to change.

Under the treaties, remuneration derived from employment in the
PRC is generally exempt from PRC individual income tax if all of
the following conditions are met:

* The recipient is present in the PRC for a period or periods not
exceeding 183 days in the calendar year, or in a 12-month peri-
od for certain countries;

* The remuneration is paid by, or on behalf of, an employer that
is not resident in the PRC; and
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* The remuneration is not borne by a permanent establishment or
a fixed base maintained by the employer in the PRC.

Under many of the treaties, income derived from independent pro-

fessional services or other independent services is exempt from

PRC individual income tax if the recipient meets both of the fol-

lowing conditions:

* The recipient does not have a fixed base regularly available to
him or her in the PRC for the purpose of performing the ser-
vices; and

* The recipient is present in the PRC for a period or periods not
exceeding 183 days in the relevant calendar year.

On 11 February 1998, Hong Kong and the PRC signed a memo-
randum regarding the avoidance of double taxation of income.
The arrangement is in effect for all income derived in the PRC
after 1 July 1998 and in Hong Kong after 1 April 1998. Under the
arrangement, after 1 July 1998, a Hong Kong resident who spends
fewer than 183 days in the PRC during a calendar year is exempt
from PRC individual income tax if the income is not borne by or
charged back to a PRC-registered entity and if the resident does
not hold an official title in a PRC-registered entity.

F. Types of Visas

All foreign nationals entering, leaving, passing through or resid-
ing in China must obtain permission to do so from the relevant
Chinese authorities, which include the Chinese diplomatic mis-
sions, consulates and other representatives in foreign countries
and the Ministry of Public Security, the Ministry of Foreign Affairs
or local designated authorities within China.

Depending on the status and type of passport held by a foreign
national, a diplomatic, courtesy, business or ordinary visa may be
issued.

Ordinary visas are designated by letters that correspond to the
purposes of the individuals’ visits. The following are selected let-
ter designations:
* D: Issued to a person who plans to reside permanently in China.
* Z: Issued to a person who enters China to take up employment
and to that person’s accompanying family.
* X: Issued to a person who enters China for study, further edu-
cation or practical training for six months or longer.
* F: Issued to a person who has been invited to visit China for no
longer than six months for the following purposes:
— Business, seminars and fact-finding purposes;
— Scientific, technical or cultural exchanges;
— Short-term continuing education or practical training; or
— Any other such activities.
* G: Issued to a person who passes through China in transit.
* L: Issued to a person who enters China for tourist or other pri-
vate purposes.

The only requirements for a foreign national to be self-employed in
China are a valid work permit and a residence permit. No minimum
amount of capital investment is required for self-employment.

G. Steps for Obtaining Visas

Foreign nationals wishing to enter China should apply for visas
at a Chinese diplomatic mission or consulate or with other repre-
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sentatives in foreign countries authorized by the Ministry of

Foreign Affairs. The following documents are required when

applying for a visa:

* A valid passport or an equivalent certificate of identification.

* A completed visa application form with two recent passport-
size photographs.

¢ Other relevant documents that vary according to the type of
visa for which the foreign national is applying. The following
are the relevant documents:

— D: A permanent residence confirmation form, which is
applied for by the applicant or an entrusted relative in China
from the entry-and-exit department of the public security
bureau in the city or county where the applicant intends to
reside;

— Z: An Employment License of the PRC for foreigners,
which can be obtained by the employer in China from the
provincial or municipal labor authorities and a Single-Z Visa
Notification (issued by an authorized organization);

— X: A certificate issued by the receiving unit or the relevant
department in charge (Application Form for Overseas
Students to China [JW201 form or JW202 form]), Admission
Notice and physical examination record for foreigners;

— F: An invitation letter from the inviting unit or visa notifica-
tion from an authorized unit;

— G: A valid visa for the country (region) to which the appli-
cant intends to travel next or, in the absence of such a visa,
an onward ticket; and

— L: A certificate or letter issued by the receiving tour agency
of China and a round trip ticket.

When applying for an entry visa, if a foreign national intends to
take up permanent residence or stay in China for one year or
more, he or she must present a notarized health certificate issued
by a public health and medical unit designated by the Chinese
embassy in the foreign national’s home country, or issued by any
authorized health and medical unit in China. The health certifi-
cate must remain valid for six months from the date of issuance.

Under the following special circumstances, an application for a
visa may be made at any designated entry point authorized by the
Ministry of Public Security (landing visa):

* The foreign person is invited, because of a late confirmation on
the part of the Chinese party, to attend a trade fair in China;

* The foreign national is invited to submit a bid or to formally
sign an economic or trade contract;

« The foreign national, pursuant to an agreement, visits China to
conduct inspection of import or export products or for contract
verification and acceptance;

* The foreign national is invited to perform equipment installa-
tion or to undertake emergency repairs;

* The foreign national is requested by a Chinese party to come to
China for a settlement of claims;

* The foreign national is invited to visit China to provide scien-
tific and technical consulting services;

* The foreign national is an additional or substitute member of a
group that has already been issued visas;

* The foreign national comes to China to visit a seriously ill per-
son or to arrange funeral matters;
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* The foreign national is in direct transit but, for unavoidable rea-
sons, cannot leave China within 24 hours; and

* The foreign national is invited to China but is unable to apply in
time to the aforementioned Chinese organizations abroad, and
he or she holds a document issued by the designated authorities
indicating he or she is approved to apply for a visa at the port of

entry.

The following cities can accept the landing visa application:
Beijing; Dalian; Fuzhou; Guangzhou (BaiYun airport); Guilin;
Hangzhou; Kunming; Shenzhen (Luohu, Shekou airport);
Shanghai; Tianjin; Xiamen; Xi’an; and Zhuhai (Gongbei).

H. Free Visas

Citizens of Brunei Darussalam, Japan and Singapore who enter
China for tourist or business purposes, or to visit friends need not
apply for a China visa for 15 days.

I. Residence Permits

Foreign nationals may obtain residence permits from the local
Public Security Bureau. The term of the resident permit varies
from one to five years, depending on the purpose of residence.
The renewed permit is normally valid for one year.

Foreign nationals holding D, Z or X visas must submit their res-
ident permit or temporary resident permit to the local Public
Security Bureau within 30 days after the entry.

Foreign nationals holding F, L or G visas may stay in China until
the expiration date of the visa and do not need to apply for resi-
dent permits.

No separate resident permits have been issued since September
2004. The resident permit is affixed to the foreign national’s
passport.

Foreign nationals must submit the relevant information and
obtain a temporary resident form from the local police station
within 24 hours after their arrival.

J. Family and Personal Considerations

Family Members. Family members of a working expatriate do not
automatically receive the same type of work visa as the expatri-
ate and must apply independently for visas. These applications
are completed when the expatriate applies for a work permit.

Subject to the decision of the local government and schools, chil-
dren of working expatriates may be required to obtain student
visas to attend schools in China.

Marital Property Regime. No community property or other simi-
lar marital property regime is in effect in the PRC.

Forced Heirship. Forced heirship rules do not apply in the PRC.

Drivers’ Permits. China does not have driver’s license reciprocity
with any country. Foreign nationals may not drive legally in China
with their home country drivers’ licenses, but they may take writ-
ten exams and exchange their licenses for Chinese licenses.
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PPENDIX 1: TAXABILITY OF INCOME ITEMS FOR FOREIGN

EXPATRIATE EMPLOYEES

Not
Taxable* Taxable Comments

Compensation
Base salary X — —

Bonus

Retained hypothetical tax
Cost-of-living allowance
Housing allowance

E

Housing contribution

E

Hardship allowance

Other allowance

Premium allowance

Home leave allowance
Other compensation income

(a)(b)
(a)(b)
(b)
(a)

mployer-provided housing

ducation reimbursement

[

(@)

M| | R | =R

[ >

Moving expense
reimbursement — X (a)
Tax reimbursement

(

including interest, if any) X
Value of meals provided —

current and/or prior,

(@

> |

Other Items

Foreign-source personal
ordinary income

(

interest, dividends) — X (c)

Capital gain from sale

of personal residence

in home country — X (c)
Capital gain from the sale

of stock in home country — X (c)

*

(a

(b

Al

Bracketed amounts reduce taxable income.
) Allowances, such as housing, education, home leave and meal, paid to a for-
eign expatriate in the form of cash, without reference to any specific receipts,
are considered taxable compensation received and subject to PRC individual
income tax. Under the current practice rule, if the amount is paid directly by
employers or as a reimbursement of expenses incurred, supported by appro-
priate receipts and claimed through expense reports, the payment is not tax-
able. The home-leave allowance may be granted only twice a year to an
employee.
If foreign housing is provided for by the employer, either paid directly or on a
reimbursement basis, the amount paid by the employer is treated as a nontax-
able compensation item. In determining the amount of the employee’s income
subject to PRC individual income tax, the corresponding housing contribution
made by the employee is not deductible. However, if the housing contribution
made by the employee is netted off from his base salary and not shown as a
separate item, the nondeductibility issue does not arise.
Foreign expatriates who have not resided in China for five consecutive full
years are not subject to PRC individual income tax on foreign-source invest-
ment income.

PPENDIX 2: SAMPLE TAX CALCULATION

=

N2

A sample income tax calculation is provided below. The calcula-

ti

on uses the following assumptions:

A foreign national, married with children, resides in the PRC
for all of 2007,

The individual works 100% of the time in the PRC;
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* The individual’s tax burden is not borne by the employer (that
is, no gross-up tax);

* Allowances are dispensed to the employee and not paid directly
by the employer; and

» The individual is entitled to a standard deduction of RMB
1,600, plus an additional foreign expatriate deduction of RMB
3,200.

Annual Monthly
Package Amount
RMB RMB
Calculation of Taxable Income
Base salary 1,080,000 90,000
Home country
hypothetical tax (240,000) (20,000)
Housing allowance (a) 432,000 36,000
Housing retention (b) (108,000) (9,000)
Per diem allowance 156,000 13,000
Home leave payment 96,000 8,000
Hardship premium 120,000 10,000
Subtotal 1,536,000 128,000
Less: Home leave payment
made directly by employer (96.000) (8,000)
Total taxable income 1,440,000 120,000
Calculation of Monthly Tax
Total monthly taxable income 120,000
Less: Standard deduction and
foreign expatriate deduction 4,800
Net monthly taxable income 115,200

Tax on RMB 115,200

at a rate of 45% 51,840
Less: Quick reckoning deduction

(resulting from graduated tax

rate and standard deduction) (15.375)
Monthly tax payable 36.465

(a) Housing costs paid directly by the employer are not treated as taxable income.
(b) This item must be shown as a reduction of the base salary.

COLOMBIA
Country Code 57
BOGOTA GMT -5
Ernst & Young Street Address:
Mail Address: Calle 93B No. 16-47
Apartado Aéreo 092638 Bogota
Bogota Colombia
Colombia

Executive and Immigration Contacts
Luz Maria Jaramillo (1) 651-2210, Ext. 105
Fax: (1) 610-3060
E-mail: luz.jaramillo@co.ey.com
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Carlos Mario Sandoval (1) 651-2210, Ext. 125

Fax: (1) 610-3060

E-mail: carlos.sandoval @co.ey.com
Alexandra Gnecco (1) 651-2210, Ext. 143

Fax: (1) 610-3060

E-mail: alexandra.gnecco@co.ey.com

For information purposes, the following exchange rate is used in this
chapter: US$1 = approximately Col$2,000.

A. Income Tax

Who Is Liable. Resident nationals are subject to tax on their world-
wide income. Nonresident nationals are subject to Colombian tax
on their Colombian-source income only. Resident foreigners are
subject to tax on their Colombian-source income only for the
first four years or tax periods of continuous or discontinuous res-
idence in Colombia. They are subject to tax on their worldwide
income as of the beginning of their fifth year of residence in
Colombia.

Individuals are considered resident for tax purposes only in
Colombia if they reside in Colombia for more than six consecu-
tive or nonconsecutive months in the tax year or if they complete
a consecutive six-month period during a tax year.

Colombian source income includes employment income attribut-
able to services provided in Colombia, regardless of where the
payments are made to the employee.

Income Subject to Tax. The taxation of various types of income is
described below. For a table outlining the taxability of income
items, see Appendix 1.

Employment Income. Taxable employment income for individu-
als consists of salaries, wages, bonuses, benefits in kind and any
other income derived from a labor relationship. However, 25% of
employment income is exempt from tax, limited to a monthly
amount (see Exempt Income) which is increased annually.

Self-Employment and Business Income. Taxable self-employment
and business income is income less allowable business expenses
(see Business Deductions).

Investment Income. Dividends received by residents are subject
to income tax. Interest received is also taxed together with any
other income received by the individual at the rates described in
Rates, but relief is available for inflation with respect to interest
received. Royalties and rental income are also considered taxable
income and are taxed at the regular rates.

Directors’ Fees. Directors’ fees are considered taxable income
and are subject to an 11% withholding tax (if the individual is
required to file an income tax return; otherwise, a rate of 10%
applies). The withholding tax is credited against the final tax lia-
bility if the individual is required to file a tax return.

Exempt Income. Twenty-five percent of employment income is
exempt from income tax, limited to a maximum monthly amount
of Col$5,034,000 (approximately US$2,517) for the 2007 tax year.
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Capital Gains. Capital gains are taxed at ordinary income rates.
These rates are applied separately from the ordinary income. As
a result, the effective rate is reduced. In determining the amount
of capital gains, the acquisition costs of shares and real estate are
adjusted for inflation, regardless of whether the asset is used in a
trade or business.

Capital losses may offset only capital gains. Real estate losses are
not allowed.

Deductions

Deductible Expenses. Employees who are required to file tax
returns and individuals who are not required to file tax returns,
but would like to reduce the impact of withholding taxes, may
deduct specified expenses, which are those indicated in Personal
Deductions and Allowances.

In addition, mandatory contributions to the pension system, vol-
untary contributions deposited by the employee in a Colombian
pension fund and deposits in AFC Accounts (for housing con-
struction promotion) opened in local commercial banks and
housing leasing payments are subtracted from employment
income. However, the maximum total deduction for such pay-
ments is 30% of employment income.

Personal Deductions and Allowances. Interest and indexation on
loans for the acquisition of a taxpayer’s house are deductible, up
to a limit set annually. Payments made for education and health
in favor of a taxpayer and his or her spouse and two children can
be treated as a deduction for income tax and withholding pur-
poses, if such payments do not exceed 15% of the taxpayer’s tax-
able income arising from employment and if the taxpayer’s
income in the preceding year did not exceed Col$96,480,400 (for
the 2007 tax year; approximately US$48,240).

Business Deductions. Self-employed entrepreneurs and profes-
sionals may deduct all legally acceptable expenses incurred in
carrying out their business activities. For self-employed profes-
sionals, deductible expenses may not exceed 50% of business
income (90% for architects and engineers on construction con-
tracts); however, this limitation does not apply if the taxpayer
issues appropriate invoices for all his or her income and if such
income is subject to withholding tax.

Rates. Law No. 1111 of 27 December 2006 created the Tax Unit
Value (Unidad de Valor Tributario, or UVT) as a value measure-
ment to adjust the amounts of taxes and other obligations con-
tained in the laws administered by the Colombian tax authority
(Departamento de Impuestos y Aduanas Nacionales, or DIAN).
The UVT is adjusted annually. Under Resolution No. 15652 of
28 December 2006, the value of the UVT is Col$20,974
(US$10,487) for 2007.

The marginal tax rates in the tables below apply to residents for
the 2007 tax year. The Col$ amounts in the table correspond to
the amount of the UVT for 2007.
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Withholding Rates for Employees

Employment Income Taxon
Exceeding Not Exceeding Lower Amount Rate
Col$ Col$ Col$ %
0 1,993,000 0 0
1,993,000 3,146,000 0 19
3,146,000 7,551,000 219,070 28
7,551,000 — 1,452,470 34

To date, the basis for applying withholdings on employment
income is 75% of such income after the subtraction of the
mandatory and voluntary contributions to pension funds and the
deposits in AFC.

Income Tax Rates for Employees or Self-Employed Individuals

Income
Exceeding Not Exceeding Tax on Rate
Col$ Col$ Lower Amount %
0 22,862,000 0 0
22,862,000 35,656,000 0 19
35,656,000 85,993,000 2,433,000 28
85,993,000 — 16,528,000 34

In general, nonresidents are subject to tax on all Colombian-
source income at a flat rate of 34% for the 2007 tax year.

Dividends distributed to residents who are required to file an
income tax return are subject to withholding tax at a rate of 20%.
This withholding tax is treated as a prepayment in the corre-
sponding income tax return. Dividends are generally taxed at a
rate of 34% if the recipient is not required to file an income tax
return. However, if the amount paid is lower than 1,400 UVT
(approximately US$14,681 for the 2007 tax year), the rate is
20%.

Dividends are taxed only if the profits distributed were not taxed
at the corporate level in Colombia. In this case, the withholding
tax rate is 34% (33%, beginning in 2008). Withholding taxes for
nonresidents are final taxes.

Law 1111, 2007 eliminated the 7% withholding tax on dividends
and remittances. This tax now applies only if dividends were
accrued in prior years, but payment of the dividends was
deferred.

For a sample tax calculation, see Appendix 2.

Relief for Losses. Under Colombian tax law, employment income
may not be reduced by any losses, regardless of the source.

B. Estate and Gift Tax

The first Col$25,168,800 (for the 2007 tax year) received as a
gift or inheritance by spouses and legal heirs is exempt from tax.
For inheritances or legacies received by persons other than the
legitimate heirs and spouse, as well as for donations, the exempt
amount of capital gain is 20% of the value received, up to
Col$25,168,800 (for the 2007 tax year).
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C. Social Security

Employees may choose between a private social system and the
public system administered by the Institute of Social Security
(ISS). The contribution rates are the same in each system.

Employers and employees are subject to the following monthly
social security contributions (amounts expressed as percentages
of salaries).

Contribution Employer (%) Employee (%)
Health (a) 8.5 4.0
Pensions (b) 11.625 3.875
Additional contribution (c) — 1to2(d)
Professional risks 0.35t0 8.7 (e) —

(a) Contributions to the health scheme are mandatory for all employees.

(b) The pension system is voluntary for foreign employees.

(c) An additional 1% contribution for pensions must be paid by employees who
earn at least four monthly minimum legal salaries (Col$1,734,800 or approx-
imately US$867) per month.

Contributions to the Solidarity Pension Fund are at a rate of 1%, which is
increased by 0.2%, 0.4%, 0.6%, 0.8% or 1%, depending on the total amount
of the salary (from 16 to 25 minimum monthly legal salaries). One minimum
monthly legal salary equals Col$433,700 (approximately, US$217).

The contribution for professional risks ranges between 0.35% and 8.7% of
the employee’s salary, depending on the risk associated with the company’s
activities.
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The base on which these contributions are calculated is limited to
the equivalent of 25 minimum legal salaries (Col$10,842,500
[approximately US$5,421] per month).

In addition to the above, employers must make an additional 9%
contribution to the Family Compensation Fund, Colombian
Family Welfare Institute (ICBF) and the National Apprentice
Service (SENA), on the salaries paid and the mandatory days of
rest provided to its employees. These contributions are known as
payroll taxes. Payroll taxes do not have a ceiling. Nonsalary
clauses are acceptable (nonsalary clauses represent agreements
between employers and employees that certain benefits are not
considered salary). If certain requirements are met, the nonsalary
part of the compensation is not subject to the above contributions.

If the employee earns an integral salary (package salary), social
security contributions and payroll taxes are calculated on 70% of
such salary.

D. Tax Filing and Payment Procedures

The tax year is the calendar year. Each year the Colombian gov-
ernment establishes deadlines for filing income tax returns
through the issuance of an Official Decree. For 2007, the tax fil-
ing dates may be between 1 August 2008 and 31 August 2008 if
the 2008 dates correspond to the 2007 dates. For taxpayers resi-
dent outside Colombia, the 2007 Colombian income tax return
must be submitted to a Colombian consulate abroad in June 2008
or during the first few weeks of July 2008. In such case, the tax
due must be paid in Colombian currency at an authorized
Colombian commercial bank or in the place of the individual’s
residence at a financial entity linked to Colombian banks that are
authorized to collect Colombian taxes. The exact dates in 2008
will be specified in an Official Decree issued before the end of
2007.
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Income tax liability on employment income is generally satisfied
by employers’ withholding of tax based on gross salary.
Employees are not required to file tax returns if at least 80% of
their gross income consists of employment income. However,
income tax returns for 2007 must be filed by employees if their
net worth exceeds Col$94,383,000 or if their annual income
exceeds Col$69,214,000. Resident self-employed professionals
or entrepreneurs who have net worth inside or outside the coun-
try in excess of C01$94,383,000 on 31 December 2007 or who
receive business income in excess of Col$69,214,000, which was
subject to withholding tax, must file tax returns. The Colombian
government annually adjusts these amounts. Nonresidents do
not need to file tax returns if tax is withheld from all income
received during the year. If nonresidents receive income from
which tax is not withheld, they must file tax returns and meet the
filing deadlines.

Individuals who are required to file tax returns must make
advance payments of tax if payments were not subject to with-
holding tax or if certain other conditions exist.

Married persons are taxed separately, not jointly, on all types of
income.

E. Double Tax Relief and Tax Treaties

Colombian national taxpayers who receive foreign-source
income subject to income tax in the country of origin may credit
the foreign tax from Colombian income tax, up to the amount of
Colombian tax payable on the same income. Foreigners may not
claim the credit.

Colombia currently has a double tax treaty with the Andean
Community member countries (Bolivia, Ecuador and Peru;
Venezuela recently withdrew from the Andean Community, but it
must satisfy certain requirements before it is officially out of the
community.

Colombia has signed a double tax treaty with Spain, which is not
yet effective.

F. Entry Visas

Decree 4000 of 30 November 2004 provides immigration poli-
cies in Colombia. Under Decree 4000, foreigners who wish to
work or carry on business in Colombia must apply for an appro-
priate visa.

Visas may be granted by the Ministry of Foreign Affairs or by
consular offices abroad. However, an individual requesting a tem-
porary visa for the first time must apply at a Colombian embassy
or consulate abroad, except for certain special visas such as for
pensioners, beneficiaries and medical treatments.

The most common types of visas are discussed below.

G. Business and Temporary Visas

Business Visa. A business visa may be granted to a foreigner who
wishes to enter Colombia to act as a legal representative, director
or executive of a Colombian or foreign company that carry out
certain business activities in Colombia.
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A business visa has a maximum term of four years and allows
multiple entries. After each entry, the visa holder may stay with-
in the country for a term of up to six months. Holders of this visa
may not be domiciled in Colombia, may not receive salaries or
fees in Colombia, and may not request any other type of visa.

A business visa does not entitle the holder to work in Colombia.

Temporary Working Visa. A temporary working visa may be grant-

ed to the following individuals:

* A foreigner who has been hired by a person, public or private
entity or company, and intends to enter and remain in the coun-
try to carry out employment within his or her specialty or to
provide technical training;

» A foreigner who intends to enter and remain in the country
under an academic agreement executed between universities, or
under an administrative agreement which provides for the man-
agement of certain activities regarding a specialized area;

* A director, technician, or administrative employee of a public or
private commercial or industrial entity, who has been transferred
to Colombia in order to serve in specified positions for his or
her company; and

* A foreigner who does not have an employment agreement with
a company domiciled in Colombia, but renders personal ser-
vices with respect to specific projects requested by a domiciled
company.

The temporary visa has a maximum term of two years and allows
multiple entries.

Reporting Requirements. All employers must advise the Depart-
mento Administrativo de Seguridad (DAS) in writing within
15 days following the employment or termination of foreign
personnel.

H. Resident Visas

Resident visas are issued by the Ministry of Foreign Affairs or by
the consular offices abroad to foreign nationals intending to
become permanent residents of Colombia. These visas are valid
for an indefinite time and allow multiple entries. However, they
are voided if the permit holder leaves the country for more than
two consecutive years.

The following categories of residence permits are available:

* Visas for family members or relatives of Colombian nationals;

¢ Qualified resident visas issued to the foreigners who have held
a temporary visa for five uninterrupted years, have stayed in
Colombia regularly and request the qualified resident visa with-
in 30 days before the original visa expires; and

* Investor resident visas issued to foreigners who make a direct
foreign investment, in accordance with the foreign-exchange
regulations and in an amount determined by the Ministry of
Foreign Affairs.

I. Family and Personal Considerations

Family Members. Visas for family members are issued by the
Ministry of Foreign Affairs or by consular offices abroad to the
applicant’s spouse, parents and children. These visas have the
same duration as the applicant’s visa.
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Drivers’ Permits. Foreign nationals may drive legally in Colombia
with their home country drivers’ licenses for a maximum of four
months if they carry their passports. Foreign nationals may drive
with international drivers’ licenses until they expire. Colombia
does not have driver’s license reciprocity with any other country.

To obtain a Colombian driver’s license, an expatriate must mail a
letter of request to the License Division of the Transit Secretariat,
including his or her name, address, telephone number, type of
request and identification document number. An answer is usual-
ly received by mail within eight business days. No written exam
is required.

The following documents must be attached to the request:

* One photograph;

* A deposit slip or the equivalent of approximately US$30;

* A copy of the foreigner’s Colombian identity card,

* A physical exam signed by a licensed physician;

* A photocopy of the foreign country driver’s license (translated
by the consulate of the driver’s license’s country of origin); and

* A blood type test.

APPENDIX 1: TAXABILITY OF INCOME ITEMS —

EXPATRIATE PERSONNEL
Not
Taxable* Taxable Comments
Compensation
Base salary X — (a)

Employee contributions
to home country
benefit plan

Bonus

Retained hypothetical tax
Cost-of-living allowance

Housing allowance

Housing contribution

Education allowance

Hardship allowance
Other allowances

Premium allowances
Home-leave allowances
Other compensation income
Moving expense
reimbursement
Tax reimbursement

Current gross up
One-year rollover

Deferred compensation
Value of meals provided
Food allowance (up to
two monthly minimum
legal salaries)

Other Items

Foreign-source personal
ordinary income (interest
and dividends) — X (h)
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Not
Taxable* Taxable Comments

Capital gain from the sale

of personal residence in

home country — X (h)
Capital gain from sale

of stock in home

country — X (h)

*  Bracketed amounts reduce taxable income.

(a) 25% of this item is exempt from tax, up to a monthly amount of Col$5,034,000.

(b) Employee contributions are not deductible from compensation. Benefit plan pay-
ments made in Colombia are taxable, regardless of the employee’s nationality.

(c) Housing allowances paid by the employer and housing paid for by the employ-
er are regarded as taxable income. Housing provided and borne by a foreign
employer is not taxed if it is required for the performance of the job (for exam-
ple, housing provided in oil camps if the expatriate is on call 24 hours).

(d) Actual moving expenses, whether reimbursed to an employee or paid directly
by the employer to a third party, are not treated as taxable compensation.

(e) Deferred compensation is taxable when paid if the compensation is for ser-
vices rendered in Colombia or if the expatriate has been resident in Colombia
for five years or more.

(f) All indirect payments made by employers to their employees are taxable.

(g) This exemption applies only to employees who earn less than 15 times the
minimum monthly legal wages. For 2007, this amount is Co0l$6,505,500
(approximately US$3,253).

(h) These items are taxable if the income received is considered Colombian-
source income. If the income is considered foreign-source income, it is taxable
if the individual is a resident national or if the individual is a foreigner who has
resided in Colombia for five or more consecutive or nonconsecutive years.

APPENDIX 2: SAMPLE TAX CALCULATION

A tax calculation is set forth below for an expatriate who has been
resident in Colombia for less than five years as of 31 December
2007. The expatriate’s income and expenses, and the amount of
taxes withheld during 2007 are listed below.

Col$ Col$

Income
Salary, under salary

package basis 96,000,000
Bonus 8,000,000
Rentals of real estate

in Colombia 24,000,000
Dividends, certified as:

Nontaxable 10,000,000

Taxable 2,000,000 12,000,000

Costs and Expenses

Land tax paid on real

estate that generates

rental income (600,000)
Interest paid on home

loans (maximum

deductible amount

allowed by the tax rules) (24,072,000) (24,672,000)
Withholdings

Salary and bonus 13,297,000

On rentals (3.5% rate) 840,000 14,137,000

The following is the tax calculation.
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Col$ Col$

Calculation of Taxable Income
75% taxable portion
of salary package 72,000,000 (a)(b)
Bonus (75% taxable
portion) 6,000,000
Rentals 24,000,000
Taxable dividends 2,000,000 104,000,000
Deductions:

Land tax (600,000)

Deductible interest

on home loan (24,672,000) (25.272.000)
Taxable income 78,728,000
Calculation of Tax Payable
Total tax 14,493,000
Tax withholding (14.137,000)
Tax payable (c) 356,000

(a) Income resulting from work performed or services rendered in Colombia is
taxable, regardless of the place of payment.

(b) Compensation for services rendered outside Colombia is not taxable for resi-
dent expatriates who have resided less than five years in Colombia.

(c) Anadvance payment for the following year is required when filing the income
tax return. The advance is equal to 25% of the tax liability less withholdings
for the first year. The percentage is increased to 50% for the second year and
to 75% for subsequent years.

CONGO, REPUBLIC OF

Country Code 242
BRAZZAVILLE GMT +1
FFA Juridique & Fiscal

Avenue Paul Doumer-Mpila
Immeuble CFAO, 2nd Floor

P.0. Box 84
Brazzaville
Congo
Executive and Immigration Contact
Crespin Simedo 81-17-60, 679-8959, 547-9999
Fax: 81-17-58

Paris Fax: [33] (1) 58-47-46-04
E-mail: crespin.simedo@cg.ey.com

POINTE-NOIRE GMT +1

FFA Juridique & Fiscal
Immeuble CNSS, 4th Floor
Avenue Charles de Gaulle

P.0. Box 643
Pointe-Noire
Congo
Executive and Immigration Contact
Crespin Simedo 94-58-39, 665-5858, 530-1623
Fax: 94-18-22

Paris Fax: [33] (1) 58-47-46-04
E-mail: crespin.simedo@cg.ey.com
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A. Income Tax

Who Is Liable. Residents are subject to tax on worldwide income.
Nonresident employees who work in Congo more than two weeks
a year are subject to tax on their Congolese-source income, regard-
less of where their employers are resident.

Individuals are considered resident if they have a dwelling in Congo,
either as owners or as tenants with leases for at least one year, or if
they otherwise maintain their principal residence in Congo.

Income Subject to Tax

Employment Income. Taxable employment income includes all
compensation, allowances and benefits in kind. Benefits in kind
are valued at the following rates based on gross compensation.

Benefit Rate (%)
Accommodation 20
Domestic servants 7
Utilities 5
Food 20
Car 3
Phone 2

Self-Employment and Business Income. Self-employed individu-
als are subject to tax on income from commercial, agricultural and
professional activities. Taxable income consists of total income
from all categories.

Taxable income from commercial and agricultural activities in-
cludes all receipts, advances, interest and gains directly related to
the activities. It is calculated on an accrual basis, with a possible
option for a deemed-profits system if turnover does not exceed a
certain amount. Capital gains derived from sales of fixed business
assets may be exempt if reinvested.

Taxable income from professional activities is determined on a
cash basis. Taxable income equals the difference between amounts
received and expenses paid during the calendar year, including
gains or losses from the sale of professional assets.

Investment Income. Dividend and interest income from invest-
ments in Congo are included in taxable income. Residents are
also taxed on foreign investment income.

A withholding tax, called proportional tax, is levied on dividends
at a rate of 20%, on directors’ fees at a rate of 22%, and on bonds
and debentures at a rate of 30%. After the income is included in
taxable income, the proportional tax withheld is deducted from
general income tax due.

Directors’ Fees. Compensation paid to directors is treated as in-
vestment income and is subject to income tax. Taxes withheld by
the payer may be credited by the recipient against general income
tax payable.

Taxation of Employer-Provided Stock Options. Congolese law does
not specifically address the taxation of employer-provided stock
options.

Capital Gains. Capital gains are taxed at ordinary income rates.
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The taxable portion of gains from the disposal of real property is
the difference between the sale price and the revalued purchase
price. For developed land, the gain is reduced by 5% for each year
of ownership in excess of 10 years. Therefore, the gain is exempt
from tax if the real property is owned for at least 20 years before
the sale. For undeveloped land, the gain is reduced by 3% for each
year of ownership in excess of 10 years.

Gains derived from sales of shares are generally exempt from tax.
However, one-third of the gain is taxed if, during the five preced-
ing years, the seller, together with his or her ascendants, descen-
dents and spouse, held more than 25% of the capital stock of the
company and if any of these individuals served as managers or
directors in the company at any time during the five-year period.

Deductions

Deductible Expenses. To determine taxable income, the follow-

ing expenses are deducted:

* A 20% deemed deduction for employment-related expenses.

* Pension plan contributions, limited to 6% of gross compensation.

* Social security contributions.

« Interest on loans for which the taxpayer is liable, restricted to the
first six annual payments of loans related to the construction
or acquisition of a principal apartment building. The deductible
amount is limited to FCFA 1 million.

* Alimony paid pursuant to a judicial decision.

» Medical expenses paid by the taxpayer and dependants, not ex-
ceeding 10% of net income up to a maximum of FCFA 200,000.

Personal Deductions and Allowances. The family coefficient rules
described in Rates are used instead of a schedule of personal
allowances and deductions.

Business Deductions. All expenses necessary to carry on a profes-

sional activity are deductible. Deductible expenses for commercial

and agricultural activities include the following:

» Expenses necessary to carry on the activity, such as personnel
and rental expenses;

* Depreciation;

* Provisions for losses and expenses;

« Interest on loans from shareholders; and

* Certain taxes, including business tax, license fees and tax on
wages.

Rates. Tax is levied at progressive rates, up to a maximum rate of
50%. Income is taxed under a family coefficient system, which
adjusts the amount of income subject to the progressive tax rate
table according to the number of family members. Under this
system, taxable income is divided by the number of family allow-
ances to which the taxpayer is entitled. The amount calculated
corresponds to the income per allowance. Tax is then computed
for one allowance and multiplied by the number of family allow-
ances. No more than 6.5 allowances may be taken. The following
allowances are available.

Number of
Type of Allowance Allowances
Single, divorced or widowed
individual with no children 1
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Number of
Type of Allowance Allowances
Married with no children, single
or divorced with one child 2
Widowed, with one child 2.5
Each additional child 0.5

The following table presents the tax rates that apply to income for
one allowance.

Taxable Income

Per Allowance Tax on Lower Rate on
Exceeding Not Exceeding Amount Excess
FCFA FCFA FCFA %

0 200,000 0 1

200,000 800,000 2,000 15
800,000 2,500,000 92,000 30
2,500,000 8,000,000 602,000 45
8,000,000 — 3,077,000 50

In general, nonresidents are considered unmarried for tax pur-
poses (married without children if they are French). Tax payable
is the greater of the tax that results from the application of the
regular rates or 20% of their taxable income.

Nonresidents are subject to withholding tax at a rate of 20% on
payments for work or services carried out in Congo. This rate also
applies to French residents under the France-Congo tax treaty.
The withholding rate is 20% for royalties derived by nonresidents,
except residents of France, for whom the rate is 15%.

Relief for Losses. Losses in one category may be deducted from
income in other categories. If income from all categories does not
fully offset the loss, the remaining loss may be carried forward
for three years.

B. Other Taxes

Global Minimum Tax. Global minimum tax (impdt global for-
faitaire, IGF) includes industrial and commercial profit tax, value-
added tax (VAT), standard tax and apprenticeship duty. IGF applies
to taxpayers whose annual turnover does not exceed FCFA 10 mil-
lion (FCFA 30 million for sellers and FCFA 20 million for artisans).
IGF is levied at a rate of 8% on turnover multiplied by 1 for tax-
payers not subject to VAT and by 1.18 for taxpayers totally or par-
tially subject to VAT.

Inheritance and Gift Tax. If a deceased person or donor was a res-
ident of Congo, inheritance or gift tax is payable on worldwide net
assets, unless otherwise provided by applicable tax treaties. Resi-
dent foreigners and nonresidents are subject to inheritance and
gift tax only on assets located in Congo.

Inheritance and gift tax rates vary, depending on the relationship
between the recipient and the deceased or donor and on the value
of the gift or inheritance. The rates range from 0% to 60%.

C. Social Security

Contributions. Social security contributions are withheld monthly
by employers. The tax base includes all compensation, benefits and
allowances.
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The following contributions are required and are paid by the em-
ployer, with the exception of the pension contribution, which is
paid by the employer and the employee.

Description Rate (%)
On monthly salary, up to FCFA 600,000
Family allowances 10.035
Accidents and illnesses due to professional
activity 2.25
National Housing Fund 2
Onemo contribution, on gross monthly salary 0.5

Pension contributions on monthly salary up to

FCFA 1,200,000, paid by
Employer 8
Employee 4

Totalization Agreement. To provide relief from double social secu-
rity taxes and to assure benefit coverage, Congo has concluded a
totalization agreement with France, which applies for a maximum
period of one year.

Congo has signed a social security treaty with other member
countries of the Common African and Mauritian Organization
(OCAM), which are Benin, Burkina Faso, Central African Republic,
Cote d’Ivoire, Gabon, Mauritius, Niger, Rwanda, Senegal and Togo.

D. Tax Filing and Payment Procedures

The tax year is the calendar year. Individuals must file general
income tax returns before 1 March following the end of the tax
year. An extension until 30 April is provided for self-employed
individuals required to file balance sheets. Self-employed indi-
viduals must file separate returns by 30 April for income derived
from commercial and agricultural activities. Although tax on
employment is withheld monthly by employers, employees must
file annual income tax returns.

Individuals engaged in commercial, professional or agricultural
activities must make two prepayments, each equal to one-third of
the tax paid the previous year. The balance is payable on receipt
of a tax assessment.

Married persons are taxed jointly or separately, at the taxpayer’s
election, on employment income.

E. Double Tax Relief and Tax Treaties

No foreign tax credit is available unless a double tax treaty pro-
vides otherwise. However, taxes withheld in a foreign country are
deductible for determining taxable income in Congo.

Congo has entered into double tax treaties with France and with
other member countries of the Central African Economic and
Customs Union (UDEAC), including Cameroon, Central African
Republic, Chad, Equatorial Guinea and Gabon. Although OCAM
has been dissolved, Congo’s tax administration continues to apply
the provisions of the OCAM tax treaty.

The following relief is available under the UDEAC and OCAM

treaties:

» Commercial profits are taxable in the treaty country where a
foreign firm performs its activities through a permanent estab-
lishment;
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* Dividends are taxable in the country of source;

« Interest is taxable in the country of residence of the beneficiary
(but, under the OCAM treaty, the country of source may with-
hold the tax at source if its internal law allows);

* Royalties are taxable in the country of residence of the benefi-
ciary; and

* Employment income is taxable in the treaty country where the
activity is performed (except in the case of a short assignment
under the OCAM treaty).

F. Temporary Permits

Foreigners who have expired visas, who enter the country for the
first time, or who have visas that were canceled when they left
the country, must apply for 15-day visas at a Congolese embassy
or consulate before entering Congo.

A temporary permit (Attestation Provisoire de Séjour, or APS) is
a green card. It is valid for three months and may be obtained from
the Regional Director of Immigration in Pointe Noire.

To obtain a temporary permit, the applicant must submit the fol-

lowing documents:

* A valid passport or substitute document, with a visa if the for-
eigner is not a citizen of France (which has signed an immigra-
tion agreement with Congo);

* A criminal record certificate issued within the past three months
by the judicial authority in the applicant’s country of birth;

¢ A medical certificate;

* A copy of the return ticket (for tourists);

* Four identical photographs of the applicant; and

* A lodging certificate, valid for 15 days (a letter from a Congolese
resident agreeing to lodge the foreign national for the duration
of the sojourn).

G. Residence Permits

Temporary Residence Permit. A temporary residence permit (carte
de résident temporaire) is a pink card. It is valid for one year, and
is granted exclusively by the General Director of Immigration
Services in Brazzaville.

To obtain a temporary residence permit, the applicant must submit,
in addition to the documents required for a temporary permit, the
following documents:

* A duty stamp of FCFA 5,000;

* A valid passport or substitute document, with a visa if the for-
eigner is a national of a country that has signed an immigration
treaty with Congo;

* Four photographs of the applicant;

* An international vaccination book;

* A receipt for payment of a deposit guaranteeing repatriation
(for applicants who are neither citizens of Central African
Customs and Economic Union [UDEAC] countries or of Demo-
cratic Congo); and

» A work contract signed by the Congolese Minister of Labor if
the applicant is a salaried employee, a certificate of inscription
in a school or university if the applicant is a student, or a com-
mercial agreement if the applicant is an independent worker.
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Privileged Resident Permit. A privileged resident permit (carte de
résident privilégié) may be granted only by the Ministry of Interior.

H. Family and Personal Considerations

Marital Property Regime. The following marital property regimes
apply in Congo:

» Community property;

* Division of property; and

» Conventional community.

The community property regime is the default regime and applies
automatically if a couple does not specifically choose another
regime.

The choice of marital regime is made when the marriage is sol-
emnized. The marital property regime may not be changed dur-
ing the first two years of the marriage. After two years, changes
are allowed only if the rules under the original regime conflict
with the family’s interests. Changing regimes must be official
and accepted by the authorities.

Congo’s marital property regimes apply to married couples who
solemnize their marriage in Congo or to couples who solemnize
their marriage abroad but under Congolese laws. The regimes do
not apply to couples who establish a permanent domicile in
Congo if they were married under foreign laws. The community
property claims purport to survive a permanent move to a non-
community property country.

Forced Heirship. Forced heirship rules do not apply in Congo.

COSTARICA
Country Code 506
SAN JOSE GMT -6
Ernst & Young Street Address:
Mail Address: Parque Empresarial Forum
P.0. Box 48 - 6155 Building G, 4th Floor
Santa Ana, San José Santa Ana, San José
Costa Rica Costa Rica

Executive and Immigration Contacts
Lisa Marfa Gattulli 204-9053
Fax: 204-7306
E-mail: lisa.gattulli@cr.ey.com
Rafael Sayagués 204-9029
Fax: 204-7306
E-mail: rafael.sayagues @cr.ey.com

A. Income Tax

Who Is Liable. Resident and nonresident individuals, regardless of
their nationality, are taxed on their income earned in Costa Rica.
Foreign-source income is not taxed.

Individuals are considered resident if they have lived in Costa
Rica for more than six consecutive months during a taxable year.



206 CosTA Rica

However, the tax authorities may apply a shorter term for em-
ployed individuals.

Income Subject to Tax. The taxation of various types of income is
described below. For a table outlining the taxability of income
items, see Appendix 1.

Employment Income. Monthly income in excess of ¢468,000 is
taxable, including salary, pensions, bonuses, premiums, commis-
sions and allowances (for example, housing and educational
allowances). Payments made to board members, other executives
and counselors not included in the payroll are subject to a 15%
withholding tax.

Self-Employment and Business Income. Income derived from self-
employment or from a trade or business is subject to taxation.

Investment Income. Dividends paid or credited by local companies
to resident and nondomiciled individuals and to nondomiciled
business entities are subject to a 15% withholding tax. Dividend
distributions between local corporations and limited liability com-
panies are not subject to withholding. If dividends are paid by pub-
licly traded companies registered on the Costa Rican stock
exchange, the withholding tax rate is reduced to 5% if the shares
were acquired through the stock market. Interest paid abroad is
generally taxed at a rate of 15%. However, interest paid to a non-
domiciled entity recognized by the Banco Central de Costa Rica
(central bank) and tax authorities as a first-order financial institu-
tion are exempt from the 15% withholding tax. In addition, inter-
est derived from commercial invoices paid abroad is not subject to
taxation in Costa Rica. Royalties from franchises, technical advice
and similar payments are not subject to a 25% withholding tax.

Directors’ Fees. Directors’ fees paid to resident and nonresident
individuals are subject to a 15% withholding tax.

Capital Gains. Capital gains are taxable and capital losses
deductible only if derived from the sale of depreciable assets or
from the sale of nondepreciable assets in the ordinary course of
business. Occasional (nonhabitual) sales of nondepreciable
assets are not subject to tax.

Deductions

Personal Deductions and Allowances. Annual tax credits are
allowed in the amounts of ¢10,560 for each dependent child and
¢15,720 for a spouse. The spouse tax credit may be taken by
either the husband or the wife, but not by both.

Business Deductions. All costs and expenses that are necessary to
generate taxable income and protect investments are deductible.

Rates. Employment income is taxable at the following rates
applicable from 1 October 2006 to 30 September 2007.

Annual Taxable Income Tax on Lower Rate on
Exceeding Not Exceeding Amount Excess
¢ ¢ ¢ %
0 5,616,000 0 0
5,616,000 8,424,000 0 10

8,424,000 — 280,800 15
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Fringe benefits and salary in kind are subject to a 15% withhold-
ing tax.

Self-employment and business income are taxable at the follow-
ing rates applicable from 1 October 2006 to 30 September 2007.

Annual Taxable Income Tax on Lower Rate on
Exceeding Not Exceeding Amount Excess
¢ ¢ ¢ %

0 2,074,000 0 0
2,074,000 3,097,000 0 10
3,097,000 5,167,000 102,300 15
5,167,000 10,354,000 310,500 20
10,354,000 — 1,037,400 25

Withholding tax is levied on nonresidents at a rate of 15% on
salaries, other remuneration, pensions, commissions, directors’
fees and other similar items.

For a sample tax calculation, see Appendix 2.

Relief for Losses. Self-employed individuals may not carry their
losses forward or back.

B. Estate and Gift Taxes

Costa Rica does not impose estate or gift taxes. However, estates
may be taxed as ordinary taxpayers if they derive income before
the distribution of assets to beneficiaries.

C. Social Security
Social security contributions are levied on salaries, at a rate of 26%
for the employer and 9% for the employee. Contributions are
computed based on an employee’s gross compensation, with no
deductions allowed.

D. Tax Filing and Payment Procedures

Employers are responsible for withholding income taxes and
social security contributions from the employee’s salary on a
monthly basis. Employees are not required to file an annual
income tax return if their only source of income is employment
compensation. Nonresidents are not required to file tax returns if
they are only subject to income tax withholding at source.

The ordinary fiscal year runs from 1 October to 30 September.
Returns must be filed, and any tax liabilities due must be paid,
no later than 15 December. However, in certain specific circum-
stances, taxpayers may elect to file using a calendar tax year
(1 January to 31 December). Self-employed individuals and indi-
viduals with a trade or business must make advance quarterly tax
payments.

E. Double Tax Relief and Tax Treaties

Costa Rica has not entered into any tax treaties. However, Costa
Rica has a Tax Information and Exchange Agreement with the
United States. In certain circumstances, the tax authorities may
exempt specific types of income, such as earnings, dividends,
interest, commissions, royalties and patents, from tax in Costa
Rica if the nondomiciled beneficiaries of the Costa Rican income
demonstrate that they will not be granted a total or partial credit
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in their countries for taxes paid in Costa Rica. This relief does
not apply if the Costa Rican income is not taxed in the foreign
jurisdiction. The Costa Rican Congress is discussing the approval
of a tax treaty with Spain.

F. Work Permits

Foreigners must apply for a work permit to work in Costa Rica.
The approximate time for obtaining a work permit once all doc-
uments are filed with the immigration authorities, is approxi-
mately eight weeks. However, after the required documents are
filed with the immigration authorities, a receipt may be obtained
and used as a temporary permit until final approval is received.
Work permits are valid for one year and are renewable for simi-
lar periods of time.

Foreign companies with more than 30 permanent employees in
Costa Rica may obtain company permits to bring foreign techni-
cians and executives to work in Costa Rica. Company permits are
valid for one year and are renewable.

G. Residence Permits

Immigration and visa requirements generally are amended con-
stantly in Costa Rica; therefore, foreigners wishing to come to
Costa Rica are urged to seek legal advice before entering the
country. Foreigners may apply for local residency with the
General Direction of Migration and Foreigners (Direccion General
de Migracion y Extrangeria) if certain requirements are met.
Temporary residency is granted for a period of up to two years.

H. Family and Personal Considerations

Family Members. Spouses of foreigners that are granted work per-
mits in Costa Rica do not automatically receive the same treat-
ment as the original permit holders and must apply for indepen-
dent visas or permits.

Children of expatriates may use the granted migratory status of
their parents to attend school in Costa Rica.

Drivers’ Permits. Foreigners may drive legally in Costa Rica using
their home country drivers’ licenses for up to three months. After
the three-month period expires, resident foreigners must obtain a
Costa Rican drivers’ license.

Costa Rica does not have driver’s license reciprocity agreements
with any other country.

APPENDIX 1: TAXABILITY OF INCOME ITEMS
Not

Taxable* Taxable Comments
Compensation
Base salary
Bonus
Retained hypothetical tax
Cost-of-living allowance
Housing allowance
Employer-provided housing
Education allowance
Hardship allowance
Other allowance

D3 3 R B
|
\
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Not
Taxable* Taxable Comments

Premium allowance X — —
Home-leave allowance X — —
Moving expense

reimbursement

Tax reimbursement

Value of meals provided
Value of lodging provided
Pension from retirement

@
—

|
|

Other Items

Foreign-source personal

ordinary income (interest

and dividends) — X —
Capital gains from sale

of personal residence in

home country — X —
Capital gains from sale

of stock in home

country — X —

*

The bracketed amount reduces taxable income.

(a) Meals received by an employee are considered nontaxable if the employee

®

receives the meals to perform his or her regular activities and would otherwise
be unable to obtain meals on his or her own (this applies to activities per-
formed in remote locations).

Housing provided for the immediate personal use of an employee and his or her
family is considered a direct benefit, which constitutes salary in kind. In such
circumstances, the housing benefit must be included on the local payroll and
the corresponding income tax and social security charges apply. However, in
certain cases, housing provided is not considered a taxable benefit. For exam-
ple, if an executive who comes to the country uses a company’s apartment, but
the apartment does not become the domicile for the executive and his or her
family, the use of the apartment is not considered a taxable benefit.

=

APPENDIX 2: SAMPLE TAX CALCULATION

The following is a sample annual tax computation for a married
resident individual who is employed and has two children.

¢ ¢

Calculation of Taxable Income
Cash salary 10,000,000
Salary in kind:

Housing allowance 2,500,000

Car allowance 2,500,000

Home maintenance

allowance 2,500,000

Other allowance 2,500,000
Total salary in kind 10,000,000
Taxable income 20,000,000
Calculation of Tax
Social security:

¢20,000,000 at 9% 1,800,000
Withholding tax on salary in kind:

Housing allowance 375,000

Car allowance 375,000

Home maintenance

allowance 375,000

Other allowance 375,000
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¢ ¢

Total withholding taxes on

salary in kind 1,500,000
Withholding tax on cash salary 517,200
Gross withholding taxes 2,017,200
Tax credits:

1 spouse (15,720)

2 children (21,120)
Total tax credits (36.840)
Net withholding tax 1,980,360
Net pay

(¢20,000,000 - ¢1,800,000 -

¢1,980,360) 16,219,640
COTE D'IVOIRE
Country Code 225

ABIDJAN GMT
FFA Ernst & Young
5, avenue Marchand
B.P. 1222
Abidjan 01
Cate d’lvoire

Executive and Immigration Contact
Eric N'Guessan 20-21-11-15
Fax: 20-21-12-59
E-mail: eric.nguessan@ci.ey.com

At the time of writing, the 2007 Financial Law had not yet been enacted.
Because this law may contain tax changes, readers should obtain updated
information before engaging in transactions.

A. Income Tax

Who Is Liable. Individuals are subject to proportional tax on
earnings from employment and self-employment activities and to
general income tax on total net income.

Individuals domiciled in Cote d’Ivoire are subject to proportional
tax on worldwide employment and on self-employment income.
Individuals not domiciled in Cote d’Ivoire are subject to propor-
tional tax on income derived from services performed in Cote
d’Ivoire only.

Residents are subject to general income tax on worldwide income.
Nonresidents are taxed on income derived from Cote d’Ivoire only.

A person is considered resident in Cote d’Ivoire for tax purposes

if he or she satisfies either of the following conditions:

» The person’s usual residence is a dwelling in Cote d’Ivoire,
either as an owner or a tenant with a lease of at least one year,
or his or her principal place of residence is in Cote d’Ivoire.

* The person is an employee who, during periods of absence from
Cote d’Ivoire, continues to be paid by the employer for which
he or she works while in Cote d’Ivoire. The rule is the same for
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any person who transfers his or her place of residence to Cote
d’Ivoire during the year.

A holder of a tourist visa or a short-stay visa is deemed to be a
nonresident until one of the preceding conditions is fulfilled.

Income Subject to Tax

Employment Income. Taxable income for purposes of proportional
tax includes 80% of all remuneration, allowances and benefits.
Benefits in kind, including housing, furniture, energy, water, food
and domestic help, are deemed to have a certain value, depend-
ing on the benefit. Allowances covering professional expenses
(limited to one-tenth of total remuneration) and family allow-
ances are specifically exempt.

An individual is subject to general income tax on total net rev-
enue derived in the preceding year. Net revenue is equal to the
net income from all categories, less the proportional tax for each
category.

Self-Employment Income. Individuals are subject to income tax on
their self-employment income from commercial, agricultural and
professional activities. Like employment income, self-employment
income is subject to both proportional tax and general income
tax.

Self-employed individuals must pay proportional tax on their
income and profits derived from Cote d’Ivoire. General income
tax is levied on net income under the same rules that apply to
employed individuals.

For purposes of general income tax, taxable income consists of
income from all categories. For purposes of proportional tax, tax-
able income includes income only from the following sources:

» Commercial and agricultural activities: Taxable income from
commercial and agricultural activities includes receipts,
advances and profits from all relevant sources during the fiscal
year, determined under the accrual method.

* Professional activities: Taxable income from professional act-
ivities is equal to the difference between income accrued and
expenses paid during the fiscal year.

Proportional tax is withheld at a rate of 20% (reduced to 10% under
tax treaties) from income realized by nonresidents who engage in
professional activities.

Investment Income. Investment income is subject to both propor-
tional tax and general income tax.

Interest income and dividends are subject to proportional tax if
the payer is domiciled in Céte d’Ivoire. Certain types of interest
are taxable if the beneficiary is domiciled in Céte d’Ivoire, even
if the payer is not.

Directors’ fees are treated as investment income and are subject
to proportional tax and general income tax. Proportional tax is
withheld by the paying company at a rate of 12%.

Proportional tax on investment income is withheld by the payer
at rates of 10%, 12% or 18% for dividend income, 13.5% to 18%
for interest income, and 15% for rental income. The net amount
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of investment income is aggregated with other income in deter-
mining general income tax, which is taxed at the rates set forth
in Rates.

The proportional tax withholding rates on interest, dividends and
directors’ fees paid to nonresidents range from 9% to 25%. These
payments are subject to general income tax after the proportional
tax is deducted from taxable income. Proportional tax is withheld
at a rate of 20% on nonresidents who receive payments of royal-
ties from Cote d’Ivoire. No general income tax is due on these
royalty payments.

Taxation of Employer-Provided Stock Options. Employer-provided
stock options are not subject to tax at the time of grant, but may
be taxed at the time of exercise. The difference between the fair
market value of the stock at the time of exercise and the strike
price is added to the employee’s monthly compensation for pur-
poses of calculating tax on salary and wages.

Foreign-exchange control regulations restrict the ownership of
foreign stocks by Cote d’Ivoire residents.

Capital Gains. One-third of the gain in excess of FCFA 100,000
derived from the sale of shares is subject to general income tax
if, during the previous five years, the seller, together with his or
her ascendants, descendents and spouse, held more than 25% of
the capital stock of the company and if any of those individuals
held a post as administrator or manager in the company at any
time during the five-year period. Otherwise, tax is not levied on
gains from the sale of shares. Gains from the sale of real property
are not taxable, unless they are included in commercial, agricul-
tural or professional profits or the sale is by a partnership.

Deductions

Deductible Expenses. No expenses are deductible from the pro-
portional tax base.

The tax base for purposes of general income tax is equal to the
proportional tax base, less the proportional tax on salaries and
wages, the contribution nationale and a fixed-rate deduction of

15%. Individuals are also entitled to deduct the following items:

* Interest on loans and debts;

 Alimony payments;

* Life insurance premiums, within certain limits;

 Donations to sports associations and scientific research organi-
zations, within certain limits;

* Qualifying gifts and liberalities granted with respect to health
education or the infrastructure in the besieged zones until 31
December 2010; and

* The general income tax itself (a schedule from the tax adminis-
tration is used for the direct calculation of the tax).

Personal Allowances. Allowances are described in Rates.

Business Deductions. Expenses deductible for purposes of pro-

portional tax on commercial, professional and agricultural activities

are those expenses necessary to carry out the activity, including the

following:

 Costs of material and stock, as well as additional costs, includ-
ing freight;
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* Personnel expenses, including salaries, allowances, benefits, and
social and fiscal contributions relating to employment;

« Interest on loans;

* Depreciation;

* Provisions for losses and expenses; and

* The business license duty, payroll taxes and taxes on goods, ser-
vices and transactions (all taxes accrued during the fiscal year
and due).

The deductions available for purposes of general income tax for
self-employed individuals are the same as those for employed in-
dividuals, except that taxes that were paid but not deducted in
determining the proportional tax base may be deducted in deter-
mining general income tax. For income from commercial, agri-
cultural and professional activities, the deductions may be taken
against either general income tax or proportional tax, but not
against both.

Rates

Proportional Tax. Proportional tax rates range from 2.2% to 10.7%
(on gross salary without deductions). Proportional tax consists of
tax on salaries and wages, contribution nationale and contribution
pour la reconstruction nationale, as indicated below.

Rate (%)
Tax on salaries and wages 1.2
Contribution nationale 0to 8
Contribution pour la reconstruction nationale 1t02.5

Proportional tax is levied at a rate of 25% on income derived from
commercial, professional and agricultural activities. Taxpayers
may opt to apply proportional tax at a rate of 35%, which exempts
the income from general income tax.

Proportional tax is withheld at a rate of 20% from income realized
by nonresidents who engage in professional activities or who re-
ceive payments of royalties from Cote d’Ivoire.

General Income Tax. General income tax is levied at progressive
rates, up to a maximum of 60%.

Income is taxed under a family coefficient system, which adjusts
the amount of income subject to the progressive tax rate table
according to the number of family members. Taxable income is
divided by the applicable number of family allowances, and the
final tax liability is calculated by multiplying the tax computed
for one allowance by the number of allowances claimed. No more
than five allowances may be taken. The following allowances are
available.

Number of
Type of Allowance Allowances
Single, divorced or widowed individuals
with no children 1
Married individuals with no children,
single or divorced individuals with
one child 2
Each additional child 0.5

The following tax rates apply to income for each allowance.
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Taxable Income

Per Allowance Tax on Lower Rate on
Exceeding Not Exceeding Amount Excess
FCFA FCFA FCFA %

0 525,000 0 10

525,000 900,000 22,500 15
900,000 1,350,000 78,750 20
1,350,000 2,250,000 168,750 25
2,250,000 3,750,000 393,750 35
3,750,000 7,500,000 918,750 45
7,500,000 — 2,606,250 60

No general income tax is due on income realized by nonresidents
who engage in professional activities or who receive payments of
royalties from Cote d’Ivoire.

Relief for Losses. In calculating proportional tax, taxable income
is computed separately for different categories of revenue. Ex-
penses incurred in creating the income in each category are de-
ductible only from the income in that category. If the net result is
a loss, no proportional tax is payable for that category, but the
loss may not offset income from other categories. It may be car-
ried forward as an expense, however, and deducted from income
in the same category in the following three years for professional
activities, and the following five years for commercial and agri-
cultural activities.

B. Inheritance and Gift Taxes

Inheritances and gifts are taxable if the transferred goods are
located in Cote d’Ivoire. Inheritance and gift tax rates range from
0% to 45%, depending on the net value of the property and the
relationship between the beneficiary and the donor or deceased.
Cote d’Ivoire has concluded an estate tax treaty with France.

C. Social Security

The social security system covers all people employed in Cote
d’Ivoire. Employers with employees performing services in Cote
d’Tvoire must register with the Cote d’Ivoire social security orga-
nization. Employers withhold contributions from employees’ re-
muneration monthly (quarterly if the employer has fewer than 20
employees). The following table sets forth the contribution rates.

Description Rate (%)

On annual salary (and benefits in kind valued
on a deemed basis), up to FCFA 840,000;

paid by the employer
Family allowances 5.75
Industrial accident insurance contributions 2t05

Pension contributions on annual salary (and

benefits in kind valued on a deemed basis),

up to FCFA 19,767,780; paid by
Employer 4.8
Employee 32

[llness and unemployment are not covered under social security
in Cote d’Ivoire.

Each temporary resident who is allowed to work in Céote d’Ivoire
must contribute to the system, with the exception of certain French
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nationals. French employees sent by their employers to work in
Cote d’Ivoire continue to contribute to the French social security
system if they are in Cote d’Ivoire for a specific job and for a
period not exceeding two years, holidays included.

Coverage of foreign residents who contribute to the system is
available only in Cote d’Ivoire and may not be extended to their
home countries, except for French workers.

To provide relief from double social security taxes and to assure
benefit coverage, Cote d’Ivoire has concluded a totalization agree-
ment with France.

D. Tax Filing and Payment Procedures

The tax year in Cote d’Ivoire for purposes of general income tax
is the calendar year. The financial year for income derived from
a professional, commercial or agricultural activity is also the cal-
endar year.

Income from a financial year ending with or within the tax year
is reported in the general income tax return. Individuals must file
general income tax returns by 1 May. Employees whose propor-
tional tax and general income tax are withheld at source by em-
ployers need not file returns, unless they have other income in
specified amounts in addition to their salary, or receive income
from more than one employer.

Married persons are taxed separately on employment income and
jointly on all other types of income. The income of children up to
21 years of age (27 for students) is also included in joint returns,
but minor children may be taxed separately if the head of the
household so elects. Married persons may file separately only if
they are legally separated or if one spouse is not resident in the
household.

For self-employed persons, prepayments of general income tax
are due by 15 February and 15 May following the end of the tax
year. Each payment must equal one-third of the total tax paid the
previous year. The remaining amount is payable when the tax-
payer receives a tax assessment after the administration examines
the return.

Depending on the amount of their business income, individuals
with commercial or agricultural income must file their propor-
tional tax returns by 30 April. Individuals with professional income
must file their proportional tax returns by the end of April. Self-
employed individuals must pay their proportional tax in three
installments: the first by 20 April, the second by 20 June and the
third by 20 September. Each of these payments must equal one-
third of the total tax due for the year.

E. Double Tax Relief and Tax Treaties

In the absence of treaty relief, foreign taxes paid may be deducted
from the related income if the individual is subject to general
income tax on worldwide income.

Cote d’Ivoire has entered into double tax treaties with Belgium,
Canada, France, Germany, Italy, Norway, Switzerland and the
United Kingdom. In addition, Céte d’Ivoire has signed the West
African Economic Community (CEAO) tax treaty, along with
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Benin, Burkina Faso, Mali, Mauritania, Senegal and Togo.
Although the Common African and Mauritian Organization
(OCAM) has been dissolved, Cote d’Ivoire’s tax administration
continues to honor the provisions of the tax treaty, which was
signed by Benin, Burkina Faso, Congo, Cote d’Ivoire, Gabon,
Mauritius, Niger, Republic of Central Africa, Rwanda, Senegal
and Togo.

Under the treaties, commercial profits are taxable in the treaty
country where a foreign firm performs its activities through a per-
manent establishment. In addition, employment income is taxed in
the treaty country where the activity is performed, except in the
case of a short assignment.

Under the CEAO and bilateral treaties, dividends are taxable in
the country of source. Under the OCAM treaty, dividends are tax-
able in the country where the beneficiary is resident, but are sub-
ject to withholding tax in the country where the payer is resident.

Under the bilateral treaties, interest and royalties are taxable in
the country where the beneficiary is resident, but a limited amount
of taxation by the country where the payer is resident is also
permitted.

Under the OCAM and CEAO treaties, interest is taxable in the
country of residence of the beneficiary, but the country of source
may apply a withholding tax if its internal law allows. Royalties
are taxable in the country of residence of the beneficiary.

F. Temporary Visas

Foreign nationals of the following countries must obtain visas to
enter Cote d’Ivoire: Germany, Norway, the South African Republic,
the United Kingdom and the United States. Cote d’Ivoire does not
have a quota system for immigration. Cote d’Ivoire visa regula-
tions are currently being studied by the Ministry of Foreign Affairs.

Tourist visas, issued in the foreign national’s home country by

Cote d’Ivoire embassies or consulates, are granted for recreational

purposes. Application for a tourist visa requires submission of the

following items:

* Passport;

* A duty stamp, the amount of which depends on the country of
origin of the foreign national; and

* Travel ticket.

Short-stay visas, issued by the Ministry of Security, are available
for stays in Cote d’Ivoire of less than three months. Short-stay
visas do not grant their bearers the right to work in Cote d’Ivoire.
Application for a short-stay visa requires submission of the fol-
lowing items:

* Two photos;

* A duty stamp in the amount of FCFA 12,000;

* A typed application addressed to the Director of the National

Police; and
* An identification sheet filed by the applicant.

Tourist visas and short-stay visas allow their holders to attend
meetings and establish business contacts but do not permit them
to undertake employment.
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G. Work Permits and Self-Employment

Residence permits allow individuals to work in Cote d’Ivoire.
Cote d’Ivoire does not impose restrictions on foreign nationals
establishing businesses in the country. Foreign nationals may
head foreign companies and subsidiaries.

H. Residence Permits

Foreign nationals must obtain residence permits to work in Cote
d’Ivoire.

The Ministry of Security issues residence permits, which are
valid for one year and renewable for additional one-year periods.
Even individuals who have worked legally in Cote d’Ivoire for
several years must renew their residence permits annually.

Residence permits are required for all foreign nationals over 16
years of age who are staying longer than three months in Cote
d’Ivoire. A residence permit allows its bearer to transfer his or
her permanent residence to Cote d’Ivoire.

A residence permit is the only permit that allows a foreign
national to work in Cote d’Ivoire. A foreign national may not
work until he or she obtains a residence permit; however, a for-
eign national who has sent his or her application to the Ministry
of Security for a residence permit is immediately issued a receipt
that serves as a temporary residence permit until the actual per-
mit is delivered. Consequently, the foreign national may begin to
work as soon as he or she receives this receipt. Holders of resi-
dence permits may change employers.

Application for a residence permit requires submission of the fol-

lowing items:

* A copy of the applicant’s passport or birth certificate;

* Two photos;

* A rent, electricity or gas bill; and

* A duty stamp of an amount that varies according to the home
country of the applicant.

Applicants who will be employed in Cote d’Ivoire must submit

the following additional documents to obtain a residence permit:

* An expatriate employment contract approved by the Cote
d’Ivoire Labor Office (AGEPE). To obtain AGEPE’s approval,
the employee must produce four copies of the employment con-
tract written on special forms, a medical certificate issued by an
accredited doctor and a report of any criminal record dated no
earlier than three months before the application is made.

» A worker’s certificate filed by the employer.

Applicants for AGEPE approval are subject to variable fees. These
fees depend on the applicant’s home country, the position to which
he or she is appointed and the type of employment contract.

Applicants for residence permits who are self-employed or sole
proprietors must file a copy of the statutes of the company, a copy
of the registration with the Trade Register, a copy of the com-
mencement of business with the tax administration and a copy of
the certificate of nonliability of taxes.

Spouses of applicants for residence permits must present a co-
habitation certificate or a wedding certificate.
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Applicants who are students must present attestations of atten-
dance at school.

An exit visa allows the resident foreign national to leave and

re-enter Cote d’Ivoire. Applicants for exit visas must present the

following items:

* A typed application addressed to the Director of the National
Police;

* A copy of the residence permit;

* An exit visa application;

* Two photos; and

* A duty stamp in the amount of FCFA 20,000.

I. Family and Personal Considerations

Family Members. Family members of foreign executives are grant-
ed no special privileges with respect to the right to work in Cote
d’Ivoire. For residence permit requirements, see Section H.

Marital Property Regime. Couples who marry in Cote d’Ivoire
may elect a community property or separate property regime to
apply to their marital property. Community property is the default
regime. A couple married abroad is subject to the laws of the
country where the marriage was solemnized.

Forced Heirship. Under the forced heirship rules in effect in Cote
d’Ivoire, children and grandchildren are entitled to inherit three-
quarters of an estate. If no children or grandchildren survive, sib-
lings, nieces and nephews are entitled to inherit one-half of the
estate.

Drivers’ Permits. Foreign nationals may not drive legally in Cote
d’Ivoire using their home country drivers’ licenses. Cote d’Ivoire
does not have driver’s license reciprocity with other countries.

To obtain a driver’s license in Cote d’Ivoire, a foreign national
already possessing a driver’s license from his or her home coun-
try may apply for a foreign driver’s license (permis conduire
étrangeres), which requires the temporary surrender of the home
country driver’s license.

A foreign national who does not possess a driver’s license from his
or her home country must take a written exam and a practical exam.

An applicant for a foreign driver’s license must present the fol-

lowing items:

* Original home-country driver’s license, accompanied by a cer-
tificate of authenticity issued by the home-country embassy;

* A photocopy of the front and back of the home-country driver’s
license;

* A photocopy of the applicant’s residence permit; and

* A duty stamp of FCFA 500.

CROATIA
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ZAGREB GMT +1
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(resident in Prague) E-mail: peter.ferrigno@cz.ey.com
Renata Jencic (1) 248-0702
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E-mail: renata.jencic@hr.ey.com

A. Income Tax

Who Is Liable. Residents are subject to income tax in Croatia on
their worldwide income. Nonresidents are subject to income tax
on their Croatian-source income only.

A resident taxpayer is an individual who has a permanent or tem-
porary place of residence in Croatia. A nonresident taxpayer is an
individual who does not have a permanent or temporary place of
residence in Croatia, but derives Croatian-source income that is
subject to tax in Croatia.

An individual is considered to have a place of permanent resi-
dency if he or she owns a place of abode or has one at his or her
disposal for an uninterrupted period of 183 days. An individual
does not need to stay in the place of abode to meet the 183-day
threshold. If an individual stays in Croatia for at least 183 days, he
or she is considered to have a temporary place of residence in
Croatia. In both cases, the 183-day period may span more than
one calendar year.

Income Subject to Tax. Taxable income is equal to personal income
less the statutory social contributions and personal allowances.

Residents are subject to income tax on the following types of
income:

* Income from employment;

* Income from self-employment;

* Income from capital;

* Income from property and property rights;

¢ Income from insurance; and

* Other income.

Nonresidents are subject to tax on the same types of income as
residents. However, they are taxed only on income sourced in
Croatia.

The taxation of various types of income is described below. For a
table outlining the taxability of income items, see Appendix 1.

Employment Income. Residents are subject to tax on their world-
wide employment income. Nonresidents are subject to tax on their
employment income if the income is paid for employment exer-
cised in Croatia.

Education allowances provided by employers to their local or
expatriate employees’ children 18 years of age and under are gen-
erally taxable for income tax and social security purposes. How-
ever, employer subsidies for students of up to HRK 1,600 are not
subject to tax. Gifts of up to HRK 400 to employees’ children 15
years of age and under are also not taxable.
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Self-Employment and Business Income. Individuals performing
small business activities (sole trader activities) in their own name
and at their own risk are subject to income tax on income de-
rived from these activities, which is known as income from self-
employment. Business income is subject to tax at the rates set
forth in Rates.

In principle, all income attributable to business, including gains
from the sale of property (other than gains derived from the sale
of financial assets) used in a business, is subject to income tax.

Investment Income. Interest income received from lending activ-
ities is taxable at a rate of 35%. Interest income on bank savings
is not taxable. Dividends and profit shares are not considered
income if they are distributed from profits of 2005 and subse-
quent years. Dividends and profit shares distributed from profits
of 2001, 2002, 2003 and 2004 are subject to income tax at a rate
of 15%.

Directors’ Fees. Directors’ fees are treated as other income and
advances of personal income tax are calculated at a rate of 25%,
without the right to deduct personal allowances.

Capital Gains and Losses. Capital gains derived from the sale of

financial property or real estate are generally not subject to income

tax. However, capital gains derived from the sale of real estate are

taxable if the real estate meets either of the following conditions:

* It was held for less than three years; or

* [t was not used by the owner or dependent family members for
lodging.

Deductions

Deductible Expenses. Compulsory social contributions are de-
ductible in determining taxable income. Insurance premiums paid
for additional and private health insurance, life insurance and vol-
untary pension insurance may be deducted from taxable income
up to the amount of HRK 1,000 on a monthly basis. Personal
expenses incurred to produce income from employment are not
deductible.

Personal Allowances. Resident and nonresident taxpayers may
claim a basic personal allowance of HRK 1,600 per month. Retir-
ed persons may claim a personal allowance of HRK 3,000 per
month. Resident taxpayers may also increase personal allowances
by the following:

* 50% of the basic personal allowance for a dependent spouse
and ascendants;

* 50% of the basic personal allowance for the first dependent
child, 70% for the second, 100% for the third, 140% for the
fourth, 190% for the fifth, 250% for the sixth, 320% for the
seventh, 400% for the eighth, 490% for the ninth, 590% for the
tenth and increasing percentages for each additional child; and

* 30% of the basic personal allowance for a dependent invalid
child or other family member or for an invalid taxpayer.

To be considered a dependent family member, the individual’s
annual earnings may not exceed HRK 9,600. A dependent fami-
ly member is not required to live in the same household as the
taxpayer.
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Resident taxpayers may also claim deductions for the following:

* Purchases of medical services and orthopedic instruments
that are not covered by the basic, additional or private health
insurance;

* Rent paid for accommodation, if the person has not resolved his
or her accommodation needs;

» Amounts paid for the purchase or construction of a person’s
first apartment or house for the purpose of permanent residence
and amounts paid to refurnish an apartment or house; and

* Donations up to the amount of 2% of income earned in the pre-
ceding year.

The total of the allowances under the first three items above and
the deductible expenses mentioned above may not exceed an
annual amount of HRK 12,000.

Business Deductions. All business-related expenses are deduct-
ible from gross income for taxpayers who keep business books.
Living or personal expenses are not deductible. Seventy percent
of representation costs and 30% of business car costs are not
deductible. Per diem allowances and travel costs are not taxable
up to certain amounts specified by the tax regulations.

Rates. Personal income tax on employment income is levied at
the following progressive rates.

Taxable Income

Exceeding Not Exceeding Tax Rate
HRK HRK %

0 38,400 15
38,400 96,000 25
96,000 268,800 35

268,800 — 45

Income tax is increased by municipal surcharges ranging from
0% to 18%, which are levied on personal income tax by local gov-
ernments. The highest rate of 18% applies in Zagreb.

For a sample tax calculation, see Appendix 2.

Relief for Losses. Tax losses may be carried forward for five years.
Nonresidents may carry forward only losses incurred in Croatia.
Losses may not be carried back.

B. Other Taxes

Wealth Tax. Croatia does not levy wealth tax on net property. How-
ever, tax is levied on certain types of property, including vacation
houses (up to a maximum tax of HRK 15 per square meter per
year), cars (up to a maximum tax of HRK 1,500 per year), motor-
bikes (up to a maximum tax of HRK 1,200 per year), and boats
and yachts (up to a maximum tax of HRK 5,000 per year).

Estate and Gift Taxes. A tax is imposed on movable and immov-
able property, including cash, monetary claims and securities
received by inheritance or donation at a rate of 5% on the fair
market value of the property transferred. Certain transfers of
property are tax-exempt, depending on the relationship between
the transferee and the transferor and on the type of property. In
addition, transfers of movable property are exempt if the fair mar-
ket value of the property is less than HRK 50,000 or if the trans-
fer is subject to VAT.
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C. Social Security

Employment income is subject to health and social security con-
tributions at the rates of 17.2% for employers and 20% for
employees.

D. Tax Filing and Payment Procedures

Croatian residents and nonresidents receiving certain types of in-
come, such as income from self-employment and income receiv-
ed from abroad, must file annual personal income tax returns by
28 February following the year in which the income was earned.
Resident employers must file monthly personal income tax (pay-
roll tax) returns for their employees.

Individuals who earn self-employment income from ongoing busi-
ness activities must pay advance tax monthly in an amount deter-
mined by the tax authorities. The balance of tax due is payable or
refundable after the official assessment of annual personal in-
come tax. The payer of self-employment income must withhold
and pay personal income tax and contributions with respect to
such income.

Nonresidents receiving Croatian-source income must register with
the tax office. For nonresidents employed by resident employers,
the employer is responsible for tax withholding and reporting re-
quirements. Nonresidents working in Croatia for a nonresident
employer are required to file monthly and annual tax returns and
to pay advances of personal income tax within eight days after
income is received.

E. Tax Treaties

Croatia has entered into double tax treaties with the following
countries.

Albania Greece Poland

Austria Hungary Romania
Belarus Ireland Russian Federation
Belgium Jordan San Marino
Bosnia- Korea Serbia and
Herzegovina Latvia Montenegro
Bulgaria Lithuania Slovak Republic
Canada Macedonia Slovenia

Chile Malaysia South Africa
China Malta Spain

Czech Republic Mauritius Switzerland
Estonia Moldova Turkey

France Netherlands Ukraine
Germany

Croatia has adopted double tax treaties entered into by the former
Yugoslavia with the following countries.

Denmark Italy Sweden
Finland Norway United Kingdom

Croatia has signed or initialed tax treaties with Indonesia, Iran,
Italy and Kuwait, but these treaties have not yet become effective.

F. Travel Visas

Whether a foreign national must have a travel visa to enter Croatia
depends on the national’s country of origin. Travel visas are issued
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for tourist, business, personal or other purposes. The period of the
stay of a foreign national with a travel visa may not exceed 90
days within a 6-month period. If the foreign national intends to
reside in Croatia for a period longer than 90 days or if he or she
intends to work in Croatia, the foreign national must obtain a tem-
porary residence permit unless the foreign national has obtained
a business permit (see Section G).

G. Work and Business Permits

Work Permits. Under the Act on Foreign Nationals, a foreign
national must obtain a work permit if he or she enters into an
employment relationship with a Croatian employer or if he or she
is assigned to a Croatian company that is related to the individ-
ual’s foreign employer.

Work permits for employment with Croatian employers are sub-
ject to annual quotas. Quotas are determined by the Croatian gov-
ernment on the basis of the opinion of the Croatian Institute of
Employment. Work permits for intercompany transfers are not
subject to quotas. The Ministry of Internal Affairs issues work
permits, which are usually granted for a period of up to two years.
However, foreigners who have obtained permanent residence in
Croatia do not need to obtain a work permit. Employers are fined
if their foreign employees do not possess valid work permits.

Work Booklets. A foreign national must obtain a work booklet only
if he or she is regularly employed by a Croatian employer under
a labor contract. The Croatian employer must register each labor
contract concluded with a foreigner at the Ministry of Internal
Affairs.

Business Permits. A business permit is issued to a foreign national

if any of the following apply:

« The foreign national has a registered craft or self-employment
activity in Croatia;

* The foreign national manages his or her own business entity or
an entity in which he or she has a majority interest; or

* The foreign national provides services on behalf of his or her
foreign employer for a Croatian company.

The Ministry of Internal Affairs issues business permits. In excep-
tional cases, foreign nationals who provide services in Croatia on
behalf of their foreign employer can apply for the business per-
mit at a Croatian diplomatic mission or consulate.

A business permit is issued for a period of up to two years. After
expiration of the two-year period, if the reasons for a foreign
national’s stay in Croatia are unchanged, the business permit can
be extended on the request of the foreign national.

A business permit is a permit for work as well as a permit for tem-
porary residence; that is, a foreign national with a business permit
does not have to apply separately for a temporary residence per-
mit even though his or her stay in Croatia is for a period longer than
90 days.

H. Residence Permits

Under the Act on Foreign Nationals, foreign nationals may obtain
residence permits for temporary residence or permanent residence.
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Registration. Foreign nationals who stay in Croatia up to 90 days
(with travel visa, without travel visa if it is not required, or with
a borders pass) must register at the local police station within 24
hours after their arrival in Croatia. If the foreign national stays in
a hotel, the hotel must complete the registration. Each change of
residence must also be registered.

Foreign nationals with temporary residence in Croatia must reg-
ister their place of residence or change of address at the local
police station within three days after their arrival in Croatia or
their change of address. Foreign nationals with permanent resi-
dence in Croatia must register their place of residence or their
change of address at the local police station within eight days.

Temporary Residence. The temporary residence permit is issued
for purposes of work, education, joining the family or other pur-
poses determined by the law or by the international treaties. It
must be obtained if the foreign national intends to stay in Croatia
for a period longer than 90 days or if he or she intends to work in
Croatia. Temporary residence permits for purposes of work are
issued on the basis of work permits.

Temporary residence is limited to stays of up to two years with the
possibility of extension, depending on special circumstances.

Temporary residence permits are issued by Croatian diplomatic
missions or consulates, or by the Croatian Ministry of Internal
Affairs for foreign nationals who do not need a travel visa to enter
Croatia.

Permanent Residence. In general, permanent residence is granted
to foreigners married either to Croatian citizens or to other for-
eigners with permanent residence, and to foreigners who held tem-
porary residence permits for five years without interruption before
filing the request for permanent residence.

The Ministry of Internal Affairs must approve permanent
residence.

1. Family and Personal Considerations

Family members of foreign nationals working in Croatia must
apply separately for permits.

APPENDIX 1: TAXABILITY OF INCOME ITEMS
Not

Taxable* Taxable Comments
Compensation
Base salary X — —
Employee contributions
to home country
benefit plan X) — (a)
Bonus
Retained hypothetical tax
Cost-of-living allowance
Housing allowance
Employer-provided housing
Housing contribution
Education reimbursement
Hardship allowance
Other allowance

DB 3 R
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Premium allowance
Home-leave allowance
Other compensation income
Moving expense
reimbursement

Not
Taxable* Taxable Comments

XXX

Tax reimbursement
(current and/or prior,

including interest, if any)
Value of hotel provided

< <
> |

©

Other Items

Foreign-source personal

ordinary income

(interest and dividends) X X (d)
Capital gain from sale

of personal residence

in home country — X —
Capital gains from the

sale of stock in

home country — X —

%

Bracketed amounts reduce taxable income.

(a) Employee contributions are deductible from compensation if they are made

(b

to Croatian compulsory state funds or if they are made to a compulsory state
system of the country with which Croatia has entered into a totalization agree-
ment.

If the education is related to business and if the reimbursement covers actual
costs, the reimbursement is not taxable. If the amounts reimbursed were paid
for private purposes or if the reimbursement is made to other family members,
the reimbursement is taxable.

=

(c) This item is generally taxable except for hotel stays on business trips per-

«

formed for the benefit of a Croatian employer or a Croatian entity to which the
employee is seconded.

If, under Croatian law, the individual is a nonresident for tax purposes, foreign-
source interest and dividends are not taxable in Croatia. If he or she is a
Croatian resident, foreign-source dividends are taxable if they are paid out
profits earned in 2001, 2002, 2003 or 2004. Dividends received by Croatian
residents are not taxable if they are paid out profits from 2005 or subsequent
years. Savings bank interest is not taxable. Interest on loans made by individ-
uals is taxable.

=

APPENDIX 2: SAMPLE TAX CALCULATION

A sample tax calculation for 2006 is provided below for an expa-
triate with a dependent wife and two dependent children. It is
assumed that the expatriate is paying mandatory health and social
security contributions in his home country and that Croatia has
entered into a social security totalization agreement with the
home country. It is further assumed that the expatriate resides in
Zagreb when he or she is in Croatia.

HRK HRK

Calculation of Taxable Income

Gross salary 360,000
Personal allowances:

Basic personal allowance (19,200)
Increased personal allowance
(dependent wife and two children)  (32,640)

Total personal allowances (51.840)
Taxable income 308.160
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HRK HRK

Calculation of Tax
Personal income tax:

Tax on HRK 38,400 at 15% 5,760

Tax on HRK 57,600 at 25% 14,400

Tax on HRK 172,800 at 35% 60,480

Tax on HRK 39,360 at 45% 17,712

HRK 308,160

Total personal income tax 98,352
Zagreb city tax

(18% of personal income tax) 17,703.36
Total of personal income tax

and city tax 116,055.36
Annual net salary

(HRK 360,000 - HRK 116,055.36) 243.944.64
CYPRUS

Country Code 357

LIMASSOL GMT +2
Ernst & Young Street Address:
Mail Address: Nicolaou Pentadromos Centre
P.0. Box 123 Office 908, Block A
Limassol 3601 Limassol 3025
Cyprus Cyprus

Executive and Immigration Contact
Neophytos Neophytou (25) 209-999
Fax: (25) 209-998
E-mail: neophytos.neophytou
@cy.ey.com

A. Income Tax

Who Is Liable. Residents are taxed on their worldwide income.
Nonresidents are taxed on only their Cyprus-source income from
a permanent establishment in Cyprus, rental of immovable prop-
erty located in Cyprus and pensions from employment exercised
in Cyprus.

An individual is resident in Cyprus if he or she is present in
Cyprus for more than 183 days in any calendar year.

Income Subject to Tax. The taxation of various types of income is
described below. For a table outlining the taxability of income
items, see Appendix 1.

Employment Income. Gains or profits from any office or employ-
ment in Cyprus, regardless of whether services were performed
in Cyprus or elsewhere, are considered Cyprus-source income
and are subject to tax. Foreign-source income from employment
is not taxed if the recipient spends at least 90 days in any calen-
dar year outside Cyprus.

Taxable income from employment includes the estimated value
of any accommodation and other allowances from employment,
whether paid in cash or in kind.
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Nonresidents employed in Cyprus may deduct the lower of 20%
of their salary or £5,000 during their first three years of employ-
ment in Cyprus.

Self-Employment and Business Income. Residents are subject to
income tax on self-employment income. Nonresidents are subject
to income tax on self-employment income received from sources
in Cyprus.

Gross income derived from Cyprus by nonresident professionals,
artists, athletes and entertainers is subject to 10% final withhold-
ing tax.

Investment Income. Dividends and interest received are exempt
from income tax. Dividends received by resident individuals are
subject to a defense tax of 15%. Interest received by resident
individuals is subject to a defense tax of 10%.

Pensions received by residents for employment exercised outside
Cyprus are taxed at a rate of 5% for amounts exceeding £2,000.

Withholding tax is not imposed on dividends and interest paid to
nonresidents. Royalties, premiums, compensation and other
income derived from Cyprus by nonresidents from sources within
Cyprus are subject to a 10% withholding tax. Income received by
nonresidents from film rentals is subject to a 5% withholding tax.
Withholding taxes on income paid to nonresidents are final taxes.

Directors’ Fees. Directors’ fees are considered compensation and
are taxed in the same manner as income from employment.

Directors’ fees transferred abroad are subject to withholding tax
unless the director files a return, in which case the director is
taxed as an individual.

Capital Gains. Tax at a rate of 20% is levied on gains derived from
the disposal of immovable property located in Cyprus or from the
disposal of shares of companies whose assets include immovable
property located in Cyprus. The gain is the difference between
the sale proceeds and the original cost of the property, adjusted
for increases in the cost-of-living index. No other assets are sub-
ject to capital gains tax.

The following lifetime exemptions from tax on capital gains
derived from property sales are available to individuals.

Amount of
Type of Exemption
Property £
Ordinary property 10,000
Agricultural land 15,000
Private residence 50,000
Deductions

Deductible Expenses. The range of deductible expenses allowed
in Cyprus is limited. Membership fees for trade and professional
organizations (if membership is mandatory), and documented
donations to approved charitable institutions are fully deductible.

Personal Deductions and Allowances. The following are the prin-
cipal deductions and allowances permitted.
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Deduction or Allowance Allowable Amount
Contributions to social insurance and

other approved funds Various
Life insurance premiums paid (certain

restrictions exist) Various

Business Deductions. All expenses incurred wholly and exclu-

sively in the production of income are deductible. In addition, the

following allowances are given for depreciation and amortization:

* Plant and machinery: A straight-line allowance of 10% a year is
given on most capital expenditure, except expenditure on cer-
tain automobiles.

* Industrial buildings: A straight-line allowance of 4% a year is
available for industrial buildings.

* Disposal of assets: On the disposal of assets other than build-
ings, if the sales proceeds are less than the remaining deprecia-
ble base, a further allowance is granted, up to the difference. If
sale proceeds exceed the depreciable base, the excess (up to the
amount of allowances received) is included in taxable income.

Rates. Income derived by Cyprus residents, other than capital
gains income, is taxed at the following rates.

Taxable Income Tax on Lower Rate on
Exceeding Not Exceeding Amount Excess
£ £ £ %

0 10,000 0 0
10,000 15,000 0 20
15,000 20,000 1,000 25
20,000 — 2,250 30

Spouses are taxed separately, not jointly, on all types of income.

Employment and business income received by nonresidents, as
well as rental income, is taxed at the rates that apply to residents.

For a sample tax calculation, see Appendix 2.

Relief for Losses. Operating losses may be carried forward indef-
initely.

B. Estate and Gift Taxes
Cyprus does not impose estate or gift tax.

C. Social Security

Employers and employees each must make social security pay-
ments of 6.3% of monthly compensation up to a maximum
monthly amount, which is currently £2,149. Self-employed per-
sons must contribute to the social security scheme at a rate of
11.6% of monthly income. Minimum and maximum monthly
incomes of self-employed persons are classified according to the
type of business, profession or vocation.

Foreign nationals employed by local employers must contribute
to the Cyprus social security system unless either of the follow-
ing applies: they can claim exemption on the basis of bilateral
agreements entered into by Cyprus (applicable for employees
working in Cyprus for periods of up to three years); or they are
EU nationals who are in Cyprus on secondment.
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Cyprus has entered into social security totalization agreements
with Australia, Austria, Canada, the Czech Republic, Egypt,
Greece, the Netherlands, Slovak Republic, Switzerland and the
United Kingdom. Coverage for one to three years is usually per-
mitted under these agreements.

D. Tax Filing and Payment Procedures

The tax year in Cyprus is the calendar year. Every person who
has chargeable income must notify the Commissioner of Income
Tax no later than 30 April following the income tax year. Taxes
are due by 1 August following the income year.

Income from employment is taxed on a Pay-As-You-Earn (PAYE)
basis. For business income, an estimate of tax due must be made
by 1 August of the income tax year, and provisional tax must be
paid in three equal installments on 1 August, 30 September and
31 December. Tax assessed for any other year is payable at the end
of the month following the month when the assessment is made.

Overdue tax is subject to interest at a rate of 8% a year.
Nonresidents are not required to file tax returns.

E. Double Tax Relief and Tax Treaties

Residents are entitled to a credit for foreign taxes paid, up to the
amount of Cyprus tax payable on the same income, regardless of
whether a tax treaty applies.

Cyprus has entered into double tax treaties with the following
countries.

Austria Hungary Russian Federation
Belarus India Seychelles
Belgium Ireland Singapore
Bulgaria Italy South Africa
Canada Kuwait Sweden

China Lebanon Syria

Czech Republic Malta Thailand
Denmark Mauritius USSR*

Egypt Norway United Kingdom
France Poland United States
Germany Romania Yugoslavia
Greece

* Cyprus honors the USSR treaty with respect to the republics of the Common-
wealth of Independent States (CIS).

These agreements usually allow expatriates to obtain credits
against taxes levied in the country where the taxpayer resides.
In general, the taxpayer pays no more than the higher of the
two rates.

F. Temporary Visas

Entry visas are not required for citizens of member countries of
the European Union, the British Commonwealth, the United States
and several countries with which Cyprus has entered into bilateral
agreements.

Legally, the ownership of assets located in Cyprus has no impact
on whether an individual is able to obtain a visa; however, in prac-
tice, a visa is granted if the applicant owns property.
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Foreign nationals may enter Cyprus under visitor visas or employ-
ment visas.

Visitor visas are issued to foreign nationals who intend to visit
Cyprus for recreational purposes. These visas are valid for up to
90 days.

G. Employment Visas and Self-Employment

A foreign national may work in Cyprus if he or she has an em-
ployment visa. Employment visas are issued to foreign nationals
who are employed in Cyprus by Cypriot entities. Nationals of
other EU countries are routinely granted employment visas.

EU nationals may work freely in Cyprus.

A non-EU national in an executive or managerial position who
works for an international business company that maintains admin-
istrative offices in Cyprus may easily obtain an employment visa.
Professional and clerical employees are not granted visas unless
no qualified local personnel is available. A local employer must
prove that it cannot find a Cypriot employee with comparable
experience.

To obtain employment visas in Cyprus, applicants must submit to
the Migration Office a passport or equivalent travel documents
and an employment contract. Application for employment visas
may be made in either the home or host country.

Employment visas are issued approximately four to six weeks after
the foreign national submits the required documents.

Seasonal work permits for periods of up to six months may be
granted to unskilled workers in the hotel, farming and construc-
tion industries.

H. Residence Permits

Foreign nationals may obtain residence permits valid for one
year. The residence permit is renewable. The number of times the
permit may be renewed and the renewal period depend on the
purpose of the permit.

1. Family and Personal Considerations

Family Members. The working spouse of a foreign national does
not automatically receive an employment visa. An employment
visa may be applied for when the expatriate applies. This does not
apply to EU nationals.

Drivers’ Permits. Foreign nationals may drive legally in Cyprus
with their home country driver’s license for one year unless they
are resident in Cyprus, in which case they must obtain a Cyprus
driver’s license. To obtain a Cyprus driver’s license, applicants
must take an oral exam on traffic laws and a practical driving test.

Cyprus has driver’s license reciprocity with most other countries.

APPENDIX 1: TAXABILITY OF INCOME ITEMS
Not
Taxable* Taxable Comments
Compensation
Base salary X — —
Bonus X — —
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Not

Taxable* Taxable Comments
Retained hypothetical tax X) — —
Cost-of-living allowance X
Housing allowance
Employer-provided housing
Housing contribution
Education reimbursement
Hardship allowance
Other allowances
Foreign-service premium
Home leave allowance
Other compensation income
Moving expense
reimbursement — X —
Tax reimbursement (current
and/or prior, including

D 3 A
|
O

interest, if any) X — —
Value of meals provided X — (b)
Value of lodging provided X — (c)

Other Items

Foreign-source personal

ordinary income (interest

and dividends) X — —
Capital gain from sale

of personal residence in

home country — X (d)
Capital gain from sale

of stock in home

country — X (e)

*  Bracketed amounts reduce taxable income.

(a) Compensation for educational costs incurred for the employee’s children is
taxable income. Reimbursement of job-related education expenses is exempt
from tax. Education is considered to be job-related if the employer has paid for
the training or if it paid a salary to the employee during the education period.

(b) The value of meals is normally taxable income; however, if the employer pro-
vides meals during business meetings and similar events, the value of the
meals is exempt from tax.

(c) Lodging during a business trip is exempt from tax if the employer pays the
cost. It is deductible if the employee pays the cost.

(d) Capital gains are subject to capital gains tax at the rate of 20%. Capital gains
up to £50,000 derived from the sale of a personal residence in Cyprus by an
expatriate are exempt from tax if certain conditions are met. If the residence is
located outside Cyprus, no capital gains tax is payable.

(e) Foreign capital gains are not taxable unless the expatriate remits the gains to
Cyprus.

APPENDIX 2: SAMPLE INCOME TAX CALCULATION

A sample tax calculation is provided below. Local employees and
foreign nationals are now taxed in the same manner.

£
Gross income 25,000
Tax on £20,000 2,250
Tax on _£5,000 at 30% 1,500

£25.000
Total tax 3,750
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CZECH REPUBLIC
Country Code 420
PRAGUE GMT +1
Ernst & Young
Karlovo namesti 10
120 00 Prague 2
Czech Republic
Executive and Immigration Contacts
Peter Ferrigno 225-335-613
E-mail: peter.ferrigno@cz.ey.com
Martina Klementova 225-335-537
E-mail: martina.klementova@cz.ey.com
Martina Kneiflova 225-335-295
E-mail: martina.kneiflova@cz.ey.com
Marcela Opocenska 225-335-631
E-mail: marcela.opocenska@cz.ey.com
Matthew Pascual 225-335-352

E-mail: matthew.pascual@cz.ey.com

Significant changes to the Czech tax law are proposed to become effec-
tive on 1 January 2008. Because of these proposed changes, readers
should obtain updated information before engaging in transactions.

A. Income Tax

Who Is Liable. Czech residents are subject to tax on their worldwide
income. Nonresidents are subject to tax on Czech-source income
only. Nonresidents are taxed as residents on their Czech-source
income, except for certain types of income and the amounts of
their personal allowances.

The term “resident” includes any person residing in the Czech
Republic for at least 183 days within a calendar year or having a
permanent home in the Czech Republic. Employment income
received by a nonresident whose employment activity in the
Czech Republic does not exceed 183 days during any 12 succes-
sive calendar-month period is exempt from tax in the Czech
Republic if it is paid by a foreign entity without a permanent
establishment in the Czech Republic and if no economic employ-
ment exists (see next paragraph).

Individuals assigned by a foreign employer to the Czech Republic
who continue to be employed and paid by the foreign employer,
and who perform work for and under the instruction of a Czech
resident individual or legal entity, are deemed to be employed by
the Czech resident individual or legal entity and are subject to
monthly withholding of personal income tax from their employ-
ment income.

Income Subject to Tax. The taxation of various types of income is
described below. For a table outlining the taxability of income
items, see Appendix 1.

Employment Income. Employment income includes salaries,
wages, bonuses, other compensation of a similar nature and most
benefits in kind. Employment income also includes fees paid to
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directors and shareholders of private limited companies and to
limited partners of limited partnerships for work performed for
the company or partnership, regardless of whether their position
with the entity is one of authority.

Self-Employment and Business Income. Taxable self-employment
and business income consists of income from business activities
and professional services, less deductible expenses. Authors, lectur-
ers, athletes and artists are considered providers of professional ser-
vices. Net income from business activities and professional services
is subject to tax with other income at the rates set forth in Rates.

Investment Income. Interest income derived from personal invest-
ments is subject to a 15% final withholding tax. However, if the
source of the interest income is part of the individual’s business
activities, then the interest income is taxed in the individual’s tax
return at the normal progressive rates. Other investment income,
including dividends and limited partners’ shares of partnership
profits, is subject to a 15% final withholding tax. Rental income
and nonrecurring income (for example, arbitration awards) gen-
erally are taxed with other ordinary income at the rates set forth in
Rates.

Dividends and interest earned by nonresidents are subject to a
15% withholding tax. Royalties and fees for professional ser-
vices, such as director’s fees and payments under management or
consultancy agreements, derived by nonresidents are subject to a
25% withholding tax. Nonresidents’ rental income is subject to a
1% final withholding tax on lease-purchase contracts and to a
25% final withholding tax on other rental income. These rates
may be reduced under applicable tax treaties.

Capital Gains and Losses. Capital gains derived from the sale of
property acquired for the purpose of resale or exchange for prof-
it are taxed as ordinary income at the rates set forth in Rates.
Capital gains realized from the sale of real or personal property
not acquired for resale are generally exempt from income tax if
the minimum required holding period is met. The minimum
required holding periods are 6 months for securities, 12 months
for automobiles, 2 years for a primary residence and 5 years for
other immovable property. Other holding periods apply to other
types of personal property.

In general, capital losses derived from the sale of securities can
only be offset against gains derived from the sale of other securi-
ties within the same tax period. The same rule applies to movable
assets or immovable property. As a result, gains derived from the
sales of such assets can be offset only against losses derived from
the sales of the same types of assets.

Taxation of Employer-Provided Stock Options. No specific law in
the Czech Republic addresses the tax treatment of stock options.

In general, employer-provided stock options do not result in a

taxable event until the option is exercised if the following condi-

tions are met:

* The exercise price is at least equal to the fair market value of
the underlying stock at the date of grant;

* The option is not transferable; and
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* The option is subject to a suspensive condition and is capable of
lapsing before it vests (for example, if the option holder ceases
to be an employee).

However, this treatment is not a settled matter, particularly whether
the taxable event occurs at grant, vesting or exercise. Readers are
encouraged to consult with professional advisors on this matter.
The taxation of stock options must be examined on a case by case
basis.

The difference between the exercise price and the fair market value
of the stock at the date of exercise is taxed as employment income
at the exercise date, at the same progressive tax rates applicable
to other employment income. Under Czech tax law, capital gains
tax is not levied on shares sold by an individual, including a for-
eigner, if the individual holds the shares for more than six months
prior to disposal. For shares held for six months or less, the excess
of the sale proceeds over the exercise price is taxable, at the nor-
mal progressive rates, in the year the disposal occurs.

Deductions

Employment Deductions. Under the Czech tax law, an employee
can claim a tax deduction for the amount of the contributions
paid by the employee, or withheld by the employer from the
employee’s remuneration, for mandatory social security and
health insurance. An employee covered by statutory foreign
insurance that is the same type as the Czech insurance may claim
a tax deduction for contributions paid with respect to such for-
eign insurance. Coverage must be confirmed by an E101 form or
similar certificate of coverage.

Business Deductions. In general, expenses and costs are consid-
ered to be deductible for tax purposes if they are incurred to gen-
erate, assure and maintain taxable income. In addition, the law
explicitly provides that certain expenses are deductible (for
example, depreciation) and that certain expenses are not
deductible (for example, representation expenses and fees paid to
board members of a joint stock company).

Instead of deducting actual expenses, taxpayers engaged in certain
business activities may choose to deduct a percentage of gross
revenues. The deductible percentage varies depending on the indi-
vidual’s business activity, as indicated in the following table.

Deductible
Activity Rate (%)
Agriculture, forestry, fishing and
fish farming 80
Craft 60
Trade other than craft 50
Licensing intellectual property rights
(inventions and copyrights) and
sole proprietorships 40

Personal Tax Reliefs. Czech tax residents may subtract personal
tax reliefs from their annual tax liability. The amounts of these
reliefs for 2007 are described below.

The general annual personal tax relief is CZK 7,200. In addition,
tax relief of CZK 4,200 is granted for a spouse living in the same
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household with the taxpayer, unless the spouse’s income exceeds
CZK 38,040 a year.

The personal tax relief is CZK 1,500 for partially disabled per-
sons and CZK 3,000 for totally disabled persons.

A tax relief of CZK 6,000 applies for each dependent child.

The tax reliefs, except for the general personal tax relief, are
available to nonresidents only if the nonresident individual’s
Czech-source income accounts for at least 90% of his or her total
annual income.

Rates. Taxable income of residents and nonresidents, other than
income taxed at a flat rate (see Investment Income), is taxed at the
following rates for 2007.

Taxable Income Tax on Lower Rate on
Exceeding Not Exceeding Amount Excess
CZK CZK CZK %

0 121,200 0 12
121,200 218,400 14,544 19
218,400 331,200 33,012 25
331,200 — 61,212 32

These rates and the personal tax reliefs are likely to change sig-
nificantly for 2008.

For a sample tax calculation, see Appendix 2.

Relief for Losses. Losses incurred may be carried forward for five
years.

B. Inheritance and Gift Taxes

If a deceased person was a citizen of the Czech Republic and had
his or her permanent home in the Czech Republic, inheritance tax
is imposed on his or her entire movable property, regardless
whether the property is located in the Czech Republic or abroad,
and on his or her immovable property located in the Czech
Republic. If the deceased person was a Czech citizen who did not
have a permanent home in the Czech Republic or was not a citi-
zen of the Czech Republic, inheritance tax is imposed on his or
her movable and immovable property located in the Czech
Republic. No inheritance tax is imposed on immovable property
located abroad.

In general, Czech nationals and foreigners with permanent resi-
dence in the Czech Republic are subject to gift tax on all movable
and immovable property, apartments, commercial premises, secu-
rities, domestic currency, foreign currency and other property
acquired by gift in the Czech Republic or abroad, except for real
estate located abroad.

Donors are subject to gift tax on donations abroad.

Inheritance and gift tax rates vary, depending on the recipient’s

relationship to the deceased or donor. Recipients are divided into

the following groups:

 Group [, which consists of lineal relatives and a spouse;

 Group II, which consists of brothers, sisters, lineal relatives of
a spouse, children’s spouses, nieces, uncles, aunts and persons
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who lived with the transferor longer than one year in one com-
munity; and

 Group III, which consists of other beneficiaries and includes
both individuals and all legal entities.

The tax rates are progressive and range from 0.5% to 40%. Group
I recipients are exempt from inheritance taxes.

C. Social Security

Contributions. Social security and health insurance contributions
are paid by both the employer and the employee on salaries at the
following rates. No ceiling applies to the amount of income sub-
ject to social security contributions.

Employer Employee Total
% % %

Social security
Old-age pension 21.5 6.5 28.0
Sickness 33 1.1 4.4
Unemployment 1.2 0.4 1.6
Health insurance 9.0 4.5 13.5
Total contributions 35.0 12.5 47.5

EU Social Security Legislation and Totalization Agreements. As a
member state of the European Union (EU), the Czech Republic
is bound by the EU Social Security Regulations (applicable to all
member states of the European Economic Area [EEA], including
the 2 new EU member states, and Switzerland) and other EU law.
In addition, to prevent double social security taxation and to
assure benefit coverage, the Czech Republic has entered into or
is negotiating totalization agreements with some non-EU juris-
dictions, including, Bosnia-Herzegovina, Canada, Chile, Croatia,
Israel, Macedonia, Quebec, the Russian Federation, Serbia and
Montenegro, Turkey and Ukraine.

D. Tax Filing and Payment Procedures

Czech employers must withhold tax from all compensation paid
to their legal or deemed (economic) employees for work per-
formed in the Czech Republic.

Tax on income other than income from which tax has been with-
held at source is declared by the taxpayer in the tax return.

The tax year for individuals is the calendar year. Individual tax
returns must be filed by 31 March of the following year.
Extensions may be granted until 30 June. The deadline may be
extended to 31 October for individuals who must include in their
Czech tax return income taxed abroad.

Joint filing by spouses is possible under certain conditions.

E. Double Tax Relief and Tax Treaties

The Czech Republic has entered into double tax treaties with the
following countries.

Albania Kazakhstan Romania

Australia Korea (North) Russian Federation
Azerbaijan Korea (South) Serbia and
Belarus Kuwait Montenegro

Belgium Latvia Singapore
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Bulgaria Lebanon Slovak Republic
Canada Lithuania Slovenia
Croatia Macedonia South Africa
Egypt Malaysia Switzerland
Estonia Malta Thailand
Finland Mexico Turkey
France Moldova Ukraine
Hungary Mongolia United Arab
Iceland Morocco Emirates
India Norway United States
Indonesia Philippines Uzbekistan
Ireland Poland Venezuela
Israel Portugal

The Czech Republic also honors the double tax treaties of Czecho-
slovakia with the following countries.

Austria Greece Spain

Brazil Italy Sri Lanka

China Japan Sweden

Cyprus Luxembourg Tunisia
Denmark Netherlands United Kingdom
Germany Nigeria Yugoslavia*

* The Czech Republic honors this treaty with respect to Bosnia-Herzegovina.

F. Temporary Permits

General. EU nationals do not need to obtain a visa to enter and
stay in the Czech Republic. EU nationals must be registered at
the Foreigners’ Police within 1 month after their date of arrival if
they plan to stay in the Czech Republic for a period exceeding 30
days. Although EU nationals are not required to obtain a resi-
dence permit, they can apply for such permit. If they do so by the
deadline for registration at the Foreigner’s Police, the application
for a residence permit fulfills the registration obligation.

Foreign nationals traveling to the Czech Republic from countries
requiring entry visas must have visas to enter the country. Other
foreign nationals may enter the Czech Republic and stay for up
to 90 days, depending on the term specified in the relevant bilat-
eral agreement. However, if they intend to work, both work per-
mits and visas are required. A visa is issued for a single purpose,
such as for business, study or employment.

Business Visitors. In general, a foreign national who is in the
Czech Republic on a business trip is not required to have a work
permit or visa. These are required only if the individual is per-
forming work for a Czech individual, a Czech or foreign legal
entity or a Czech branch of a foreign legal entity.

Students. Students may study in the Czech Republic after obtain-
ing visas. They may apply for visas after they obtain confirma-
tion of registration from an educational institution. Students
wishing to work in the Czech Republic need both visas and work
permits.

Trainees. Trainees working in the Czech Republic for any type of
company, including Czech legal entities or Czech branch offices
of foreign companies, must have both visas and work permits.
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G. Work Permits and Self-Employment

To work legally in the Czech Republic, an expatriate must obtain a
work permit from the Labour Office. A work permit is valid for
one year and is renewable. EU nationals do not need a work per-
mit. However, they must be registered at the Labour Office by
their first day of work in the Czech Republic.

If an expatriate wishes to change employers, he or she must obtain
a new work permit.

All non-EU nationals working in the Czech Republic are subject
to the above rules, regardless of whether they are working under
an employment contract with a Czech legal entity or have been
assigned by their foreign employer to a branch office or Czech
legal entity. The following individuals are exempt from the work
permit requirement (however, they must still apply for a visa):

* A foreign national arranging the delivery of goods or services
or carrying out repairs based on a trade agreement, if the activ-
ity does not exceed 7 successive days or 30 days in the calendar
year in the Czech Republic;

* A foreign national covered by an international treaty;

« A foreign national employed in international public transporta-
tion;

* An accredited journalist; and

* A foreigner seconded to provide services in the Czech Republic
by his or her employer with a seat in an EU country (however,
registration at the Labour Office is required).

Czech employers must apply to the Labour Office in the Czech
Republic to obtain authorization for foreign nationals to work in
the Czech Republic. The application must include the total num-
ber of foreign employees who may be employed and their partic-
ular positions. If such authorization is granted, the foreign nation-
al must request a final authorization at the Labour Office.
Subsequently, the foreign national may apply for a work permit.
The work permit is initially valid for one year but may be extend-
ed on application if proof of need is established.

The process takes approximately four weeks after all the required
documents are submitted.

After a work permit is issued, the foreign national may apply for
a visa. A work permit is valid only in conjunction with a visa. A
foreign national working in the Czech Republic without a visa
may be subject to deportation.

Self-employed individuals must have trade licenses, which are
the equivalent of work permits for self-employed persons. To
acquire this license, the individual must apply at the appropriate
trade license office. An entrepreneur may start his or her activi-
ties in the Czech Republic after both a trade license and a visa are
issued. The process takes approximately four months after all the
required documents are submitted.

H. Visas for a Stay Exceeding 90 Days

Visas are issued by the Foreigners’ Police in the Czech Republic
based on an application filed at a Czech embassy or consulate
abroad. The process takes about four months. EU nationals do
not need a visa to enter and stay in the Czech Republic.
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The foreign national must have health insurance coverage for the
period of stay in the Czech Republic including repatriation. If
foreign insurance is not available, contractual health insurance
may be obtained in any district office of the General Health
Insurance Office of the Czech Republic. Contractual health
insurance enables all people not insured by law (especially for-
eign nationals and their family members) to secure their own
health care. Contractual health insurance covers all necessary
health care, including diagnostic and curative treatment, hospi-
talization, medicine, medical technology and transportation to
health institutions. Foreign nationals who are contractually in-
sured have the right to use medical institutions throughout the
Czech Republic with which the General Health Insurance Office
has signed insurance contracts.

1. Family and Personal Considerations

Family Members. The spouse and dependents of a long-term visa
holder may reside in the Czech Republic with the visa holder if
they comply with all entrance requirements of the Czech author-
ities. They must have their own visas.

Marital Property Regime. The Czech marital property regime
applies to couples who solemnize their marriages in the Czech
Republic if one or both of the spouses are Czech citizens, and to
couples who solemnize their marriages abroad if both spouses
are Czech citizens.

Under Czech law, community property includes all types of prop-

erty acquired by either spouse during the marriage, with the fol-

lowing exceptions:

* Property acquired by inheritance or gift;

* Property that, by its nature, serves personal needs; and

* Property that was returned to one of the spouses in his or her
own right or as the legal successor to the original owner under
restitution legislation.

Liabilities that arise during the marriage are considered commu-
nity property. Spouses may agree by notary’s deed to extend or
restrict the scope of their legally defined community property.
This applies to existing and future property and liabilities. In
addition, before their marriage is solemnized, spouses may agree
by notarial deed to postpone the creation of community property
until the marriage ends.

The settlement of the division of community property at the end
of a marriage is based on a written agreement. If no agreement
exists, either party may petition the court for a decision. Settle-
ments proceed from the principle that the shares of each spouse
are equal. However, each spouse is entitled to reimbursement for
expenditure on joint property paid from separate property.

Forced Heirship. Under the Czech forced heirship law, descen-
dants who are minors must receive under a written will at least
as much of the testator’s estate as they would have received
under intestacy, and descendants who are adults must receive at
least one-half of their intestate share. Any portion of a will that
contradicts this provision is invalid, unless the descendants are
disinherited for committing an intentional criminal act against
the deceased or his or her spouse, children or parents, or for
other limited reasons.
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Drivers’ Permits. Foreign nationals may drive legally using their
home country drivers’ licenses during short-term stays in the
Czech Republic if the license meets the requirements of the
Geneva and Vienna Conventions on International Roads. If the
license does not conform to the conventions, the foreign national
may drive using the home country driver’s license accompanied
by an international driver’s license issued by his or her home
country. Foreign nationals who stay for longer periods must
obtain Czech drivers’ licenses. Any foreign national who holds a
Czech long-term visa and uses a car in the Czech Republic must
apply for a Czech driver’s license within three months after
obtaining the visa. EU nationals are not required to exchange
their drivers’ licenses. They can use their home country driver’s
license in the Czech Republic.

APPENDIX 1: TAXABILITY OF INCOME ITEMS
Not

Taxable* Taxable Comments
Compensation
Base salary X — —
Employee contributions
to mandatory system
of social security and
health insurance (
Bonus
Retained hypothetical tax (
Cost-of-living allowance
Housing allowance
Employer-provided housing
Housing contribution
Education allowance
Hardship allowance
Other allowances
Premium allowances
Home-leave allowances
Other compensation income
Moving expense
reimbursement — X (c)
Tax reimbursement:

Current gross-up
One year rollover

Deferred compensation
Value of meals provided

Other Items

Foreign-source personal

ordinary income (interest

and dividends) X — —
Capital gain from sale

of personal residence in

home country X — ()
Capital gain from sale

of stock in home

country X — (g)

) — (@)

D B B K R X R
|
|

[ <<

*  Bracketed amounts reduce taxable income.
(a) Employee contributions required by law are deductible from compensation.
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(b) Benefits derived from temporary accommodation provided by an employer to
an employee are exempt from tax in the Czech Republic if the following con-
ditions are satisfied:

* The lease agreement is concluded between the employer and the landlord;

* The employer pays the rent directly to the landlord; and

» The temporary accommodation is away from the employee’s place of per-
manent residence.

(c) Moving expense reimbursements are not taxable if paid directly to the provider
or reimbursed based on actual expenses.

(d) Deferred compensation is not taxable until it is paid. However, vesting prior to
payment, could result in taxation at the time of vesting.

(e) This item is not taxable if the employer organizes the meals and if other con-
ditions are met.

(f) The gain is not taxable if the residence was held for at least two years and used
by the taxpayer as his or her permanent home.

(g) The gain is not taxable if the shares were held for more than six months.

APPENDIX 2: SAMPLE INCOME TAX CALCULATION

A sample income tax calculation is provided below for an expa-
triate who is a Czech nonresident for tax purposes. The calcula-
tion is based on the following assumptions:

* The individual is single with no children;

* The individual works the entire year in the Czech Republic for
a Czech entity and pays contributions for Czech mandatory
employee social security and health insurance or for foreign
insurance of the same type as the Czech insurance; and

* The individual’s income from Czech sources exceeds 90% of
the individual’s worldwide income.

CZK

Gross income 1,725,000
Social security and health insurance (215.625)
Taxable income 1,509,375
Tax base (rounded down to the
nearest hundred) 1,509,300
Income tax:

On the first CZK 331,200 61,212

On the remaining CZK 1,178,100

at 32% 376,992
Total tax 438,204
Personal tax relief (7.200)
Tax liability 431,004
DENMARK

Country Code 45

COPENHAGEN GMT +1
Ernst & Young

Tagensvej 86
DK-2200 Copenhagen N
Denmark

Executive Contacts
Per Lundbaek Christensen 35-87-27-89
Fax: 35-87-22-06
E-mail: per-lundbaek.christensen
@dk.ey.com



242 DENMARK

Annie Baare 35-87-27-78

Fax: 35-87-22-06

E-mail: annie.baare@dk.ey.com
Karin Mller 35-87-27-79

Fax: 35-87-22-06

E-mail: karin.muller@dk.ey.com

Immigration Contact

Michael Klaaby 35-87-27-86

Fax: 35-87-22-06

E-mail: michael.klaaby @dk.ey.com

A. Income Tax

Who Is Liable. Persons resident in Denmark are taxed on world-
wide income. Nonresident individuals are taxed on Danish-source
income, including income from a permanent establishment in
Denmark, salaries paid in Denmark, directors’ fees, real property
in Denmark, dividends and royalties.

Individuals are generally considered to be resident if they perma-
nently reside or are present in Denmark for longer than six months.

Income Subject to Tax. Income is divided into personal income
and net capital income. Taxable income consists of personal in-
come plus net capital income (or less net capital loss), less allow-
able deductions. For a table outlining the taxability of income
items, see Appendix 1.

Employment Income. Personal income from employment consists
of wages, salaries, directors’ fees, pensions, allowances and fringe
benefits. In principle, all benefits are taxable at their fair market
value. However, in practice, the value assigned to the personal use
of a company car, the personal use of company-provided accom-
modation and certain other benefits are determined according to
special tables.

School fees paid by employers on behalf of their employees’ chil-
dren, such as international school fees, are deemed to be salary
income and taxed accordingly.

A special expatriate tax regime applies to foreigners employed by
a Danish-resident employer. Under qualifying contracts, salary in-
come is taxed at a flat rate of 25% instead of at the ordinary rates
0f 38% to 59%. To qualify, individuals must reside in Denmark and
their cash salary must be at least DKK 60,100 a month in 2007
after deducting social security contributions. Expatriates may
participate in the regime for one or more periods totaling no more
than 36 months during a 10-year period. After the 36 months, the
expatriate is taxed according to ordinary income tax rules.

Under prior rules, in certain cases, tax was levied retroactively
for the period during which the employee was covered by the
expatriate tax regime. Such employees were those who had left
Denmark to avoid retroactive taxation. In general, the rules on
retroactive taxation have been abolished, effective from the 2002
income year. Consequently, employees to whom retroactive taxa-
tion would have applied after 1 January 2002 are exempt from
retroactive taxation and may return to Denmark without being sub-
ject to retroactive taxation. However, in certain cases, employees
may still be subject to retroactive taxation.
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Self-Employment and Business Income. Business income, also
known as self-employment income, is taxed as ordinary income
(personal income) of the business owner. Expenses are deductible
to the extent they are incurred to obtain, secure or maintain busi-
ness income.

Persons with business income may choose to have this income
taxed under special rules contained in the Business Tax Act.
Under these rules, taxable income from a trade and industry,
including income from partnerships, is assessed in accordance
with the principles used for companies, including rules for depre-
ciation and write-offs.

Investment Income. Net capital income includes interest income
(less interest expense), taxable gains on securities, rental income
and other investment income, except dividends, which are taxed
separately. Royalties received by residents are taxed as capital
income. Royalties received by nonresidents are subject to a 30%
withholding tax.

Dividends are subject to a final 28% withholding tax. If total div-
idend income in 2007 exceeds DKK 45,500 (DKK 91,000 for
married couples), residents are subject to a supplementary 15%
tax on the excess when they file their returns. Nonresidents are
not subject to this supplementary tax.

Taxation of Employer-Provided Stock Options. Gains realized by
an employee on the exercise of an option obtained under an
employer-provided stock option plan are taxable. No tax is due at
the time of vesting. In general, the gains are subject to the high-
est marginal rate of income tax, which is 59%. The gains are sub-
ject to social security contributions at a rate of 8% in 2007.

Tax may be deferred until the disposal of the shares. In the event

of such deferral, the employee is taxed at the lower rates for cap-

ital gains on shares and the Danish entity cannot claim a tax

deduction for the costs. Several requirements have to be fulfilled

to obtain a tax deferral, including the following:

» The employee and the employer must enter into an agreement
on the matter; and

¢ The accountant of the Danish entity must issue a statement cer-
tifying that the requirements for a tax deferral are satisfied.

Capital Gains and Losses. Capital gains tax is levied on individu-
als at rates of up to 59%.

Gains derived from disposals of bonds issued in Danish kroner
generally are not taxable if the bonds’ interest rates at the time of
issue are equal to or higher than the lowest official Danish inter-
est rate index (mindsterente), which is published biannually.
Losses on disposals of such bonds generally are not deductible.

Gains derived from the disposal of bonds issued in a foreign cur-
rency are taxable, and losses are deductible.

Gains derived from the disposal of shares are taxable as dividend
income at a maximum rate of 43%. On departure from Denmark,
certain shareholders are deemed for tax purposes to have dis-
posed of their shares at the fair market value and are taxed on the
deemed gain. However, these shareholders may obtain a refund



244 DENMARK

of the difference between the tax on the deemed gain and the tax
on any subsequent lesser gain actually realized. The tax on the
deemed gain applies only to individuals who are fully taxable for
one or more periods totaling 7 years within the 10 years prior to
departure.

Gains derived from the disposal of residential property are not
taxable if the owner occupied the property. Gains derived from
the disposal of other real property are taxable as capital income.

Deductions

Deductible Expenses. Contributions to a capital pension scheme
(a one-time payout of capital) are deductible, up to a maximum
annual amount of DKK 43,100, at a rate of approximately 43%.
Unlimited contributions to schemes with current payouts are
deductible if a return is not scheduled to occur until contributions
have been paid in at least 10 years.

Interest paid on all types of debt is fully deductible from capital
income. If this results in a negative amount, approximately
32.5% of the negative amount may be offset against tax payable
on other income.

An employee may deduct from taxable income the following
expenses necessary to generate income:

* Travel costs to and from work (special rates);

* Dues paid to trade unions and unemployment insurance; and

« Other employee expenses to the extent they exceed DKK 5,200.

Personal Deductions and Allowances. Each taxpayer is permitted
a personal allowance deduction of DKK 39,500. In addition, cer-
tain alimony payments are deductible. The personal allowance not
fully used by one spouse may be transferred to the other spouse.

Business Deductions. In calculating taxable income, interest ex-
penses relating to business debt may be fully deducted for tax
purposes. In contrast, under the ordinary rules for individuals,
interest expense is deductible from net capital income, thereby
providing a tax relief of only 32.5%, although any profit is re-
garded as personal income and is taxed at rates of up to 59%.

Rates. For 2007, income tax is levied on residents at the margin-
al rates in the following table. Dividends are taxed separately (see
Investment Income).

Total Income
Exceeding Not Exceeding Rate
DKK DKK %
0 39,500 0
39,500 272,600 38
272,600 327,200 44
327,200 — 59

Personal income is aggregated with capital income.

The same tax rates apply for nonresidents as for residents, except
the rates applicable to dividends, royalties and individuals quali-
fying for the special expatriate tax regime.

For sample tax calculations, see Appendix 2.
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Relief for Losses. Trading losses and interest expense may be off-
set against other income and taxable gains. Tax losses may be car-
ried forward for an unlimited number of years, but carrybacks are
not permitted. Losses from certain types of passive partnership
interests, for example, a business with more than 10 nonworking
owners, may be offset only against income from the same business.

B. Other Taxes

Home-Ownership Tax. Home-ownership tax is imposed if an owner
of property is fully liable to tax in Denmark. Individuals fully lia-
ble to Danish tax must also pay tax on their properties located
abroad. Home-ownership tax is not imposed if the property is rent-
ed out. The rate of tax is 1% of the public value of the property up
to DKK 3,040,000, and 3% of the value exceeding DKK 3,040,000.

Net Worth Tax. Denmark does not levy a net worth tax.

Inheritance Tax. Assets inherited by a spouse or registered partner
(see Section G) are not subject to inheritance tax.

Inheritance tax at a rate of 15% is levied on the total value of
estates exceeding DKK 248,900. No additional tax is levied if the
beneficiaries are closely related to the deceased (for example,
descendants, stepchildren and their descendants, parents, sons-in-
law and daughters-in-law and divorced spouse). For other benefi-
ciaries, an additional tax at a rate of 25% is levied on their part of
the inheritance. For these beneficiaries, the total effective tax rate
is 36.25%.

Nonresidents are subject to inheritance tax only if the estate in-
cludes property situated in Denmark or if a Danish probate court
administers the estate.

Denmark has entered into estate tax treaties with Finland, Germany,
Iceland, Italy, Norway, Sweden, Switzerland and the United States.

Gift Tax. Gifts to a spouse or registered partner are not subject to
tax.

Gift tax at a rate of 15% is levied on gifts to descendents, step-
children and their descendents, sons-in-law and daughters-in-law,
the spouse of a deceased child or stepchild, and parents.

Gift tax at a rate of 36.25% is levied on gifts to stepparents and
grandparents. Gifts to less closely related persons and to unrelat-
ed persons are subject to ordinary income tax, not gift tax.

Gifts of up to DKK 55,300 a year may be donated free of gift tax
to descendants, the spouse of a deceased child or stepchild, par-
ents, stepparents and grandparents. A yearly tax-exempt gift of
DKK 19,300 may be donated to sons-in-law and daughters-in-law.

Nonresidents are subject to gift tax if the donor or donee is a res-
ident of Denmark or if the gift is Danish real estate.

C. Social Security

Contributions. Social security tax is levied at a flat rate of 8% on
most types of personal income, including employment and self-
employment income. No ceiling applies to the amount of income
subject to contributions. Social security tax is fully deductible for
income tax purposes.
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In addition, employees must make minor monthly contributions
of DKK 81.30 to the Danish Supplementary Pension Scheme.

Danish employers do not pay any social security contributions
other than small amounts for compulsory work-related insurances
and certain other items.

Totalization Agreements. To provide relief from paying double
social security contributions and to assure benefit coverage, Den-
mark has entered into totalization agreements, which usually apply
for a period of 12 to 36 months, with the following countries.

EU member states Israel Pakistan
Australia Liechtenstein Serbia and
Canada (Quebec) Macedonia Montenegro
Chile Morocco Slovenia
Croatia New Zealand Switzerland
Iceland Norway Turkey

D. Tax Filing and Payment Procedures

The Danish income year is the calendar year. Before each income
year, an advance income assessment is made for each taxpayer.
Advance tax payable is paid by deductions (withholding) from
employment income and, if self-employment income or net capi-
tal income rises to a certain level, by prepayments. After each
income year, all taxpayers must prepare tax returns to be filed no
later than 1 May in the year following the taxable period. Any pos-
itive difference between the final tax and the advance tax is
refunded by the tax authorities between May and June. Any tax
due is paid by the taxpayer in three equal installments in Septem-
ber, October and November. Married persons must file separate
tax returns. In the tax calculations, certain deductions can be
transferred between the spouses in specified circumstances.

E. Double Tax Relief and Tax Treaties

If a resident receives income from a foreign country and the
income is taxed abroad, tax relief is provided either through a for-
eign tax credit or by exemption with progression (that is, foreign-
source income is exempt from taxation, but is considered when
determining the tax rate to impose on the remaining income). The
relief is provided in accordance with either a tax treaty or Danish
law.

Danish law grants a foreign tax credit for income taxes paid
abroad. The credit may not exceed the lesser of the income tax
paid abroad or the Danish tax payable on the same income.
Danish law also contains an exemption with progression that
applies to salary income for work performed outside Denmark in
treaty countries and, if the working period is at least six months,
in nontreaty countries. The rule applies only to individuals who
are fully taxable in Denmark while working abroad.

As of 1 January 2007, Denmark had entered into double tax
treaties with the following countries.

Anguilla Hungary Portugal

Argentina Iceland Romania

Aruba India Russian Federation
Australia Indonesia Serbia and

Austria Ireland Montenegro
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Bangladesh Israel (c) Singapore
Belgium Italy Slovak Republic
Bosnia- Jamaica Slovenia
Herzegovina Japan South Africa
Brazil Jersey Spain

Bulgaria Kenya Sri Lanka
Canada Korea (South) Sweden
Cayman Islands Kuwait Switzerland
Chile Latvia Tanzania

China (b) Lithuania Thailand
Croatia Luxembourg Trinidad and Tobago
Cyprus Macedonia Tunisia

Czech Republic Malaysia Turkey

Egypt Malta Uganda

Estonia Mexico Ukraine

Faroe Islands Morocco USSR (a)
Finland Netherlands United Kingdom
France New Zealand United States
Germany Norway Venezuela
Greece Pakistan Vietnam
Greenland Philippines Zambia
Guernsey Poland

(a) The Denmark-USSR double tax treaty of 1986 probably covers Armenia,
Belarus, Georgia, and Kyrgyzstan, but this needs to be definitively confirmed.
Denmark has entered into double tax treaties with Estonia, Latvia, Lithuania,
the Russian Federation and Ukraine. Azerbaijan, Moldova, Tajikistan and
Uzbekistan do not regard themselves as being covered by the Denmark-USSR
double tax treaty of 1986.

(b) The treaty does not apply to Hong Kong or Macau.

(c) This treaty does not apply to Palestine.

A treaty with Nigeria has been negotiated, but it has not yet been
ratified.

F. Work and Residence Permits

Denmark is a member of the European Union (EU) and of the
Nordic Council. Consequently, varying rules apply for EU nation-
als, for citizens of other Scandinavian countries (Finland, Iceland,
Norway and Sweden) and for non-EU nationals who wish to enter
Denmark.

A special transitional plan applies to citizens from the following
new EU member countries: Czech Republic; Estonia; Hungary;
Latvia; Lithuania; Poland; the Slovak Republic; and Slovenia.
The ordinary rules for EU citizens apply to Cyprus and Malta.

Scandinavians. Nationals from other Scandinavian countries may
stay and work in Denmark without restrictions. However, if they
take up residence in Denmark, they must register with the Nation-
al Registration Office.

Permission to be self-employed in Denmark is normally granted.
However, for certain types of businesses, permission is granted
only if the Danish Commerce and Companies Agency finds that
a special Danish interest is served by establishing the business in
Denmark.

EU Nationals. EU nationals do not need work permits but must
apply for residence permits within three months after their arrival
in Denmark. Applications are filed in person with the chief of
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police in the district of intended residence or at the Supreme
Administrative Authority of the county where the EU national
resides. Residence permits are readily granted to those showing
proof of employment (as an employee or self-employed) and per-
sonal identification. Each member of an applicant’s family must
apply separately for a residence permit. The authorities process
the application within four to six weeks, and the applicant is nor-
mally not prevented from working during that time.

Residence permits issued to citizens from other EU-member
countries are valid throughout Denmark for five years and may
be renewed.

Non-EU Nationals. Citizens from countries other than EU-member
countries and Nordic Council countries may stay in Denmark for
either the period of time stated in their tourist visas or, if a visa is
not requested, for up to three months.

Non-EU nationals who want to extend their stay and work in
Denmark must apply for work permits and residence permits at a
Danish embassy or consulate in the area where they resided for
the last six months.

In general, residence and work permits may be obtained in Den-
mark only if a family connection or a similar close association to
the country exists. People without these connections to Denmark
may obtain residence and work permits if material employment
or business considerations favor their applications. For example,
residence and work permits are granted to managing directors
and other senior personnel according to specific considerations
of work areas and remuneration. Trainees may obtain residence
and work permits under this regulation if the previous training,
considered in conjunction with the contemplated employment,
favors the application.

Permits for other personnel are granted if the local labor market
board or the relevant professional organization recommends the
employment.

G. Family and Personal Considerations

Family Members. After specific consideration, residence permits
may be granted to family members of individuals who have resi-
dence and work permits in Denmark.

Marital Property Regime. Under Danish law, a regime of “ordinary
community property” (felleseje) applies between spouses and
between persons of the same sex who have formed a registered
partnership. (The legal consequences of a registered partnership
are the same as those of a marriage.) Community property in-
cludes all property brought into the marriage and all property
acquired during the marriage.

Drivers’ Permits. Different rules apply to citizens from Nordic
countries, EU-member countries and non-EU-member countries
who wish to use their home country drivers’ permits in Denmark.
Expatriates from Nordic countries and EU nationals may drive
legally in Denmark with their home countries’ drivers’ licenses
until expiration. Non-EU nationals may use their home countries’
drivers’ permits (if the individual is at least 18 years of age) only
for 14 days.
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Denmark does not have driver’s license reciprocity with other
countries.

To obtain a driver’s permit, an expatriate must submit to the dri-
ver’s license bureau the home country driver’s license, a residence
permit, a photo and a fee of DKK 260. A first-time driving exam-
ination and a written exam are given, both of which are rather dif-
ficult to pass. Individuals from most countries must also take a
physical examination. U.S. citizens are exempt from examinations.

APPENDIX 1: TAXABILITY OF INCOME ITEMS
Not

Taxable* Taxable Comments
Compensation
Base salary X — —
Bonus X — —
Retained hypothetical tax X) — —
Cost-of-living allowance — (a)
Housing allowance — (b)
Housing contribution —
Education reimbursement (c)
Home-leave allowance — —
Other compensation income
Moving expense
reimbursement
Tax reimbursement (current
and/or prior, including
interest, if any)
Value of meals provided
Value of lodging provided
Company-provided
automobile

Other Items

Foreign-source personal

ordinary income (interest

and dividends) X — (1)
Capital gain from sale

of personal residence in

home country — X —
Capital gain from sale

of stock in home

country X — (1)
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*  Bracketed amounts reduce taxable income.

(a) Compensation received in cash as reimbursement for costs is taxable. Com-
pensation received for business travel is normally tax-free.

(b) Cash housing allowances are treated as taxable income.

(c¢) Compensation for education costs incurred for the employee’s children is tax-

able income. Reimbursement for education that is necessary for the employee

to conduct his or her work is tax-free. Education is considered to be necessary

for the employee if the employer pays for the training or if it pays salary to the

employee during the education period.

Moving expense reimbursement is normally taxable income. In some cases, the

employee may claim certain deductions. Moving expenses paid directly by the

employer are not taxable if the relocation occurs with respect to the same

employer.

(e) No tax-planning possibilities exist with respect to tax reimbursements. Tax re-
imbursements are taxable in the year to which they relate even if they are paid
in a later year.

d
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(f) The value of meals is normally taxable income. However, if the employer pro-
vides meals during business meetings and similar events, the meals are tax-free.

(g) Free lodging is valued from special tables. Free lodging during a business trip
is tax-free.

(h) A free car is valued under special rules, (in general, 25% of the purchase price
up to DKK 300,000, and 20% of the excess). However, the minimum taxable
value of a free car is DKK 40,000 (25% of DKK 160,000).

(i) In principle, the gain is taxable if the expatriate is considered to be resident in
Denmark for tax purposes. Taxes paid abroad are deductible for Danish tax
purposes.

APPENDIX 2: SAMPLE INCOME TAX CALCULATIONS

Two sample income tax calculations are provided below. The first
calculation illustrates the application of the ordinary tax rules,
while the second calculation illustrates the application of the spe-
cial expatriate tax regime (see Section A).

DKK
Calculation under Ordinary Tax Rules
Cash salary (personal income) after
deduction of social security taxes 675,000
Net capital income 50,000
Net allowances (10.,000)
Taxable income 715,000

Government, local and county tax

at 37.5% (average rate) of taxable

income (DKK 715,000) 268,125
Additional 6% government tax on

personal income and net capital

income (DKK 725,000) on amount

over DKK 272,600 27,144
Additional 15% government tax

on the sum of personal income,

capital income and contribution

to a capital pension (DKK 725,000)

on amount exceeding DKK 327,200 59,670
Total 354,939
Personal relief (DKK 39,500 x 37.5%) (14,812)
Tax payable 340,127
Net income (DKK 675,000 — DKK 340,127) 334,873
Calculation Under Special Expatriate Tax Regime
Cash salary 703,200%
Tax at 25% on salary 175.800
Capital income 50,000
Taxable income under ordinary rules 50,000
Tax at 37.5% 18,750
Personal relief (DKK 39,500 x 37.5%) 14.812
Tax payable on capital income 3.938
Net income

(DKK 703,200 — DKK 175,800 — DKK 3,938) 523.462

* The cash salary must be a minimum of DKK 60,100 per month after contribu-
tion to social security.
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Country Code 1
SANTO DOMINGO GMT -6
Ernst & Young

Ave. Pedro H. Ureia No. 133
Torre Reyna I, 9th Floor
Sector La Esperilla

Santo Domingo

Dominican Republic

Executive and Immigration Contacts

Lisa Maria Gattulli [506] 204-9053
(resident in San José, Costa Rica) Fax: [506] 204-7306
E-mail: lisa.gattulli@cr.ey.com
Rafael Sayagués [506] 204-9029
(resident in San José, Costa Rica) Fax: [506] 204-7306
E-mail: rafael.sayagues
@cr.ey.com
Ludovino Colon (809) 472-3973

Fax: (809) 381-4047
E-mail: ludovino.colon
@do.ey.com

A. Income Tax

Who Is Liable. Resident individuals are subject to tax on their
Dominican Republic-source income as well as on their foreign-
source income from investments and financial gains (passive
investment income). Income tax paid abroad with respect to
foreign-source income may be credited against the Dominican
Republic tax liability. However, such credit is restricted to the
portion of Dominican Republic tax allocated to the foreign-
source income that is taxed abroad (ordinary credit).

Nonresident individuals are subject to tax on their Dominican
Republic-source income and on income derived from technical
assistance provided to residents in the Dominican Republic, regard-
less of the place where the technical assistance is provided.

Individuals who become residents of the Dominican Republic are
subject to tax on foreign-source income after the third year of res-
idency. In addition, individuals who become residents may qual-
ify for a special retirement regime if certain conditions are met.
This regime may exempt foreign-source income from income tax
and provide other tax benefits.

Individuals who spend more than 182 days in a fiscal year in
the Dominican Republic, continuously or noncontinuously, are
considered to be residents of the Dominican Republic for tax pur-
poses.

Income Subject to Tax. The taxation of various types of income is
described below. For a table outlining the taxability of income
items, see Appendix 1.

Employment Income. Annual employment income in excess of
RD$290,243 is taxable. Employment income includes salary,
bonuses, premiums, commissions and allowances (for example,
housing and education allowances).
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Self-Employment and Business Income. Income derived from
self-employment or from a trade or business is subject to tax.

Investment Income. Dividends paid or credited by local compa-
nies to resident and nonresident persons are subject to a 25%
withholding tax.

Interest paid to foreign financial institutions is subject to a 10%
withholding tax. Interest received from abroad is subject to tax in
accordance with the tax rate schedule set forth in Rates.

Royalties from franchises, technical advice and similar payments
made or credited by local companies to nonresidents are subject
to a 25% withholding tax.

Directors’ Fees. Dominican-source director’s fees that are paid or
credited to an individual who is a nonresident or nondomiciliary
of the Dominican Republic are subject to a 25% income with-
holding tax.

Capital Gains. Under Dominican Republic law, capital gains are
taxed at the ordinary corporate income tax rate of 25%. The tax
base for capital gains’ purposes is the difference between the his-
torical cost of the asset adjusted by local inflationary rules and
the transaction value (the sales price).

Deductions
Personal Deductions and Allowances. Employee contributions to
a pension plan may be deducted for income tax purposes.

Business Deductions. All costs and expenses that are necessary to
generate taxable income and protect investments are deductible.

Rates. For 2007, ordinary income derived by resident individuals
is taxable at the following rates.

Annual Taxable Income Tax on Lower Rate on
Exceeding Not Exceeding Amount Excess
RD$ RDS RDS %

0 290,243 0 0
290,243 435,364 0 15
435,364 604,672 21,762 20
604,672 — 55,624 25

For a sample tax calculation, see Appendix 2.

B. Other Taxes

Individuals who own real estate with a value exceeding
RD$5,000,000 (approximately US$156,250) are subject to a 1%
tax on the excess value.

Legal entities or sole proprietors are subject to an asset tax of 1%
on the book value of assets. The asset tax may be credited against
income tax.

Gifts are subject to donation tax at a rate of 25%, which is
payable by the recipient.

C. Social Security

Retirement Contribution. A social security retirement contribu-
tion is payable on salaries at a rate of 6.42% for employers and
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2.58% for employees, with a ceiling of 20 legal wages for this
contribution (the monthly legal wage is RD$5,635).

Health Contribution. A health contribution is payable on salaries
at a rate of 6.67% for employers and 2.86% for employees, with
a ceiling of 10 legal wages.

Labor Risk Contribution. Employers must pay a labor risk securi-
ty contribution at an average rate of 1.2%, depending on the clas-
sification of the activity of the employee. This contribution con-
sists of a fixed 1% tax and a variable tax at a rate of up to 0.6%.
The social security law provides a ceiling of 10 legal wages for
this contribution, but, in practice, a ceiling of 6 legal wages is
applied.

Contribution to the Institute for the Development of Technical
Professionals. A contribution of 1% of payroll is payable by
employers to the Institute for the Development of Technical
Professionals (Instituto de Formacion Técnico Profesional, or
INFOTEP). Employees contribute an additional 0.5% on
allowances and profits granted.

D. Tax Filing and Payment Procedures

Employers are responsible for withholding income taxes and
social security contributions from the employees’ salaries on a
monthly basis.

Individuals must file an annual income tax return by 31 March.
Employees are not required to file an annual income tax return if
their only source of income is employment compensation.
Nonresidents are not required to file an annual income tax return
if their tax liability has been satisfied through withholding at
source.

E. Double Tax Relief and Tax Treaties

The Dominican Republic has entered into a double tax treaty
with Canada.

F. Work Permits and Visas

To work in the Dominican Republic, a foreigner must have a
valid employment contract with the local entity and enter the
country with a business visa. The business visa is valid for one
year and can be renewed annually for two additional years. It usu-
ally takes between three months and six months to obtain a busi-
ness visa.

G. Residence Permits

Foreigners normally apply for a resident or business visa to work
in the Dominican Republic. After all documents are filed with the
immigration authorities, the approximate time for obtaining a
business or resident visa is approximately three to six months.
Business or resident visas are valid for one year and are renew-
able for similar time periods.

Alternatively, employees of companies registered as foreign
investors with the Dominican Center for Exportation and
Importation (Centro de Exportacion e Importacion de la
Republica Dominicana) may apply for an investment visa, which
may be issued within a 45-day period.
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H. Family and Personal Considerations

Family Members. Spouses of foreigners that are granted work per-
mits do not automatically receive the same treatment as the orig-
inal permit holder and must apply for an independent visa or
work permit.

Children of expatriates must have student visas to attend schools
in the Dominican Republic.

Drivers’ Permits. Foreigners may drive legally in the Dominican
Republic using their home country drivers’ licenses for up to
three months. After the three-month period expires, resident for-
eigners must obtain a Dominican Republic driver’s license.

APPENDIX 1: TAXABILITY OF INCOME ITEMS

Not
Taxable* Taxable Comments
Compensation

Base salary X — —
Bonus X — —
Retained hypothetical tax X) — —
Cost-of-living allowance X — (a)
Housing allowance X — (a)
Employer-provided housing X — (a)
Hardship allowance X — (a)
Other allowance X — (a)
Premium allowance X — (a)
Home-leave allowance X — (a)
Moving expense

reimbursement X — (a)
Tax reimbursement X — —
Value of meals provided X — (a)
Value of lodging provided X — (a)
Pension from retirement X — (b)

Other Items

Foreign-source personal

ordinary income (interest

and dividends) X — —
Capital gains from sale

of personal residence in

home country — X —
Capital gains from sale

of stock in home

country X — —

*  The bracketed amount reduces taxable income.

(a) If the employer pays an allowance to a third party for the benefit of the
employee, it is subject to the payment of a supplementary contribution tax at
a rate of 25%. If the employer pays in cash an allowance directly to the
employee, the allowance is considered to be part of the regular salary and,
therefore, the company must withhold the corresponding income tax and
social contributions.

Payments derived from pension retirement plans are subject to tax if they
exceed five minimum salaries (a minimum salary is approximately US$175).

APPENDIX 2: SAMPLE INCOME TAX CALCULATION

The following is a sample annual tax computation for a married
resident individual who is employed and has two children.

(b

~
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RD$ RDS

Calculation of Taxable Income
Cash salary 5,200,000
Salary in kind:

Housing allowance 2,100,000

Car allowance 500,000

Home maintenance allowance 500,000

Other allowance 300,000
Total salary in kind 3,400,000
Taxable salary in kind 0 (a)
Taxable income for the employee 5,200,000
Calculation of Tax
Social security retirement

contribution (RD$1,352,400

at 2.58%) 34,892 (b)
Health contribution

(RD$676,200 at 2.86%) 19,339 (b)
Withholding tax on cash salary 1,190,898
Total of social security and

withholding tax 1,245,129
Net cash payment

(RD$5,200,000 — RD$1,245,129) 3,954,871

(a) Instead of the income tax, salary paid in kind is subject to fringe benefits tax
at a 25% rate, payable by the employer.

(b) The contribution is calculated on the maximum amount of salary subject to the
contribution. It is exempt from income tax.

ECUADOR

Country Code 593

QuITO GMT -5

E&Y Global Advisory Services
Andalucia y Cordero (esquina)
Edificio Cyede, 3rd Floor

P.0. Box 17-17-835

Quito

Ecuador

Executive and Immigration Contacts
Ivan Garcia (2) 255-5553
Fax: (2) 255-4044
E-mail: ivan.garcia@ec.ey.com
Carlos Cazar (4) 269-3100
(resident in Guayaquil) Fax: (4) 269-3651
E-mail: carlos.cazar@ec.ey.com

A. Income Tax

Who Is Liable. Ecuadorians and resident foreigners are subject to
tax on worldwide income. Nonresidents are subject to tax on
Ecuadorian-source income only, regardless of where it is paid.
Ecuadorians and foreigners who receive income for professional,
commercial or other services performed in Ecuador are subject to
income tax.
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Individuals are considered resident for tax purposes if they reside
in Ecuador for longer than a six-month period.

Income Subject to Tax. The taxation of various types of income is
described below. For a table outlining the taxability of income
items, see Appendix 1.

Employment Income. Taxable income includes income from ser-
vices rendered under a verbal or written contract of employment.
Income from social security, compensation for industrial acci-
dents and death, severance pay, pension and retirement plans, and
employee profit-sharing plans is tax-exempt.

In general, all employees receive the following annual bonuses:
* Christmas bonus, known as the thirteenth salary, which approx-
imately equals one-twelfth of their annual compensation; and
¢ Scholar bonus, known as the fourteenth salary, which equals

one Unified Basic Remuneration (US$170 for 2007).

Self-Employment and Business Income. Individuals are subject to
tax on income from business activities conducted within Ecuador
and on income arising from goods and assets located in Ecuador.

Business income includes the income of individuals who are sole
proprietors or active members of a partnership in a commercial,
industrial, mining or agricultural business in which they have in-
vested capital. Income is taxed at the rates set forth in Rates.

Investment Income. No tax is levied on dividends paid by
Ecuadorian companies to residents and nonresidents, including
dividends remitted abroad to foreign shareholders, if the compa-
ny has paid income tax on the underlying profits.

Royalties are treated as ordinary income. A 25% tax is withheld
from payments of royalties remitted abroad. Payments for ser-
vices and technical assistance payments remitted abroad are sub-
ject to a 25% withholding tax.

Interest paid to residents and nonresidents is added to the taxpay-
er’s taxable income and taxed at the rates set forth in Rates. How-
ever, interest paid to residents is subject to withholding tax at a
rate of 5%, which is credited against the taxpayer’s annual tax due.

Taxation of Employer-Provided Stock Options. The benefit derived
from stock options is exempt from tax.

Capital Gains. Capital gains derived from the occasional sale of
stock are tax-exempt.

Deductions

Deductible Expenses. Social security taxes are deductible if paid
by an employee.

Personal Deductions and Allowances. No allowances are avail-
able for spouses and dependants.

Business Deductions. The following business expenses are

deductible:

» Costs and expenses incurred in the production of business
income.

* Interest paid on business debts. The interest rate may not
exceed the rate fixed by the Central Bank of Ecuador.
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* Certain taxes levied on the business (not including income tax
or taxes that give rise to a tax credit).

* Insurance premiums paid to secure employees’ work risks and
the assets of the business.

* Losses as result of force majeure or criminal acts.

* Necessary travel expenses and lodging.

* Depreciation and amortization.

* Amortization of losses.

» Wages, salaries and compensation in general, fringe benefits,
15% profit-sharing, severance indemnities and other expenses
under the Labor Law.

* Provisions for uncollectible receivables.

* Income tax and social security for employees if assumed by the
employer.

* Provisions for retirement pension funds for employees with at
least a 10-year relationship with the employer.

» Expenses that are payable at the completion of an activity, that
are exclusively identified with the normal course of business
and that are properly endorsed in contracts or invoices or other
obligatory legal instruments.

Rates. For the 2007 income tax year (1 January to 31 December),
tax is levied on employment, self-employment and business in-
come at the following rates.

Taxable Income Tax on Lower Rate on
Exceeding Not Exceeding Amount Excess
us$ uss$ us$ %

0 7,850 0 0
7,850 15,700 0 5
15,700 31,400 392.50 10
31,400 47,100 1,962.50 15
47,100 62,800 4,317.50 20
62,800 — 7,457.50 25

Nonresidents residing in Ecuador for six months or less are sub-
ject to a flat 25% withholding tax, which is a final tax.

For a sample tax calculation, see Appendix 2.
Relief for Losses. Losses may not be carried forward.

B. Inheritance and Gift Taxes

Tax is assessed at a rate of 5% on inheritances and gifts that
exceed US$7,850. Nonresidents are subject to inheritance and gift
tax on assets located in Ecuador only.

C. Social Security

Coverage. The Social Security Institute of the government man-
ages the social security system, which covers health benefits,
pensions and certain social payments. All private, public and for-
eign employees are covered by social security legislation.

Contributions. An employer must pay approximately 11.15% of
payroll to cover health, retirement and unemployment plans; an
employee’s contribution is 9.35%. An employer must also con-
tribute 0.5% of payroll to the Institute of Professional Training
and another 0.5% to the educational credit program. No limits
apply to the amount of wages subject to these contributions.
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Expatriates working on a temporary basis in Ecuador must con-
tribute to the social security system if their stays in Ecuador
exceed six months. No obligation to contribute is imposed if the
stay is shorter than six months. Temporary residents may receive
social security benefits in Ecuador even if their stays do not
exceed six months, by asking the Ecuadorian employer to affili-
ate them with local social security from the first day of work.
Foreign residents who contribute to the system may not continue
to receive coverage from their home countries.

Totalization Agreements. Ecuador does not have social security
totalization agreements with any other countries.

D. Tax Filing and Payment Procedures

Tax on income from wages is withheld at source by employers.
Taxpayers are not required to file returns if 100% of their gross
income for the calendar income year consists of employment
income from one employer. Otherwise, in the following year, tax-
payers must file returns between 10 March and 28 March,
depending on the ninth digit of the individual’s taxpayer identifi-
cation number.

Married persons are taxed separately, not jointly, on all types of
income. However, they may file a joint return.

The fiscal year runs from 1 January to 31 December.

Late filers must pay a monthly penalty of 3%, up to 100% of the
tax due, plus monthly interest at a low rate.

E. Double Tax Relief and Tax Treaties

A credit is available for foreign taxes paid and is limited to the
amount of Ecuadorian tax payable on the underlying income.

Ecuador has entered into double tax treaties with Brazil, Canada,
Chile, France, Germany, Italy, Mexico, Romania, Spain and
Switzerland. Ecuador has also entered into a double tax treaty
with Bolivia, Colombia, Peru and Venezuela (the Andean Pact
countries), but this agreement has more limited application.

F. Temporary Visas

Applications for visas may be obtained from the Ecuadorian
embassy or consulate in the applicant’s country of origin. Both
immigrant and nonimmigrant visas are issued to foreign nationals.

G. Work Permits and Self-Employment

The Law for the Promotion of Investment and Citizen Participa-
tion, enacted 18 August 2000, eliminated many of the difficulties
involved in obtaining a work permit. In addition, the law extend-
ed the permitted terms of stay and introduced new types of visas
that make it easier for expatriates to work in Ecuador.

Foreign nationals intending to work in Ecuador must apply for
residence permits, and then for work permits. All foreign nation-
als must obtain work permits to work legally in Ecuador. Work
permits are valid for two years and are renewable an indefinite
number of times for a maximum of two years each time.

In granting work permits to foreign nationals, the Ecuadorian
government considers whether an applicant will be a burden to
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society, is fully skilled, has economic solvency and can con-
tribute with new technology and techniques, and whether his or
her employment will jeopardize Ecuadorian employees or work-
ers. In general, the percentage of foreign nationals working in an
Ecuadorian company may not exceed 20% of the total number of
employees.

A foreign national may start his or her own business in Ecuador.
However, a foreign national heading a foreign company, branch
or subsidiary must be a resident of Ecuador, whether an immi-
grant or nonimmigrant.

Work permits are issued to foreign nationals on arrival in
Ecuador. However, an applicant may not work in Ecuador while
his or her application and other papers are being processed.

Foreign nationals traveling temporarily in Ecuador with business
visas may apply for a change of status during their stays in Ecuador
without leaving the country. With prior authorization from the
Ministry of Labor and Human Resources, a foreign national may
change employers after he or she has received a permit.

H. Residence Permits

Permanent residence permits are valid for an indefinite period of
time. Holders of permanent residence permits may be required in
certain circumstances to obtain work permits to be employed in
Ecuador.

I. Family and Personal Considerations

Family Members. The family members of expatriates working in
Ecuador do not need separate permits to reside with the expatri-
ates in Ecuador. However, any family member intending to work
in Ecuador must apply independently from the working expatri-
ate for a separate work permit. The children of an expatriate do
not require student visas to attend schools in Ecuador.

Marital Property Regime. Ecuadorian law provides for a marital
property regime that applies to all couples legally married under
Ecuadorian law and to foreign couples living in Ecuador who
register their marital status with the Ecuadorian officials. Under
the regime, all types of property interests arising during the mar-
riage belong to the couple in common. Income earned on jointly
held property is divided equally between spouses. Property acquir-
ed before the marriage remains separate, unless it is contributed
to the marital community at the time of the marriage.

Drivers’ Permits. A foreign national may drive legally in Ecuador
using his or her home country driver’s license for a period of up
to two months. After that, an applicant must obtain an Ecuadorian
driver’s license from the Transit Authorities. A general examina-
tion is required.

APPENDIX 1: TAXABILITY OF INCOME ITEMS
Not
Taxable* Taxable Comments
Compensation
Base salary X — —
Bonus X — —
13th and 14th salaries X — (a)
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Not

Taxable* Taxable Comments
Annual reserve fund — X (b)
Employee contributions
to home country
benefit plan
Retained hypothetical tax
Cost-of-living allowance
Housing cost allowance
Education allowance
Hardship allowance
Foreign-service premium
Automobile or use of
automobile (personal)
Home-leave allowance
Storage cost
Moving expense
reimbursement — X —
Tax reimbursement (current
and/or prior, including
interest, if any)
Value of meals provided

Other Items

Foreign-source personal

ordinary income (interest

and dividends) — X —
Capital gain from sale

of personal residence in

home country — X —
Capital gain from sale

of stock in home

country — X —

| X R X R
|
| =

< <
\

(©

*  The bracketed amount reduces taxable income.

(a) See Section A.

(b) The reserve fund is an annual contribution made by an employer on behalf of
an employee. It is equal to a month’s salary and must be deposited in the Social
Security Institute.

(c) Housing allowances are normally taxable in Ecuador. In general, all income
included in remuneration is taxable. Ecuadorian law considers remuneration to
be everything the employee receives in money, services or goods.

(d) Compensation for education costs incurred for the employee’s children is tax-
able. However, reimbursements for education that is necessary for the employ-
ee to conduct his or her work are tax-free.

(e) The value of meals provided is normally taxable income. However, if the em-
ployer provides meals during business meetings and similar events, the value
of the meals is tax-free.

APPENDIX 2: SAMPLE INCOME TAX CALCULATION

The following is a sample tax calculation for an expatriate resid-
ing in Ecuador for the entire year who receives a base salary and
allowances totaling US$50,000.

us$
Calculation of Taxable Income
Annual income 50,000
Less 9.35% contribution
to social security (4.675)

Taxable income 45,325
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uss$

Calculation of Tax
Tax on US$31,400 1,963
Tax on US$13,925 at 15% 2,089

US$45.325 4,052
EGYPT

Country Code 20

CAIRO GMT +2
Ernst & Young Street Address:
Mail Address: Mobica Tower
P.0. Box 97 - Dokki 37, El Ahar
Giza, Cairo 6th and 7th Floors
Egypt Giza, Cairo

Egypt

Executive and Immigration Contacts
Hossam Nasr (2) 336-2000
Fax: (2) 760-0813
E-mail: hossam.nasr@eg.ey.com
Ahmed El Sayed (2) 336-2000
Fax: (2) 760-0813
E-mail: ahmed.el-sayed @eg.ey.com

A. Income Tax

Who Is Liable. Income tax is imposed on the following sources of

income:

* Worldwide income from employment or dependent services
paid by the Egyptian government or any Egyptian public orga-
nization, regardless of the employee’s residence, the place ser-
vices are rendered or the place of payment; and

 Egyptian-source income paid by Egyptian or foreign compa-
nies or by private sector enterprises to any employee resident in
Egypt or resident abroad, in return for services rendered in
Egypt (pension payments are excluded).

Under the law, persons are deemed to be residents of the country
where they have permanent homes. A person who resides in
Egypt for a period exceeding 183 days during a calendar year is
deemed to be resident in Egypt for tax purposes.

Nonresident individuals and expatriate experts (as defined) are
generally taxed on Egyptian-source income only.

Income Subject to Tax. Income tax is levied on the following

types of income:

* Employment income; and

* Business profits, noncommercial profits (self-employment in-
come) and income from immovable properties (including the
assessed rental values of agricultural lands and buildings).

Employment Income. Income is levied on salaries, wages, com-
pensation awards, overtime pay and all cash and in-kind fringe
benefits.
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The following rules apply to the taxation of employment income:

* Casual workers are also subject to tax.

* Tax is imposed on income generated from Egyptian sources,
regardless of whether the work is performed in or outside
Egypt. Tax is also imposed on income generated from foreign
sources for work performed in Egypt.

* Tax is imposed on all salaries, remunerations and bonuses paid
to managing directors, board members and managers of corpo-
rations for the performance of administrative duties.

In addition to other tax exemptions prescribed in special laws, the

following types of income are exempt from tax:

* Certain collective allowances in-kind for employees, which are
meals distributed to the workers, collective transportation of
workers or equivalent transportation costs, health care, tools
and uniforms necessary for performing work and housing pro-
vided by the employer to workers for performing their work.

» Workers’ share in the profits distributed according to the law.

* All compensation received by members of diplomatic and con-
sular corps, international organizations, and other foreign dip-
lomatic representatives in the context of their official work.
This exemption is conditioned on reciprocity of treatment and
is granted within the limits of such treatment.

Self-Employment and Business Income. Income tax is levied on
noncommercial profits derived by professionals or independent
persons practicing other noncommercial activities in Egypt if
work is the primary element of the activity (for example, lawyers,
accountants, artists and writers). This tax applies to any income
derived from professions or activities not otherwise subject to tax
in Egypt. Graduates and members of a professional association
about to practice for the first time enjoy certain exemptions.

Taxable noncommercial income consists of net noncommercial
profits from various operations after deduction of all related costs.
If no proper books are kept, gross revenue is estimated using
indicators and guidelines issued by the tax authorities.

Income tax is levied on the net profits of business income from all
activities carried on by commercial and industrial entities operat-
ing as sole traders, partnerships and limited partnerships in
Egypt, and on profits derived from certain other categories of
income as specified by law.

Nonresidents with commercial and industrial activities are taxed
only on income earned from an establishment in Egypt or from
operations carried on in Egypt.

Taxable commercial and industrial income consists of net com-
mercial and industrial profits derived within a calendar year from
all business transactions, including sales of assets (after deduc-
tion of all business charges, expenses and personal allowances).

Investment Income. Dividends and interest received by residents
from shares, bonds and debentures of companies that are offi-
cially listed on the Egyptian stock exchange are exempt from
income tax. See Capital Gains and Losses for the taxation of cap-
ital gains on these investments.

Dividends received by residents from foreign sources are not sub-
ject to tax.
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Certain interest is exempt from tax, including interest derived
from securities listed on the Egyptian stock exchange.

Commission payments unrelated to a resident taxpayer’s profes-
sion and royalties received by residents are taxed on gross income
as commercial and industrial profits (business income; see Self-
Employment and Business Income).

Payments by domestic corporations to foreign or nonresident per-

sons are subject to final withholding taxes in accordance with the

following rules:

* Dividends are not subject to withholding tax because the domes-
tic corporation’s profit has already been subject to corporate tax.

* Royalties are taxed on gross income at a rate of 20%. Several
tax treaties concluded between Egypt and other countries have
specific rates for taxes on royalties, varying from complete
exemption to a tax of up to 20% of gross royalties.

« Interest is subject to a 20% withholding tax with some specific
exemptions. Special rates are established by certain tax treaties.

Capital Gains and Losses. Capital gains derived from transfers of
real estate are not subject to tax unless the real estate is used in a
trade or business. However, a 2.5% tax is levied on the gross pro-
ceeds from the disposal of urban land and buildings, regardless of
whether used in a trade or business or whether gains are realized.

Tax on capital gains realized by business entities from the sale of
other capital assets, including machinery and vehicles, is calculat-
ed in the same manner and at the normal rates that apply to com-
mercial and industrial profits. Trading losses and capital losses on
the sale of these assets are deductible from taxable capital gains.

Capital gains on sales of personal property, including automo-
biles, jewelry and shares, owned by an individual are not taxed in
Egypt, unless used in a trade or business. Capital gains realized
on the sale of shares, bonds and debentures of companies that are
listed on the Egyptian stock exchange are not taxed.

Deductions. The following deductions may be claimed:

* An annual personal deduction of LE 4,000 for each individual;

* Social insurance and other contributions that may be deducted
in accordance with the measures in the social insurance law and
under alternative systems;

* Employees’ contributions to private insurance funds established
according to the provisions of the Private Insurance Funds Law,
as promulgated by Law No. 54 for 1975; and

* Premiums paid for life and health insurance for the benefit of
the individual or the individual’s spouse or minor children, and
insurance premiums paid with respect to pensions.

The total deduction for the last two items mentioned above may
not exceed 15% of the net income or LE 3,000, whichever is
higher.

For purposes of computing taxable commercial and industrial
income, all costs generally are deductible. In particular, the fol-
lowing specific deductions are allowed:

* Costs for rental of premises;

* Tax depreciation and accelerated depreciation for new machines;
« All taxes except taxes on business income;

« Social insurance contributions;
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* Contributions to pension and savings funds; and
¢ The deductions described in the first paragraph of this section.

Rates. The following progressive tax rates apply to employment
income.

Taxable Income Tax
Exceeding Not Exceeding Rate
LE LE %
0 5,000 0
5,000 20,000 10
20,000 40,000 15
40,000 — 20

Tax is imposed at the rate of 10% on amounts paid and benefits
provided to nonresidents performing activities in Egypt and on
amounts received by resident employees from entities other than
their original employers. No deductions or exemptions are allowed
with respect to the calculation of the 10% tax.

Income tax is imposed at a rate of 20% on commercial, industri-
al and noncommercial profits, as well as on income from immov-
able properties.

Relief for Losses. A taxpayer may offset losses against profits of
a business and may carry losses forward for a period up to five
years. Losses may not be carried back. Losses incurred in long-
term projects may be carried back within the same project.

B. Inheritance Tax
Egypt does not impose inheritance tax.

C. Social Security

Social insurance contributions are levied only on Egyptian
nationals with full-time employment. An employee pays 14% on
monthly base salary up to LE 700, and 11% on monthly amounts
exceeding this amount or on other payments, including overtime
or representation allowances, up to LE 500.

To provide relief from double social security taxes and to assure
benefit coverage, Egypt has concluded totalization agreements
with Cyprus, Greece and Sudan, which usually apply for an
unlimited period of time.

D. Tax Filing and Payment Procedures

The tax year in Egypt is the calendar year. Married persons are
taxed separately, not jointly, on all types of income.

Individuals engaged in business or professional activities must
notify the tax authorities within 30 days after beginning activities
and within 30 days after ceasing activities or relocating. They are
also required to obtain a tax identification card.

Individuals deriving noncommercial profits, regardless of the
amount, must submit annual tax returns and pay tax before 1
April for income derived in the preceding calendar year. The
returns must give details of profits or losses, and must be sup-
ported by the relevant books of account together with all neces-
sary documents. An individual may request to extend the date of
submitting his tax return if the request is submitted 15 or more
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days before the due date for the submission of the return and if,
on the date of submitting the request, the individual pays the esti-
mated tax stated in the tax return. If the extension request is sub-
mitted in accordance with the above requirements, the date for
submitting the tax return is extended for a period of 60 days.

Employees are not required to submit annual returns for their
employment income.

Companies must withhold monthly tax from the salaries of
employees and remit such amounts to the tax authorities. They
must submit a quarterly declaration to the relevant tax office in
January, April, July and October of each year. Companies must
submit an annual declaration to the relevant tax office in January
of each year. Free-zone projects must withhold the taxes due from
their employees and remit such amounts to the tax authorities.

Nonresidents with commercial and industrial activities operating
as partnerships must file annual tax returns within four months
after the end of the financial year or within 30 days after the ces-
sation of their activities.

Tax becomes due and is payable within 30 days after receipt of a
notice of final tax assessment from the tax authorities. If an indi-
vidual fails to pay the tax due before the due date, a delay penal-
ty applies until the date of payment. The delay penalty is imposed
at a rate of 2% plus the credit and discount rate set each January
by the Central Bank of Egypt.

E. Double Tax Relief and Tax Treaties

Egypt has entered into double tax treaties with the following
countries.

Albania Indonesia Romania

Algeria Iraq Russian Federation
Austria Italy Serbia

Bahrain Japan South Africa
Belarus Jordan Spain

Belgium Korea (South) Sudan

Bulgaria Kuwait Sweden

Canada Lebanon Switzerland

China Libya Syria

Cyprus Malaysia Tunisia

Czech Republic Malta Turkey

Denmark Morocco Ukraine

Finland Netherlands United Arab Emirates
France Norway United Kingdom
Germany Pakistan United States
Greece Palestine Yemen

Hungary Poland Yugoslavia

India

Because Egypt levies no withholding taxes on dividends, the
treaties provide reduced withholding tax rates only for interest
and royalties.

Treaty discussions have been initiated but treaties have not yet
been negotiated with Armenia, Bangladesh, Ireland, Mongolia,
Oman, Seychelles, Sri Lanka, Thailand, Uganda and Vietnam.
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Treaties have been negotiated but not yet ratified with Congo,
Korea (North), Macedonia and Singapore.

F. Temporary Visas

All foreign nationals are required to obtain valid entry visas to
enter Egypt, with certain exceptions for nationals of countries
that do not require visas for Egyptians.

Tourist Visas. Tourist visas are issued to foreign nationals visiting
Egypt for recreational purposes or to foreign nationals whose stay
in Egypt will not exceed three months. Most Europeans and North
Americans may obtain tourist visas at the port of entry. Tourist
visas may be renewed for similar durations.

Temporary Visas. Temporary visas are issued to foreign nationals
who enter Egypt for reasons other than recreational purposes and
whose stay exceeds three months, but does not exceed one year.

Certain foreigners, including foreign investors, may receive tem-
porary visas for a period of five years.

The following documents are required when applying for tempo-

rary visas:

* Passport or equivalent travel document;

* An application form; and

* Other documents at the discretion of the consul or the Depart-
ment of Immigration, depending on the type of visa requested.

G. Work Permits, Work Visas and Self-Employment

A foreign national may work in Egypt if he or she obtains a work
permit. Work visas are issued to foreign nationals after they obtain
work permits in Egypt. After a work permit is obtained, the foreign
national’s visa (whether tourist or temporary) is converted into a
work visa, with the same duration as the work permit.

A work permit is granted for one year if no Egyptian workers are
available to fill the position. The permit must be renewed annu-
ally, regardless of the number of years the foreign national has
spent in Egypt.

The process of obtaining a work permit is the same for any for-
eign national working in Egypt. An application must be filed
with the labor office in Egypt, supported by documents regarding
the entity for which the foreign national intends to work. A med-
ical certificate showing that the applicant is HIV-negative is also
required. No quota system for immigration exists in Egypt.

The Ministry of Manpower has the discretion to reject or accept
a work permit application. A permit is not granted to a foreign
national whose presence in Egypt is deemed to be harmful to the
public order or who does not fulfill the health conditions. In addi-
tion, the number of foreign nationals working in any entity may
not exceed 10% of the entity’s workforce. The possibility of fill-
ing the position with an Egyptian, and the number of Egyptians
employed by the entity in which a foreign national intends to
work, are the two major criteria considered when reviewing work
permit applications.

The approximate time period for obtaining a work permit after all
documents have been received from the expatriate is four to six
weeks. After an application is filed, the foreign applicant may
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start working in Egypt, pending the issuance or the rejection of
the work permit.

After the applicant receives a work permit, a new application must
be filed to change employers, by the new employer sponsoring
the foreign employee.

Foreign nationals may start businesses in Egypt. Foreign compa-
nies may set up subsidiaries or branches in Egypt that are headed
by foreign nationals. Ministerial Order No. 354 of 1996 explains
the registration procedure for foreigners practicing export activi-
ties in Egypt under Law No. 98 of 1996.

H. Residence Visas

Ordinary Visas. Ordinary visas are issued for a period of five
years to foreign nationals who are married to Egyptians or who
were born in Egypt or Palestine.

Special Visas. Special visas are issued to foreign nationals for
political reasons or to individuals who have provided beneficial
services to Egypt. The duration of this visa is 10 years, and it is
renewable for similar durations.

I. Family and Personal Considerations

Family Members. The working spouse of an expatriate does not
automatically receive the same type of work permit or visa as the
expatriate, but he or she does receive a residence permit with a
duration equal to that of the work permit holder. If the spouse
wishes to obtain a work permit or visa, he or she must do so inde-
pendently of the expatriate.

Drivers’ Permits. Foreign nationals may drive legally using their
home country drivers’ licenses only if they are visiting Egypt
temporarily and hold international driving licenses. After permis-
sion to work is granted, they must obtain local drivers’ licenses.

To obtain an Egyptian driver’s license, an individual must submit
a doctor’s certificate, take a verbal examination and perform a
fairly simple driving test.

Egypt does not have driver’s license reciprocity with other
countries.

EL SALVADOR

Country Code 503

Please direct all inquiries regarding El Salvador to the persons listed below
in the San José, Costa Rica office of Ernst & Young. All engagements are
coordinated by the San José, Costa Rica office.

SAN SALVADOR GMT -6

Ernst & Young

entro Financiero Gigante

Torre A, Nivel 10

63 Avenida Sur y Alameda Roosevelt
San Salvador

El Salvador
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Executive and Immigration Contacts
Lisa Maria Gattulli [506] 204-9053
(resident in San José, Costa Rica) Fax: [506] 204-7306
E-mail: lisa.gattulli@cr.ey.com
Rafael Sayagués [506] 204-9029
(resident in San José, Costa Rica) Fax: [506] 204-7306
E-mail: rafael.sayagues @cr.ey.com
Héctor Mancia 2248-7006
E-mail: hector.mancia@cr.ey.com

A. Income Tax

Who Is Liable. Resident and nonresident individuals, regardless of
their nationality, are taxed only on their El Salvador-source
income. Foreign-source income is not taxed.

Individuals are considered tax resident if they stay in El Salvador
for more than 200 consecutive days during a tax year. An indi-
vidual staying 200 consecutive days or less within a tax year is
considered a nonresident for tax purposes. Individuals that have
been deemed residents for more than one calendar year may
remain outside the country for up to 165 days without losing their
resident status. In addition, individuals whose principal place of
trade or business is in El Salvador are also considered residents.

Income Subject to Tax. The taxation of various types of income is
described below. For a table outlining the taxability of income
items, see Appendix 1.

Employment Income. Tax is imposed on salary, remuneration,
fees and other compensation received for services rendered or
used in El Salvador.

Self-Employment and Business Income. Income derived from
self-employment services rendered or used in El Salvador or
from a trade or business is subject to tax in El Salvador.

Investment Income. Individuals are not subject to tax on interest
income derived from savings and time deposits with banks and
financial institutions.

Resident and nonresident individuals are not subject to tax on
dividends received if the company distributing the dividends has
already paid the corresponding income tax at the corporate level.

Directors’ Fees. Directors’ fees paid to resident and nonresident
individuals are subject to withholding tax at a rate of 10% for res-
ident individuals and 20% for nonresident individuals.

Capital Gains. Capital gains are subject to a flat tax rate of 10%
unless the gain is derived in the course of the taxpayer’s ordinary
trade or business or unless the gain is derived within twelve
months following the date of acquisition of the corresponding
asset. In such cases, the gain is considered ordinary income that
is subject to the corporate income tax rate of 25%.

Deductions

Personal Deductions and Allowances. A deduction of US$1,371.43
is allowed for each employed individual with annual income that
does not exceed US$5,714.29. Individuals with income exceeding
US$5,714.29 may deduct up to US$571 for medical expenses
and up to US$571 for education expenses.
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Business Deductions. All costs and expenses that are necessary to

generate taxable income and protect its source are deductible if

the following conditions are satisfied:

* They are not excessive or unreasonable;

* They pertain to the same fiscal year as the taxable income;

¢ They are supported by the required corresponding documenta-
tion; and

* Applicable withholding taxes, if any, have been imposed.

Payments for services rendered by nondomiciled taxpayers to
domiciled taxpayers and services rendered by individuals to
domiciled entities are subject to withholding taxes that are
imposed in the month of payment. If by 31 December, the pay-
ment for services has not been made, the payer must remit the
corresponding tax that would have been withheld from the pay-
ments in order to deduct the payments when calculating its annu-
al taxable income.

Rates. Employment and self-employment income is taxable at the
following rates.

Annual Taxable Income Tax on Lower Rate on
Exceeding Not Exceeding Amount Excess
Uss$ Us$ uss$ %

0 2,514.30 0 0
2,514.30 9,142.86 57.14 10
9,142.87 22,857.14 720 20

22,857.15 — 3,462.86 30%

* The effective tax rate may not exceed 25% of taxable income.

Withholding tax is imposed on nonresidents at a rate of 20% on
salaries, other remuneration, pensions, commissions, director fees
and other similar items of compensation that are classified as
El Salvador-source income.

For a sample tax calculation, see Appendix 2.

Relief for Losses. Losses may not be carried forward or back.
However, capital losses derived from the sale of movable or
immovable assets may be offset against future capital gains for up
to five years, provided such losses have been reported to the tax
authorities.

B. Estate and Gift Taxes

El Salvador does not impose separate estate or gift taxes.
However, estates may be taxed as ordinary taxpayers if they derive
income before the assets are distributed to the beneficiaries.

C. Social Security

Social security contributions are levied monthly on salaries at a
rate of 8.5% for employers and 3% for employees, with a month-
ly salary ceiling of US$685.71. Death and pension funds are cov-
ered by private institutions (AFPs), which are funded through
monthly contributions levied on salaries at a monthly rate of
6.75% for employers and 6.25% for employees, with a monthly
salary ceiling of US$5,274.52.
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D. Tax Filing and Payment Procedures

The normal tax year is the calendar year. Returns must be filed
and any tax liabilities due must be paid within the first four
months of the following tax year. Extensions are not available.

Employers are responsible for withholding income tax and social
security contributions from the employee’s salary on a monthly
basis. Employees are required to file annual income tax returns,
which report their employment compensation and corresponding
taxes withheld. However, employees are not required to file
annual income tax returns if their annual earnings are less than
US$5,714.29. In principle, nonresidents are required to file tax
returns even though they are subject to withholding at source.

E. Double Tax Treaties
El Salvador has not entered into a tax treaty with any other country.

F. Work Permits

Foreigners must apply for a work permit to work in EI Salvador.
The approximate time for obtaining a work permit after all
documents are filed with the immigration authorities is up to two
months. However, after the required documents are filed with the
immigration authorities, a receipt may be obtained and used as a
temporary permit until final approval is received. Work permits are
valid for one year and are renewable for similar periods of time.

G. Residence Permits

Immigration and visa requirements generally are amended fre-
quently in El Salvador. Consequently, foreigners wishing to come
to El Salvador are urged to seek professional legal advice before
entering the country.

Foreigners may apply for local residency with the General
Direction of Immigration and Foreigner Issues (Direccion
General de Migracion y Extranjeria) if certain requirements are
met. Residency is granted for a renewable one-year period.

H. Family and Personal Considerations

Family Members. Spouses of foreigners that are granted work per-
mits in El Salvador do not automatically receive the same treat-
ment as the original permit holder and must apply for their own
visa or work permit.

Children of expatriates must have student visas to attend schools
in El Salvador.

Drivers’ Permits. Foreigners may drive legally in El Salvador
using their home country driver’s license for no more than 90
days. After the 90 days have elapsed, drivers’ permits can be
acquired from a private entity authorized by the government to
issue the permits.

APPENDIX 1: TAXABILITY OF INCOME ITEMS

Not
Taxable* Taxable Comments

Compensation
Base salary X — —
Bonus X — —

Retained hypothetical tax X) — —
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Not
Taxable* Taxable Comments

Cost-of-living allowance X — (a)
Housing allowance X — —
Employer-provided housing X — —
Educational allowance X — —
Hardship allowance X — —
Other allowance X — —
Premium allowance X — —
Home-leave allowance X — (a)
Moving expense

reimbursement X — (a)
Tax reimbursement X — —
Value of meals provided X — (b)
Value of lodging provided X — (b)
Pension from retirement — X (c)
Other Items
Foreign-source personal

ordinary income

Dividends — X (d)

Interest — X (e)

Capital gain from sale

of personal residence in

home country — X 6)
Capital gain from sale

of stock in home

country — X (g)

*  The bracketed amount reduces taxable income.

(a) The allowance or reimbursement is taxable if it is granted for services ren-
dered or used in El Salvador.

(b) Meals and lodging received by an employee are considered nontaxable if the
employee needs the meals and lodging to perform his or her regular activities
and would otherwise be unable to obtain meals or lodging on his or her own
(this applies to activities performed in remote locations).

(c) Pensions managed by the El Salvador Administrator of Pension Plans are
exempt to the extent that they are accumulated through the pension system.
However, excess amounts can be considered taxable by tax authorities.

(d) Dividends received are not taxable if the distributing company has paid the
corporate income tax corresponding to the amount of the dividends.

(e) Interest received by individuals on deposits in banks or financial institutions
is not taxable.

(f) The sale of real estate outside El Salvador is not taxable.

(g) Capital gains derived by an individual from sales of stock abroad are not tax-
able in El Salvador.

APPENDIX 2: SAMPLE TAX CALCULATION

The following is a sample 2006 tax calculation for an expatriate
who is resident in El Salvador and is married with one child. The
expatriate works in El Salvador for an entity domiciled in El
Salvador.

us$ us$
Calculation of Taxable Income
Gross employment income 114,285
Personal deductions:
Medical, dental, and
hospitalization (571)
Education of children (571)
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us$ us$

Charitable contributions to

entities previously qualified by

the tax authorities (3.428)
Total personal deductions (4,570)
Social security and
pension contributions:

Tllness, accident, occupational

disease and disability*

(US$685 x 12 x 3%) (246)

Old age and retirement benefits

(US$5,274.52 x 12 x 6.25%) (3.956)
Total employee contributions (4.202)
Taxable income 105,513

Calculation of Tax
US$105,513 at 25% 26,378

* For the purposes of calculating this contribution, monthly salary is limited to
US$685.

EQUATORIAL GUINEA

Country Code 240
MALABO GMT+1
FFA Ernst & Young

Calle Nigeria 24
Apdo (P.0. Box) 52
Malabo
Equatorial Guinea

Executive and Immigration Contacts

Eric Tasi Ndjodo 09-67-19
Fax: 09-16-86
E-mail: eric.tasi.ndjodo@ga.ey.com
Nicolas Chevrinais [241] 74-21-68
(resident in Libreville, Gabon) Fax: [241] 72-64-94
E-mail: nicolas.chevrinais
@ga.ey.com
Gaetan Mboza [241] 74-21-68
(resident in Libreville, Gabon) Fax: [241] 72-64-94

E-mail: gaetan.mboza@ga.ey.com

ESTONIA

Country Code 372

TALLINN GMT +2

Ernst & Young Baltic AS
Révala 4

10143 Tallinn

Estonia

Executive and Immigration Contacts
Hanno Lindpere (6) 114-665
E-mail: hanno.lindpere @ee.ey.com
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Tonis Jakob (6) 114-669
E-mail: tonis.jakob@ee.ey.com
Hedi Wahtramae (6) 114-570

E-mail: hedi.wahtramae@ee.ey.com

A. Income Tax

Who Is Liable. Residents of Estonia are subject to tax on their
worldwide income. Nonresidents are taxable on income from
Estonian sources at the same rates applicable to residents.
Nonresidents, except for residents of European Union (EU)
member states who derive at least 75% of their taxable income
from Estonia and submit an income tax return in Estonia, may
not claim the deductions and allowances available to residents.

For tax purposes, individuals are considered to be resident if they
have a permanent place of residence in Estonia or if they remain
in Estonia for at least183 days during a period of 12 consecutive
calendar months.

Income Subject to Tax. Income for tax purposes is income derived
from all sources, including salaries, wages, pensions, scholarships,
grants, lottery prizes, alimony and maintenance support, direc-
tors’ fees, insurance indemnities, payments from a pension fund
(supplementary and voluntary pension), rent payments, royalties,
interest accrued from loans, securities, leases or other debt oblig-
ations, and other payments made for services rendered (under
contracts governed by the Law of Obligations, which stipulates
the terms of all civil law agreements).

Individuals acting independently in their own name and at their
own risk are subject to income tax on income derived from self-
employment or entrepreneurial activities.

Education allowances provided by employers to their local or
expatriate employees’ children under 18 years of age are taxable
for income tax and social tax purposes.

Items Excluded from Taxable Income. In general, fringe benefits,
including a company car, housing, lunch vouchers and similar
items, are not treated as taxable income of the recipient. Instead,
the company pays the income tax on fringe benefits. However,
foreign employees working in Estonia who are paid solely by a
foreign company must pay income tax on fringe benefits received
from the foreign company.

The following items are excluded from the taxable income of

residents:

* Inheritances received (accepted succession);

* Gifts received from other individuals, state or local government
authorities, resident legal persons or nonresidents through or on
account of their permanent establishment registered in Estonia;

« Insurance payments received under insurance contracts;

* Indemnification paid to an employee for employment acci-
dents, at prescribed rates;

» Dividends received from resident companies;

* Dividends received from nonresident companies, if income tax
was paid on the share of profits out of which the dividends were
paid or if income tax on the dividends was withheld in a foreign
country;
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* Income from the exchange of a holding (for example, shares) in
the course of a merger, division or transformation of companies
or nonprofit associations;
Income from the increase or acquisition of a holding in a com-
pany through a nonmonetary contribution;
Income from the exchange of units of an investment fund from
an EU member state;
Interest received from EU resident credit institutions and branch-
es of nonresident credit institutions entered in the Estonian com-
mercial register;
Income from transfers of movable property used for personal
purposes;
Gains from transfers of real estate, structures or apartments
treated as movables (property not yet entered in the register of
real estate is treated as a movable) or as contributions to hous-
ing associations, if the asset is privatized under government
order, is received as restitution for the unlawful alienation of
property or is used as the taxpayer’s primary or permanent place
of residence;

Gains from transfers of summer cottages or garden houses owned

by residents taxpayer for more than two years;

Employment income and service fees for working in a foreign

state if the individual has stayed in the foreign state for the pur-

pose of employment for at least 183 days during a period of 12

consecutive calendar months and if the relevant income has

been included in the taxable income of the person in the foreign
state and this is certified, with the amount of income tax indi-
cated on the certificate (even if the amount is zero);

Per diem allowances and accommodation costs of business trips,

and compensation for business use of a private car, in accor-

dance with the prescribed rates;

Childbirth allowances paid by an employer to an employee or

public servant, in an amount not exceeding 5/12 of the basic

exemption (EEK 24,000 in 2007) granted to a resident individ-

ual during a tax year (see Section D);

* In-service training and retraining of employees paid for by the
employer on termination of the employment or service rela-
tionship as a result of redundancy;

» Payments by an employer for the treatment of damage caused
to the health of an employee or public servant as a result of an
accident at work or an occupational disease;

» Payments made to diplomats on the basis of the Defense Forces
Service Act;

* Benefits paid to victims of crime under the law;

* Lottery winnings received from a lottery organized on the basis of
an operating permit and gambling winnings received from a per-
son holding an activity license for the organization of gambling;

« State pensions and scholarships and other scholarships; and

* Property returned as restitution in the course of ownership
reform.

Self-Employment Income. All income attributable to self-employ-
ment or entrepreneurship is subject to income tax. General part-
nerships are taxed as entities.

Investment Income. Dividends received by residents from resi-
dent companies are exempt from tax. Residents are taxed on all
dividends and other profit distributions received from foreign
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companies unless income tax was paid on the profit out of which
the dividends were paid or unless income tax on the dividends
was withheld in a foreign country.

A 22% withholding tax is applied to dividends paid to nonresi-
dent companies who own less than 15% of the share capital of the
payer. Dividends paid to individuals and nonresident sharehold-
ers (except companies located in a low-tax territory) who own
15% or more of the share capital of the payer are not subject to
withholding tax.

Effective from 1 January 2007, dividends and profit distributions
paid by resident companies are subject to income tax at a rate of
22/78 on the level of distributing companies. This tax is not a
withholding tax and is paid by the company in addition to the
amount of dividends distributed.

Interest received by resident individuals from resident credit insti-
tutions, EU resident credit institutions and branches of nonresident
credit institutions entered in the Estonian commercial register is
exempt from tax.

Rental payments and royalties received by resident individuals
are subject to withholding tax at a rate of 22%.

Nonresidents. Nonresident individuals are taxed on the following

types of income derived from Estonian sources:

* Income from the alienation or lease of assets located in Estonia;

« Interest received from Estonia, residents of Estonia and nonres-
idents with a permanent establishment registered in Estonia, to
the extent that the interest received significantly exceeds the
amount of interest payable on similar debt obligation under the
market conditions;

* Royalties and income from sales or licenses of patents, copy-
rights, trademarks, software, know-how and other information
in Estonia;

* Liquidation distributions and payments related to a company’s
reduction of its stock capital, to the extent the amount received
exceeds the acquisition cost of the shares; and

* Salary, wages and other employment income for work per-
formed in Estonia.

Nonresidents are exempt from tax on the following types of

income:

* Inheritances received (accepted succession);

* Income from the transfer of movable property used for personal
purposes;

* Interest received by nonresident individuals from resident cred-
it institutions or branches of nonresident credit institutions
entered in the Estonian commercial register; and

* Per diem allowances and accommodation costs with respect to
business trips, and compensation for business use of a private
car, in accordance with the prescribed rates.

Taxation of Employer-Provided Stock Options. Shares received
under stock option plans are normally taxed at the time the shares
are sold.

Capital Gains. Capital gains derived by resident individuals with
respect to the following sources are not subject to income tax:
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* Sales of movable property for personal use; and

* Real estate, a dwelling house or an apartment, if the asset is
inherited and used as a permanent home, privatized or received
as restitution.

Capital gains derived from the sale of business property or secu-
rities are taxable at a rate of 22%.

Nonresident individuals are taxed on gains derived from the sale
of property located in Estonia, excluding securities issued by com-
panies registered in Estonia. However, this exclusion does not
apply if the transferred holding is a holding in a company, con-
tractual investment fund or other pool of assets and if both of the
following circumstances exist:

* At the time of the transfer or during the two-year period before
the transfer, more than 50% of the property of the company,
fund or pool of assets was directly or indirectly made up of
immovables or structures as movables located in Estonia; and

* At the time of transfer, the nonresident had a holding of at least
10% in the company, fund or pool of assets.

Deductions

Deductible Expenses. Estonian residents, as well as residents of
other EU member states who derive at least 75% of their taxable
income from Estonia and file an income tax return in Estonia,
may claim deductions for the following items:

» Alimony and maintenance support payments that are required
to be paid.

¢ Trade union admission and membership fees up to 2% of tax-
able income and gifts to registered nonprofit organizations and
listed agencies of the state or local governments. The deduction
of such admission and membership fees and gifts is limited to
5% of taxable income for the tax year of the payments.

* Payments to pension funds.

* Unemployment insurance premiums, acquisition of pension
fund units and contributions to mandatory funded pensions.

* Training expenses, which include interest on student loans and
costs of educating the individual and, his or her dependants who
are under 26 years old, as well as permanent residents of Estonia
who are under 26 years old in certified educational institutions.

* Interest paid to EU credit institutions on housing loans for the
purpose of acquiring an apartment or dwelling house.

The total amount of deductions for a tax year is limited to EEK
50,000 or 50% of the individual’s income after business deductions.

Business Deductions. Only documented expenses directly related
to entrepreneurial or self-employment activities, including ex-
penses for work-related advanced training and retraining of em-
ployees, and losses incurred from the disposal of assets (except
for losses incurred on the sale of securities), are deductible. If
certain expenses are only partly related to the entrepreneurial or
self-employment activities, only the part directly related to those
activities is deductible.

Expenses for entertainment and recreation and other expenses not
directly related to the entrepreneurial or self-employment activi-
ties may be deducted from income, up to a maximum amount of
2% of adjusted income. Adjusted income is financial income after
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adjustments for nontaxable income and expenses that are not
deductible for tax purposes.

Rates. The standard income tax rate is 22%, effective from 1 Janu-
ary 2007. The basic annual exemption for resident individuals is
EEK 24,000.

Withholding tax rates are presented in the following table.

Type of Payment Rate (%)
Dividends

Nonresident companies owning

less than 15% of the payer’s share capital 22

Other recipients 0
Interest

Paid by EU resident credit institutions
and branches of non-resident
credit institutions entered in

the Estonian Commercial Register 0

Paid by others 22
Wages, salaries and alimony 22
Payments for services rendered in Estonia

By nonresidents from a low tax rate territory 22

By nonresidents 15
Royalties

Paid to residents 22

Paid to nonresidents 15
Rent 22
Payments made to nonresident
athletes and artists 15

Supplementary and voluntarily funded pension payments 10

Credits. Residents may claim a credit for foreign tax paid, up to the
amount of Estonian tax attributable to the foreign-source income.
The rules regarding the calculation of the credit are summarized
below.

Income tax is calculated separately for income derived in Estonia
and for income derived in each foreign country. The individual
must pay in Estonia the difference between the foreign income tax
and Estonian income tax if the income tax calculated on income
derived from abroad exceeds the amount of income tax paid in the
foreign country. The overpaid amount of income tax abroad is not
refunded in Estonia.

If the income tax on income derived in a foreign country is paid
during a tax year other than the tax year in which the income is
derived, the foreign income tax is taken into account in Estonia
during the tax year in which the income taxable in a foreign coun-
try is received.

Income tax withheld on interest payments in accordance with the
procedure contained in Article 11 of Directive 2003/48/EC of the
EU Council (on interest payments) received by a resident indi-
vidual from a resident of Austria, Belgium or Luxembourg may
be credited against the income tax payable in Estonia on the
income for the same tax year. The portion of the income tax that
is not credited is refunded based on the individual’s income tax
return.
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Relief for Losses. Losses from entrepreneurship, except losses
incurred on the sale of securities and receivables, may be offset
against income derived from other sources. Losses may generally
be carried forward for seven years. However, losses incurred on
the sale of securities may be carried forward indefinitely.

B. Inheritance and Gift Tax

Inheritance and gift taxes are generally not levied in Estonia.
However, gifts received from nonresident entities are taxed at a
rate of 22%.

C. Social Security

Contributions. Social tax is levied on employers at a rate of 33%;
employees are not liable for social tax. No ceiling applies to the
amount of salary subject to social tax. In addition, an unemploy-
ment insurance charge is imposed on gross salary. Effective from
1 January 2006, the rates are 0.3% for employers and 0.6% for
employees. This charge is withheld by employers.

Self-employed persons must pay social tax at a rate of 33% on
their net business income, subject to a maximum amount of
annual income equal to 15 times the sum of the minimum month-
ly wages for the tax year (EEK 648,000 for 2007). Self-employed
persons must make quarterly advance payments of social tax to
the Tax and Customs Board by the fifteenth day of the third
month of each quarter. Each payment must be at least EEK 1,980
(EEK 7,920 for the calendar year).

Totalization Agreements. Estonian social security legislation fol-
lows the rules provided in European Council Regulation No.
1408/71. Estonia has also entered into totalization agreements on
social security with Canada and Ukraine.

D. Tax Filing and Payment Procedures
The tax year in Estonia is the calendar year.

An individual must file an income tax return if his or her annual
income exceeds EEK 24,000 (for 2007). Individual income tax
returns must be filed by 31 March of the year following the tax
year. Individuals must pay income tax due by 1 July of the year
following the tax year. Resident individuals who declare business
income or gains from the transfer of property are required to pay
any additional amount of tax by 1 October of the year following
the tax year. Spouses may file a joint income tax return. If they
do so, they are taxed jointly.

Employers must withhold the appropriate amount of income tax
from employees’ salaries. Tax liability is determined by deduct-
ing taxes withheld, and creditable amounts of foreign taxes paid,
from the computed amount of income tax.

E. Double Tax Relief and Tax Treaties

Most of Estonia’s double tax treaties follow the Organization for
Economic Cooperation and Development (OECD) model con-
vention. The income tax law provides relief for foreign taxes
paid, up to the amount of Estonian tax imposed on the foreign-
source income (see Section A).

Estonia has entered into double tax treaties with the following
countries.
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Armenia Hungary Poland

Austria Iceland Portugal
Belarus Ireland Romania
Belgium Italy Slovak Republic
Canada Kazakhstan Slovenia

China Latvia Spain

Croatia Lithuania Sweden

Czech Republic Luxembourg Switzerland
Denmark Malta Turkey

Finland Moldova United Kingdom
France Netherlands United States
Germany Norway Ukraine

F. Temporary Visas

Exceptions to the Visa Requirement. In general, a foreign nation-
al must have a visa to enter Estonia or stay in Estonia. However,
visas are not required for the following individuals:

* Citizens of EU and European Economic Area (EEA) member
states, which are Austria, Belgium, Bulgaria, Cyprus, the Czech
Republic, Denmark, Finland, France, Germany, Greece, Hungary,
Iceland, Ireland, Italy, Latvia, Liechtenstein, Lithuania, Luxem-
bourg, Malta, the Netherlands, Norway, Poland, Portugal,
Romania, the Slovak Republic, Slovenia, Spain, Sweden and
the United Kingdom, and citizens of Switzerland. A citizen of
the EU, EEA or Switzerland may stay in Estonia on the basis of
a valid travel document or identity document and is required to
register his or her abode within three months after his or her date
of entry in Estonia. If a citizen of the EU, EEA or Switzerland
registers his or her abode, he or she acquires a temporary right
of residence in Estonia for five years. At the end of the five
years, the term of temporary right of residence is extended for
another five years if the residence of the citizen of the EU con-
tinues to be registered in Estonia and if the right of residence of
the citizen of the European Union has not been extinguished or
terminated.

Citizens of Andorra, Argentina, Australia, Bolivia (effective from
1 April 2007, a visa is required), Brazil, Brunei Darussalam,
Canada, Chile, Costa Rica, Croatia, El Salvador, Guatemala,
Hong Kong, Honduras, Israel, Japan, Korea (South), Macau,
Malaysia, Mexico, Monaco, New Zealand, Nicaragua, Panama,
Paraguay, San Marino, Singapore, the United States, Uruguay,
Venezuela and Vatican City. In addition, holders of a South
African passport can enter Estonia if they hold a visa for Latvia
or Lithuania. In general, the individuals listed above may stay in
Estonia for up to 90 days during a 6-month period.

Citizens of Bosnia-Herzegovina, Georgia, Moldova and Monten-
egro with diplomatic passports may stay in Estonia without a visa
for up to 90 days during a 6-month period. Citizens of Turkey and
Ukraine with diplomatic passports may stay in Estonia without a
visa for up to 30 days during a 6-month period. Holders of diplo-
matic and service passports of Macedonia may stay in Estonia
without a visa for up to 90 days during a 6-month period.

Types of Visas. Foreign nationals may enter Estonia with the fol-
lowing types of visas:

* Airport transit (Type A);

e Transit (Type B);
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* Short-term (Type C); and
* Long-term (Type D).

An airport transit visa is issued for entry into the international
transit zone at an Estonian airport and for the stay in such zone
until the departure to the next transit country or arrival country,
where the person has a legal right to enter. The visa does not grant
a foreign citizen the right to enter Estonia or stay in Estonia.

A transit visa is issued for a single- or dual-entry transit journey
through Estonia to the next transit country or arrival country,
where the person has a legal right to enter. A transit visa may also
be granted for multiple journeys if necessary for the completion
of professional or employment duties. A transit visa may be
issued with a duration of up to three months. However, a transit
journey through Estonia may not exceed five days.

A short-term visa may be issued for a single entry into Estonia
without interruption or for multiple entries. However, the total
duration of the multiple entries may not exceed three months cal-
culated as of the first date of entry into the country. If a person
holds a multiple-entry, short-term visa with a duration of one
year, he or she may stay under such visa in Estonia twice for 90
calendar days.

A single-entry, short-term visa for up to five days may be issued
for entry into Estonia for the purpose of using a tourism service
or entertainment service if the individual’s economic situation
enables him or her to meet the obligations stipulated by law
(accommodation and transport costs). If these conditions are sat-
isfied, an invitation to Estonia is not required. To visit an
acquaintance or relative living in Estonia or to come to Estonia
for business or other purposes, another type of visa is required.

Long-term visas are issued for single or multiple-entries into
Estonia (for example, accredited journalists representing foreign
mass media, Estonian Honorary Consuls and individuals who
have registered their short-term employment before applying for
the visa, as well as their family members (spouse, minors and
dependent adult children). The duration of a long-term visa may
not exceed six months.

A foreign national may not work in Estonia on the basis of a visa.

G. Work Permits and Self-Employment

To work in Estonia a foreign national must have a residence per-
mit for work. For details, see Section H. A citizen of the EU has
the right to stay in Estonia on the basis of a valid travel document
or identity document and is required to register his or her resi-
dence within three months after the date of entry in Estonia (see
Section F).

A private entrepreneur must apply for a residence permit for
business. For details, see Section H.

H. Residence Permits

Citizens of the EU, EEA or Switzerland have the right to stay in
Estonia on the basis of a valid travel document or identity docu-
ment (see Section F). As a result, these individuals are not sub-
ject to the rules regarding resident permits discussed below.
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Residence Permit for Work. The following documents must be sub-
mitted when applying for a temporary residence permit for work
in Estonia:

* A standard application form;

* An additional form entitled “Application for residence permit
or extension of residence permit;”

* An additional form entitled “Data concerning close relatives,
spouse, family members and dependants;”

* Employer’s confirmation that it will employ the foreign nation-
al and that the employment of the foreign national has the con-
sent of the Labour Market Board (additional form);

* Applicants’ written explanation as to why he or she wants to
work in Estonia;

« Standard CV;

¢ Identity document of the applicant;

* Colored photograph sized 40 x 50 mm; and

* A document evidencing the payment of a fee.

In addition to the above mentioned documents, a sole proprietor
must submit a written explanation about his or her work in Estonia.

A decision as to whether or not to issue a temporary residence
permit must be reached within six months after the date on which
the processing of the application begins if the immigration quota
applies to the applicant. Otherwise, the decision must be reached
within three months after the date on which the processing of the
application begins.

A residence permit for employment is issued for a period of
employment in Estonia that is guaranteed by an employer. The
period of validity of this permit is up to two years, and it can be
extended for up to five years at a time.

Legal Income Residence Permit. A temporary legal income resi-
dence permit may be issued to a person whose income ensures
his or her subsistence and whose legal income corresponds to the
amounts established by the government of Estonia, unless the
Aliens Act precludes the issuance of the residence permit. This
type of residence permit is valid for up to two years, and may be
extended for two additional years.

Residence Permit for Settling with a Spouse. A temporary resi-
dence permit may be issued to a foreign national to settle with his
or her spouse who resides in Estonia permanently and who satis-
fies any of the following conditions:

* He or she is an Estonian citizen;

* He or she is an alien who has resided in Estonia for at least five
years on the basis of a permanent residence permit;

* He or she is settling with a spouse who is an alien and who has
been granted a residence permit for employment in Estonia
under the Aliens Act; or

* He or she is settling with a spouse who is an alien and who has
been granted a residence permit for business or for doctorial
studies in Estonia.

Residence Permit for Settling with a Close Relative. A temporary
residence permit may be issued to certain foreign citizens to set-
tle with a close relative who is an Estonian citizen or to settle
with a close relative who is an alien who has resided in Estonia
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for at least five years on the basis of a permanent residence per-

mit. This permit may be issued to the following individuals:

* A minor child in order to settle with his or her parent;

* An adult child in order to settle with a parent if the child is unable
to cope independently as a result health reasons or a disability;

* A parent or grandparent in order to settle with his or her adult
child or grandchild who legally resides in Estonia if the parent
or grandparent needs care that he or she cannot receive in his or
her home country in another country and if the permanent legal
income of his or her child or grandchild ensures that the parent
or grandparent will be maintained in Estonia; and

* A person under guardianship in order to settle with the guardian
if the permanent legal income of the guardian ensures that the
ward will be maintained in Estonia.

Residence Permit for Study. A temporary residence permit for
study may be issued to a foreign national for any of the following
purposes:

* Study in a primary school, basic school, gymnasium, vocational
educational institution, institution of applied higher education or
university;

* Participation in pre-degree foundation courses offered by the
institutions listed in the preceding bullet;

* Carrying out scientific work or research in a university or an
institution of applied higher education; or

* Participation in field training administered by an international
students’ organization.

A residence permit for study may be issued for a period of up to
one year but no longer than the estimated duration of the studies.
If a foreign national continues his or her studies in the same edu-
cational institution, his or her residence permit may be extended
by one year at a time but for no longer than a total period of six
years.

Foreign nationals who are issued residence permits for study are
exempt from the immigration quota.

To qualify for a residence permit for study, the foreign national
must have permanent legal income for subsistence in Estonia.

Residence Permit for Business. A temporary residence permit for
undertaking business in Estonia may be issued to a foreign nation-
al who owns shares in a company or acts as a sole proprietor if all
of the following conditions are satisfied:

 The company or the sole proprietor is registered in the Estonian
Commercial Register;

* The business is necessary for the national interest of develop-
ing the Estonian economy and the settlement of the foreign
national is important for the business; and

* The foreign national has invested EEK 1 million (€63,912) or
more in an Estonian company controlled by him or her or the
foreign national has invested EEK 250,000 (€15,978) or more
in a sole proprietorship.

The fields and, if necessary, the location for the activities, is stat-
ed in the residence permit for business.

The residence permit for business may be granted for a period of
up to five years. If a foreign national has been granted a residence
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permit for business, he or she cannot work in Estonia under the
subordination of any other person.

Permanent Residence Permit. A permanent residence permit is
issued to a foreign national who has lived in Estonia under a tem-
porary residence permit for at least three of the last five years,
and who currently has a valid temporary residence permit, place
of residence and sufficient income for subsistence in Estonia. A
permanent residence permit may not be issued to a foreign
national who received a residence permit for study or work in
Estonia.

An application for a permanent residence permit must be filed no
later than two months before the expiration of the temporary res-
idence permit. The Citizenship and Migration Board must make
a decision on whether to issue a permanent residence permit
within three months from the date it begins to process the appli-
cation, but not later than 10 days before the expiration date of the
temporary residence permit.

A foreign national with a permanent residence permit does not
need a work permit to work in Estonia.

1. Family and Personal Considerations

Family Members. An Estonian citizen residing in Estonia or a for-
eign national permanently residing in Estonia may call their spouse
to live with them in Estonia, if the spouses share close economic
ties, they have a close psychological relationship, the family is sta-
ble and the marriage is not fictitious.

A family member of a citizen of an EU or EEA member state or
Switzerland may stay in Estonia together with such citizen on the
basis of a valid travel document for a period of up to three months
after the date of entry in Estonia. Within three months after the
date of entry in Estonia, a family member staying in Estonia on
the basis of a valid travel document must apply for a temporary
right of residence. Otherwise, he or she must leave Estonia before
the end of the three-month period.

Marital Property Regime. Under Estonian family law, property
acquired during a marriage is the joint property of the spouses.
Proprietary rights of spouses may be specified in a marital
property contract. A marital property contract may be entered
into before or during a marriage.

Forced Heirship. Regardless of the terms of a deceased relative’s
will, disabled ascendants, descendants and spouses are entitled to
receive a compulsory portion of the estate, which equals one-half
of the share they would receive in an intestate succession.

Drivers’ Permits. If a person who holds a residence permit in Estonia
settles in Estonia, his or her driver’s license issued in a foreign
state is valid for the 12-month period beginning on the date of the
issuance of the residence permit. A driver’s license issued in a for-
eign state may be replaced with an Estonian driving license with-
out a test.

A driver’s license issued in an EU member state of a person who
settles in Estonia need not be replaced with an Estonian driving
license.
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A. Income Tax

Who Is Liable. Residents are subject to tax on their worldwide
income. Nonresidents are subject to tax on their Ethiopian-source
income only.

An individual is considered to be resident in Ethiopia if any of

the following circumstances exist:

* He or she has a domicile in Ethiopia and a habitual abode in
Ethiopia;

* He or she is a citizen of Ethiopia who serves abroad as a con-
sular, diplomatic or similar official of Ethiopia; or

* He or she is physically present in Ethiopia for more than 183
days in a period of 12 calendar months, either continuously or
intermittently.

Income Subject to Tax. The taxation of various types of income is
described below.

Employment Income. Employment income includes any pay-
ments in cash or in kind received by an individual as a result of
employment, including income from former employment or pro-
spective employment.

Employment income is subject to tax at progressive rates ranging
from 10% to 35%. For a table of these rates, see Rates.

The following categories of employment income are exempt

from income tax:

* Income derived by casual employees who do not work for more
than 1 month for the same employer in any 12-month period.

* Pension, provident fund and all other forms of retirement con-
tributions paid by employers, up to 15% of the monthly salary
of the employee.

* Subject to reciprocity, income from employment received by
diplomatic and consular representatives and other persons
employed in an embassy, legation, consulate or mission located
in a foreign state for the performance of state affairs if such
individuals are nationals of that state and bearers of diplomatic
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passports or if, in accordance with international usage or cus-
toms, they are normally exempt from income tax.

* Actual cost of medical treatment of the employee paid by the

employer.

* Subject to limits set by the tax authorities, the following

payments:

— Transportation allowances.

— Reimbursement of traveling expenses incurred on duty.

— Traveling expenses paid on the commencement or termina-
tion of employment to employees recruited from a location
other than the place of employment. For foreign employees,
these expenses include traveling expenses to or from their
country if such payments are made in accordance with spe-
cific provisions of the employment contract.

Hardship allowance.
Allowances paid to members and secretaries of boards of pub-
lic enterprises and public bodies as well as to members and sec-
retaries of study groups established by the federal government
or regional governments. In this context, secretaries are indi-
viduals who arrange and attend meetings and record minutes of
meetings. They are usually paid a certain amount per meeting
by public enterprises.

Rental Income from Buildings. Rental income from buildings
derived by individuals is subject to tax at progressive rates ranging
from 10% to 35%. For a table of these progressive rates, see Rates.

Self~-Employment and Business Income. All business profits
derived in Ethiopia are subject to tax. Taxable business income is
determined for each tax year on the basis of the income statement.
Business income is subject to tax at progressive rates ranging
from 10% to 35%. For a table of these progressive rates, see Rates.

Investment Income. Dividends are subject to a 10% final with-
holding tax. Interest received on deposits and royalties are sub-
ject to a 5% final withholding tax.

Directors’ Fees. Directors’ fees are considered employment income.
Fees for board members of public enterprises are not taxed.

Other Income. Income from games of chance or from the casual
rental of property not used for business is subject to a 15% final
withholding tax.

All payments made for technical services (expert advice or tech-
nological services) rendered to resident persons outside of
Ethiopia are subject to a 10% final withholding tax.

Taxation of Employer-Provided Stock Options. Ethiopian tax law
does not specifically address the treatment of stock options. Such
options are usually not available because Ethiopia does not have
companies whose shares are publicly traded on a stock market.

Capital Gains and Losses. Gains derived from the transfer (sale or
gift) of buildings used for a business, factory or office are sub-
ject to tax at a rate of 15%. Gains derived from the transfer of
buildings used as a residence are exempt from tax. Gains derived
from the sale of shares of companies are subject to tax at a rate
of 30%. Subject to limitations, losses incurred on the transfer of
such properties may be used to offset gains derived from such
transfers. Unused losses can be carried forward indefinitely.
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Deductions

General. In principle, all expenses incurred wholly and exclu-
sively to produce income are deductible. However, measures in
the tax law contain limitations on the deduction of expenses.

Employment Deductions. Employees may not claim deductions
from employment income.

Business Deductions. Expenses incurred wholly and exclusively
in the production of gross business income may be deducted
from income derived from the same source. However, certain
items may not be deducted, including the following:

* Voluntary pension or provident fund contributions exceeding
15% of the monthly salary of the employee;

* Interest in excess of the rate used in transactions between the
National Bank of Ethiopia and commercial banks, increased by
two percentage points;

» Damages covered by insurance policies;

* Punitive damages and penalties;

* Income tax paid on business income derived from entrepre-
neurial activities and recoverable value-added tax;

* Representation expenses exceeding 10% of the salary of the
employee;

* Personal consumption expenses;

* Entertainment expenses; and

* Donation or gifts.

Depreciation charged in the financial accounts is not a deductible
expense. However, depreciation of business assets calculated at rates
specified by the tax authorities may be claimed as a deduction.

Rates. Progressive tax rate tables apply separately to employment
income, business income and rental income.

Employers must withhold the tax from each payment to an
employee and pay the tax over to the tax authorities for each
month. The following is the progressive rate table for monthly
employment income.

Monthly Employment Income

Exceeding Not Exceeding Rate

Birr Birr %

0 150 0

151 650 10

651 1,400 15
1,401 2,350 20
2,351 3,550 25
3,551 5,000 30
5,000 — 35

The following is the progressive rate table for annual business
income.

Annual Business Income

Exceeding Not Exceeding Rate
Birr Birr %
0 1,800 0
1,800 7,800 10
7,800 16,800 15
16,800 28,200 20

28,200 42,600 25
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Annual Business Income

Exceeding Not Exceeding Rate
Birr Birr %
42,600 60,000 30
60,000 — 35

The following is the progressive rate table for annual rental income.

Annual Rental Income

Exceeding Not Exceeding Rate

Birr Birr %

0 1,800 0

1,800 7,800 10
7,800 16,800 15
16,800 28,200 20
28,200 42,600 25
42,600 60,000 30
60,000 — 35

Although identical rate tables apply to business income and
rental income, these types of income are taxed separately.

Credits. For details regarding the foreign tax credit, see Section E.

Relief for Losses. Individuals may carry forward net operating
losses from businesses for three years. However, if a business
incurs losses in any of the three years following the year of the
loss, the loss carryforward period may be extended for a year for
each loss year in the three-year period, up to a maximum loss car-
ryforward period for six years. Earlier losses must be offset first.
Losses may not be carried back.

Nonresidents. Nonresidents are subject to tax at the same rates as
residents on Ethiopian-source income only.

B. Other Taxes

Certain property, including land and buildings, are subject to
annual property taxes. Ethiopia does not impose wealth and net
worth taxes.

C. Social Security

For employees of government organizations and public enter-
prises, contributions to a government-operated retirement fund
must be made in accordance with the law. Employers and employ-
ees must make monthly contributions at rates of 6% and 4%,
respectively.

Employees of private businesses and nongovernment organiza-
tions are not subject to the scheme described in the preceding
paragraph. In general, these employees may participate in provi-
dent fund schemes operated by their respective employers. The
contribution rate varies depending on the scheme. Participation
in the scheme is usually covered in an employee’s compensation
package.

D. Tax Filing and Payment Procedures
The tax year is the Ethiopian budgetary year, which runs from
7 July to 6 July of the following calendar year.

Individuals who receive employment income only are not
required to file personal income tax returns. Instead, employers
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must withhold tax from each payment to an employee and to pay
the tax authorities the amount withheld during each calendar
month. This withholding tax represents the final tax liability of
employees.

Other taxpayers are classified into the following three categories:

 Category A: individuals whose annual business turnover is
below Birr 100,000. They must file tax returns and pay tax
within one month of the end of the tax year.

* Category B: individuals whose annual business turnover is
between Birr 100,000 and Birr 500,000. They must file tax
returns and pay tax within two months of the end of the tax year.

¢ Category C: individuals whose annual turnover is above Birr
500,000. They must file tax returns and pay tax within four
months of the end of the tax year.

E. Double Tax Relief and Tax Treaties

Ethiopia has entered into double tax treaties with various coun-
tries, including Italy, Kuwait and the Russian Federation.
Ethiopia has also signed double tax treaties with Algeria, Iran,
Israel, Oman, Romania, South Africa and Turkey, which are
pending ratification.

Foreign tax paid by residents may be claimed as a credit against
tax payable with respect to the foreign-source income, limited to
the amount of tax in Ethiopia that would otherwise be payable on
such income.

F. Temporary Visas

Ethiopia requires that visitors entering the country have an entry

visa. The following are the five types of visas or permits that

Ethiopia issues to foreigners:

« Tourist visa (single entry, and multiple entry for three months
or six months);

* Business visa (single entry, and multiple entry for three months,
six months or one year);

* Work permit;

* Resident permit; and

« Transit visa (single and double transit).

Ethiopian embassies issue tourist visas. These visas are valid for
a period of one, two or three months and, in exceptional cases, for
a period of up to six months.

Depending on the duration of the work, a business visa is valid
for up to three months. Ethiopian embassies issue this visa after
verifying the request submitted by the employer or by the
Ethiopian client (the entity responsible for bringing the expatri-
ate to Ethiopia).

G. Work Permits

The Ministry of Labor and Social Affairs issues a work permit if
it is satisfied with the application of the employer. The employer
must justify the necessity of employing the foreign employee for
the particular position. The current Ethiopian Investment
Proclamation states the following with respect to the employment
of foreign professionals: “Any investor may employ, in accor-
dance with the law, duly qualified senior expatriate experts and
managers required for the operation of his business; provided that
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Ethiopians with comparable qualifications are not available, and
the investor shall be responsible for replacing, within a limited
period, such expatriate personnel by Ethiopians and for arranging
the necessary training thereof.”

H. Residence Permits

In general, after a work permit is issued, an individual may obtain
a resident permit from the Security Immigration and Refugee
Affairs Authority. The residence permit is valid for one year and
can be renewed annually. During the period of validity of the res-
idence permit, the holder of the permit may travel freely to and
from Ethiopia.

To change employers, consent must be obtained from the
Ministry of Labor and Social Affairs.

I. Family and Personal Considerations

Work Permits for Family Members. Family members must have
resident permits. When the employer applies to the Security
Immigration and Refugee Affairs Authority for his or her work
permit, he must provide to the authority a full list and informa-
tion regarding his or her family member who want to live with
him or her in Ethiopia. This information includes names, pass-
port numbers, nationalities and countries of residence. On re-
quest, family members may obtain residence permits based on
their inclusion in this list. To be employed, family members must
obtain a work permit even if they have a residence permit.

Drivers’ Permits. A foreign driver’s license held by an expatriate
employee is valid in Ethiopia if the foreign country accepts
Ethiopian drivers’ licenses. The Ethiopian Bureau of Transport
and Communication, which is the authority for converting for-
eign drivers’ licenses and issuing equivalent Ethiopian licenses,
issues a list of countries whose driver’s licenses are acceptable in
Ethiopia. For example, Finland is on the list.

To obtain a converted driver’s license, the foreign license must be
authenticated by the embassy of the expatriate’s home country
located in Addis Ababa. The Ethiopian Ministry of Foreign
Affairs then approves the foreign license. After reviewing the
documentation, the Bureau of Transport and Communication
issues an equivalent Ethiopian driver’s license.

An expatriate who does not have a valid driver’s license must pass
an examination given by the Bureau of Transport and Communi-
cation to obtain a driver’s license.
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Executive and Immigration Contact
Francis Chung 330-2142
Fax: 330-0612
E-mail: francis.chung @fj.ey.com

A. Income Tax

Who Is Liable. Fiji residents are subject to tax on worldwide income.
Nonresidents are subject to tax on Fiji-source income only.

A resident is defined as a person who resides in Fiji and includes

a person who meets either of the following conditions:

* Whose domicile is in Fiji; or

* Who is present in Fiji continuously or intermittently during
more than one-half of the income year, unless the tax authorities
are satisfied that the person’s usual place of abode is outside Fiji
and that the person does not intend to take up residence in Fiji.

Income Subject to Tax

Employment Income. Taxable income includes all wages, salaries,
directors’ fees and compensation, as well as the estimated value of
other benefits provided by an employer, including accommodation
and housing, employer-provided vehicles, free overseas travel and
discounts for goods and services.

Education allowances provided by employers to their local and
expatriate employees who are 18 years old or younger are taxable
for income tax purposes.

Self-Employment and Business Income. Resident individuals are
subject to tax on worldwide business income. Nonresident indi-
viduals are taxed on Fiji-source income only.

Taxable income is determined based on the accounting profit
shown in the annual financial statements, adjusted for taxable
and nontaxable items.

Investment Income. Dividends paid by publicly listed companies
and those paid by other companies out of profits that have been
subject to tax are tax-exempt to the recipient. Dividends paid by
unlisted companies out of profits that have not been subject to tax
are taxable as ordinary income. Dividends paid from realized cap-
ital gains are totally tax-exempt.

Interest income is taxable at the rates set forth in Rates.

Dividends, interest, royalties and know-how fees paid to nonres-
idents are subject to the final withholding taxes shown in the fol-
lowing treaty withholding tax rate table.

Dividends* Interest Royalties Know-How

% % % %
Australia 20 10 15 15
Japan 15 10 15 15
Korea 15 10 10 15
Malaysia 15 15 15 15
New Zealand 15 10 15 15
Papua New Guinea 17 10 15 15
United Kingdom 15 10 15 15
Nontreaty countries 15 10 15 15

* Applicable to dividends paid by unlisted companies out of profits that have not
been subject to tax.
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Capital Gains. Profits from the sale of certain undeveloped land
are subject to capital gains tax at a maximum rate of 30%. No
other capital gains are taxable.

Deductions

Deductible Expenses. If a lump-sum entertainment allowance is
paid by an employer, an employee must justify the amount spent
for business entertainment. The allowance is taxable to the extent
that it is not fully justified.

Personal Deductions and Allowances. The following personal
allowances are deductible in determining income subject to tax.

Type of Deductible
Allowance Amount
Dependent spouse F$1,200
Children (up to five) F$500 each for the first two,

F$300 each for next three
Superannuation contributions F$1,500 for each spouse
Pensions received by residents Total amount received

Business Deductions. In general, all expenses incurred in pro-
ducing taxable income are deductible, with the exception of ex-
penses of a capital, private or domestic nature. Depreciation of
fixed assets used in the production of taxable income is allowed
at rates set by the tax authorities.

Rates. Employment income (excluding redundancy payments),
and self-employment and business income are taxed at the fol-
lowing rates for residents.

Taxable Income Tax on Lower Rate on
Exceeding Not Exceeding Amount Excess
F$ F$ F$ %
0 8,840 0 0
8,840 10,000 0 15
10,000 20,000 174 25
20,000 — 2,674 31

The first F$15,000 of a redundancy payment is tax-exempt;
amounts in excess of F$15,000 are subject to tax at a rate of 15%.

Nonresidents are taxed on Fiji-source income at the following
rates.

Taxable Income Tax on Lower Rate on
Exceeding Not Exceeding Amount Excess
F$ F$ F$ %
0 8,840 0 20
8,840 10,000 1,768 25
10,000 20,000 2,058 30
20,000 — 5,058 31

Dividends, interest, royalties and know-how fees paid to non-
residents are subject to final withholding taxes as described in
Investment Income.

Relief for Losses. Losses incurred in any trade or business may
be offset against an individual’s taxable income from other sources
in the same year. To the extent it is not fully offset, a loss may be
carried forward for the next eight years if no substantial change
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occurs in the ownership or nature of the individual’s business.
Losses incurred in agricultural pursuits may be carried forward
indefinitely. No monetary limits are imposed on the amount of
losses for carryforward or offset purposes.

B. Other Taxes

Fiji does not impose tax on property, net worth, inheritances or
gifts.

C. Social Security

Although Fiji imposes no social security taxes, all employers
must contribute an amount equal to at least 8% of the gross earn-
ings of all regular employees to the National Provident Fund.
Total contributions must equal a minimum of 16% (theoretically,
an equal contribution of 8% each from an employer and an em-
ployee), but an employee need not contribute or may contribute a
smaller amount if an employer contributes the difference on his
or her behalf. Contributions of up to 30% are allowed; however,
amounts in excess of 16% are taxable to the employee.

On retirement, the fund provides either a lump-sum payment equal
to total contributions made plus accrued interest or a pension based
on the amount of total contributions made plus accrued interest.

D. Tax Filing and Payment Procedures

The tax year in Fiji is the calendar year, and returns must be filed
by 31 March. Extensions to June normally are granted on request.

Married women may elect to be taxed separately only on employ-
ment income or on income derived from personal activities unre-
lated to a spouse’s assets or business. Married women who do not
elect separate taxation with respect to these types of income are
taxed jointly on all types of income.

For employees, compulsory tax deductions are made by employ-
ers under the Pay-As-You-Earn (PAYE) system in accordance
with tables to ensure that an employee’s liability is fully covered.

For self-employed individuals, provisional tax based on the lia-
bility for the preceding year must be paid in three installments in
April, August and November. An assessment is made when the
return is filed, and a final payment or refund is made.

E. Double Tax Relief and Tax Treaties

Income derived by Fiji residents from treaty and nontreaty coun-
tries is subject to tax in Fiji. However, a credit is allowed for tax
paid in the source country, to the extent that Fiji tax applies to the
same income.

Expatriate employees who are resident in Fiji as a result of em-
ployment under a service contract of up to three years in duration
are taxed only on income earned in Fiji.

F. Visitor Visas

A visitor’s visa, which is usually issued for one month but may be
extended to six months, is normally granted to tourists or to indi-
viduals wishing to investigate business opportunities in Fiji.

Foreign nationals from most developed countries may obtain vis-
itors’ visas at the port of entry if they have valid passports, return
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or onward tickets, and sufficient funds for living expenses. All
other persons must obtain visas before entering Fiji.

G. Work Permits and Self-Employment

The right to work in Fiji is restricted, but the Fiji government rec-
ognizes the need to admit individuals with special commercial,
professional or technical skills to improve Fiji’s economic devel-
opment. Therefore, permits to reside and work in Fiji are granted
to foreign investors and expatriate employees under qualifying
circumstances.

Permits to reside and work in Fiji are granted to fill positions that
cannot be filled adequately by local Fiji citizens. In these cases,
the Fiji Immigration Department requires foreign nationals to be
employed under a contract of employment, and the prospective
employer must show evidence that the position cannot be ade-
quately filled locally. In most cases, the prospective employer is
required to advertise the position locally and to submit all appli-
cations received to the Immigration Department for review.

Permits are usually granted for an initial period of three years and
are renewable only if the continued presence of the permit holder
is considered to be to Fiji’s economic advantage and essential to
the employer’s operations.

Applications for all categories of visas and permits except for
visitor visas must be made in Fiji. The application must be ac-
companied by health and police clearance certificates from the
applicant’s home country. Processing permit applications normal-
ly takes four to six weeks. Applicants are not permitted to work
until the permits are issued, and changing employers is allowed
only in special circumstances.

Foreign nationals with investment in approved business ventures
in Fiji are granted permits that allow them to increase and man-
age their investments. These permits are usually valid for a three-
year period, and extensions are virtually assured as long as the
capital remains invested in Fiji.

Foreign investors, regardless of nationality, wanting to establish a
business in Fiji must have the prior approval of the Fiji Islands
Trade and Investment Bureau (FTIB). To obtain this approval, a
separate application describing all pertinent information relating
to the proposed project must be filed with the FTIB.

No set guidelines are used to evaluate or approve business ventures
involving foreign investors. Fiji welcomes investment in virtually
all sectors, particularly in tourism, mining, manufacturing and
high-technology industries. In general, proposed projects meeting
the following criteria are well received:

* Substantial capital outlay;

* New technology;

* High employment-generating potential; and

* High local equity participation.

H. Residence Permits

As a matter of policy, Fiji is not open to immigration. However,
individuals who wish to live or retire in Fiji and are able to demon-
strate that they have sufficient funds from overseas sources to live
in Fiji may obtain renewable three-year permits. In these instances,
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the Immigration Department considers the age of the applicant
and the source and amount of funds available from abroad.

Alternatively, any person who has been in Fiji on a valid permit
for five years or more may apply for citizenship, which is nor-
mally granted, unless the person is proved to be undesirable in the
eyes of the law.

I. Family and Personal Considerations

Family Members. The spouse and dependent children of a work
permit holder are granted permits to reside in Fiji upon applica-
tion. These permit holders are not permitted to engage in any
form of employment.

Drivers’ Permits. A holder of a valid driving license from most
developed countries may drive legally in Fiji. However, a Fiji dri-
ver’s license should be obtained no later than three months after
arriving in Fiji. Generally, a Fiji driver’s license is issued on pre-
sentation of a valid driver’s license from most countries. If the
expatriate does not have a valid foreign driving license, to obtain
a local driver’s license, one must take written and verbal tests on
road codes, as well as a fairly simple practical driving test.

FINLAND

Country Code 358

HELSINKI GMT +2

Ernst & Young
Elielinaukio 5B
00100 Helsinki
Finland

Executive Contacts
Seija Karttunen (9) 1727-7397
Fax: (9) 1727-7707
E-mail: seija.karttunen @fi.ey.com
Tommi Rantanen (9) 1727-7393
Fax: (9) 1727-7707
E-mail: tommi.rantanen@fi.ey.com

Immigration Contact
Anu Nikkanen (9) 1727-7618
Fax: (9) 1727-7707
E-mail: anu.nikkanen@fi.ey.com

A. Income Tax

Who Is Liable. Individuals resident in Finland are taxed on their
worldwide income. However, salary earned abroad is exempt from
tax in Finland if a Finnish resident works abroad continuously for
at least six months and satisfies certain other requirements. Non-
resident individuals are subject to income tax on income from
Finnish sources only.

Domestic law treats an individual as resident if his or her perma-
nent home is in Finland or if the stay in Finland exceeds six con-
tinuous months. After a Finnish citizen’s residency has been
established elsewhere, he or she is still considered to be resident
in Finland until three years have passed from the end of the year
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when the individual left the country, unless he or she can establish
that no essential connections with Finland have been maintained.

Income Subject to Tax. The taxation of various types of income is
described below. For a table outlining the taxability of income
items, see Appendix 1.

Employment Income. Taxable income is calculated separately for
earned income and capital income (see Capital Income). Business
income is divided between earned and capital income (see Self-
Employment and Business Income).

Earned income is subject to national income tax, municipal income
tax and church tax. Taxable earned income is generally computed
in the same manner for each of these taxes, although the deduc-
tions and credits allowed for each tax differ slightly.

Earned income consists of salaries, wages, directors’ fees and
benefits in kind. Fringe benefits, including a company car, hous-
ing and lunch vouchers, are taxed on values set forth in an official
table that are lower than the actual costs incurred. Scholarships
from private institutions are exempt, up to €14,962.90 (2006 tax
year).

Education allowances provided by employers to their local or ex-
patriate employees’ children 18 years of age and younger are tax-
able for income tax and social security purposes.

Under a special expatriate tax regime, qualifying expatriates may
elect to be taxed on their salary income at a rate of 35% for a
period of up to 48 months, instead of at the normal income tax
rates. The time period of the expatriate tax regime is extended
from 24 months to 48 months, effective from 1 January 2007.
However, the 48-month time period applies only to work that
began on or after 1 January 2007.

Self-Employment and Business Income. Self-employment income
of residents is considered as business income. Taxable business
income is apportioned between capital income and earned income.
The amount of capital income is determined using a 10% or 20%
rate of return on investment and is taxed at the 28% rate applica-
ble to capital income (see Capital Income). The remainder of tax-
able business income is taxed as earned income according to the
progressive income tax scale (see Rates).

Taxable business income consists of profits shown in the statuto-
ry accounts required for self-employed individuals. Accounting
profit and taxable profit are, in principle, the same, although the
tax law prescribes a number of adjustments.

Investment Income. The imputation system for dividends has been
abolished. For Finnish individuals, the taxation of dividend in-
come depends on several factors. If the distributing company is a
listed company, 70% of the dividend is taxable capital income.
The balance is exempt from tax. Dividends from unlisted compa-
nies may be exempt from tax, taxed as capital income or taxed as
earned income (similar to salary), depending on the net assets of
the distributing company.

For residents, interest income on bank deposits and bonds is sub-
ject to a 28% final withholding tax in 2007. Certain government
bonds are exempt from this tax.
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Interest on housing loans, student loans and loans related to the
deriving of taxable income is fully deductible from capital in-
come. In general, 28% of the excess of interest expense over cap-
ital income is deductible from income taxes on earned income.
However, this credit is limited to €1,400 for a single person and
€2,800 for a couple. The maximum amount deductible is increas-
ed by €400 for one child and by €800 for two or more children.

For nonresidents, dividends and royalties are subject to a 28%
final withholding tax, unless a tax treaty provides otherwise. In
most cases, interest paid to nonresidents is tax exempt.

Taxation of Employer-Provided Stock Options. Stock options pro-
vided by an employer are not taxed at the time of grant. At the
date of exercise, the difference between the fair market value of the
stock and the exercise price of the option is treated as taxable
employment income. Employee social security contributions are
not payable on the benefits except for the health insurance contri-
bution of 1.28%. Stock options are not subject to employer’s social
security contributions. The base for the employee contribution is
generally the amount subject to withholding tax, which is the dif-
ference between the market value at exercise and the exercise price.

Any gain derived from the subsequent sale of the stock is taxed
as a capital gain under the rules described in Capital Gains and
Losses.

Capital Gains and Losses. Capital gains on shares and real estate
are taxed as capital income at a rate of 28%. A taxable capital
gain is computed by deducting from the disposal proceeds the
greater of the acquisition cost plus the sales cost, or 20% of the
proceeds (40% for property owned for at least 10 years before
disposal). The value used for property received by gift or inheri-
tance is generally the value used for purposes of the gift and in-
heritance tax (see Other Taxes). However, certain exceptions may
apply.

A capital gain resulting from the sale of an apartment or house
that the seller used as a primary residence for at least two years
during the time of ownership is exempt from tax.

Capital losses are deductible only from capital gains derived in
the year of the loss or in the three following years.

Deductions

Deductible Expenses. In general, a taxpayer may deduct all
expenses directly incurred in generating or maintaining taxable
income. However, separate deductions apply for earned income
and capital income. See Investment Income for deductions applic-
able to capital income.

The following are the primary deductions applicable to earned

income for 2007:

* Travel expenses that exceed €500 incurred between home and
office, up to a maximum of €7,000;

* Payments to labor unions;

* A deduction from salary income, up to a maximum of €620;

» Expenses incurred in connection with earning income, to the
extent they exceed €620; and

* Employee contributions for health insurance per diem, unem-
ployment insurance and pension.
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The rules regarding the deductibility of contributions paid by indi-
viduals to voluntary pension insurance were changed, effective
from 1 January 2005. Under the new rules, contributions to vol-
untary pension insurance are generally deductible up to certain
maximum limits from capital income.

Business Deductions. Expenses incurred to create or maintain
business income are generally deductible. Exceptions apply to
salaries paid to entrepreneurs, their spouses and their children
under 14 years of age who work for their business, as well as to
50% of entertainment expenses.

Interest expenses relating to business or farming activities are
deductible for business or farming income purposes in determin-
ing taxable income from these activities.

Rates. Income tax consists of national tax, municipal tax and
church tax (payable if the individual is a member of a Finnish
congregation).

National Income Tax. For 2007, national income tax is imposed
on individual residents at the following progressive rates.

Taxable Income Tax on Lower Rate on
Exceeding Not Exceeding Amount Excess
€ € € %

0 12,400 0 0
12,400 20,400 8 9
20,400 33,400 728 19.5
33,400 60,800 3,263 24
60,800 — 9,839 32

For a sample tax calculation, see Appendix 2.

Municipal Tax. For 2007, municipal tax is levied at a flat rate that
ranges from 16% to 21% of taxable income, depending on the
municipality.

Church Tax. For 2007, church tax is payable by members of cer-
tain churches at rates ranging from 1% to 2.25%.

Nonresidents. The rules regarding the taxation of nonresidents’
income are changed, effective from 1 January 2006. Under the
new rules, nonresidents’ pension income is taxed in a similar
manner to pension income received by residents; that is, they are
subject to tax at the progressive rates.

Salaries, including directors’ fees received by nonresidents are
subject to final withholding tax at a rate of 35%, unless a tax
treaty provides otherwise. Nonresidents may deduct €510 per
month (or €17 per day) from salary. This standard deduction
applies only if a Finnish tax at source card has been applied. The
deduction does not apply to the directors’ fees. In addition, if a
nonresident resides in the European Economic Area (EEA) and if
his or her earned income from Finland is at least 75% of his or
her total worldwide earned income, he or she can apply for pro-
gressive taxation. If a nonresident is entitled to progressive taxa-
tion, his or her income is taxed under the Act on Assessment
Procedure and he or she is entitled to claim all deductions pro-
vided in the Income Tax Act.

Remuneration paid to a nonresident artist or athlete for a person-
al performance is subject to withholding tax at a rate of 15%,



298 FINLAND

unless a tax treaty provides otherwise. If artists and athletes are
subject to the 15% tax, they may not claim the standard deduc-
tion of €510. However, they can apply for progressive taxation if
the above mentioned conditions are satisfied.

Relief for Losses. A business loss is deductible from capital in-
come. Any excess loss from a business may be carried forward for
10 years and offset against business income. Any loss from earned
income may be carried forward for 10 years and offset against in-
come from the same category.

B. Other Taxes

Net Wealth Tax. Net wealth tax was abolished, effective from 1
January 2006.

Inheritance and Gift Taxes. Inheritance and gift taxes are levied
on inheritances, testamentary dispositions and gifts. All property
owned by a person resident in Finland or received by a person res-
ident in Finland is taxable. If both the owner and recipient are
nonresidents, the tax applies only to real property located in
Finland and to shares in a corporate body in which more than
50% of the assets consists of Finnish real property. A tax credit is
allowed for any estate tax paid abroad on the same inheritance or
gift if the recipient is resident in Finland.

Beneficiaries are divided into the following categories:

* Spouses, children, grandchildren, parents and grandparents;
« Siblings and their children; and

* Other related and unrelated individuals.

Tax is levied on the taxable shares of beneficiaries in the first cat-
egory above at the following rates for 2007.

Taxable Amount Tax on Lower Rate on
Exceeding Not Exceeding Amount Excess
€ € € %
0 3,400 0 0
3,400 17,000 85 10
17,000 50,000 1,445 13
50,000 — 5,735 16

For individuals included in the second category, the tax imposed
is twice the tax computed at the above rates. For other relatives
and nonrelatives, the applicable tax is three times the tax com-
puted at the above rates.

Inheritance and gifts from one person to the same beneficiary dur-
ing a three-year period are aggregated to determine the amount of
the tax due.

Finland has entered into an inheritance and gift tax treaty with
Denmark, Iceland, Norway and Sweden, and inheritance tax treaties
with France, the Netherlands, Switzerland and the United States.

C. Social Security

The social security tax is imposed on employers, employees and
self-employed individuals. For employees and self-employed indi-
viduals in 2007, the social security contributions consist of a
health insurance per diem premium and a health insurance premi-
um. The per diem premium is 0.75% of salary income (excluding
certain items, such as employee stock options), and the health
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insurance premium is 1.28% of municipal taxable income.
Pensioners pay an increased health care premium at a rate of
1.45%. In addition, for employees, a 4.3% compulsory pension
insurance premium and a 0.58% unemployment insurance premi-
um apply to earned income subject to withholding tax. The com-
pulsory pension insurance premium is 5.4% for employees over
53 years of age.

For employers, social security taxes are levied as a percentage of
gross wages and salaries subject to withholding tax. No ceiling
applies to the amount of wages subject to social security taxes.
The average total percentage of all contributions for private-
sector employers in 2007 is approximately 21.5%, which consists
0f2.958% to 6.058% for national pension and sickness premiums,
0.083% for group life insurance premiums, pension premiums
that average 16.7%, 1% for average accident insurance premiums
and 0.75% for unemployment insurance premiums (2.95% for
salaries exceeding €840,940).

To provide relief from double social security taxes and to assure
benefit coverage, Finland has entered into totalization agreements
with the European Union (EU) countries, EEA countries,
Canada, Israel, Quebec and the United States.

The new employees’ pension law entered into force on 1 January
2007. The law requires foreign employers to arrange pension cov-
erage under Finnish law for employees assigned to Finland from
abroad, excluding EU and EEA countries, Switzerland and total-
ization agreement countries. Foreign employers may obtain an
exemption from such requirement by filing an application.

D. Tax Filing and Payment Procedures

The tax year in Finland is the calendar year. Married persons are
taxed separately on all types of income. Pre-filled tax returns are
sent to all individuals in April of the year following the tax year.
The individuals must review the pre-filled tax return and submit
any corrections to the tax authorities within the specified time
limit.

The final tax is usually assessed at the end of October in the year
after the tax year. If an insufficient amount is withheld, a supple-
mentary advance tax payment can be made during the first nine
months of the year following the year in which the income was
received. To avoid interest on residual tax completely a supple-
mentary tax payment must be made by the end of January. If no
action is taken, additional payments must be made in December
of the year following the tax year and in February of the follow-
ing year. Refunds of overpayments are made in December of the
year following the tax year.

An employer must withhold tax from an employee’s salary for
national, municipal and church tax purposes. In addition, an
employer must withhold social security contributions (see
Section C). Self-employed individuals must make monthly tax
payments, which are calculated and levied separately by the tax
authorities.

Self-employed individuals receive their pre-filled tax returns in
March of the year following the tax year, and they must submit
their corrections to the tax authorities within the specified time
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limit. The tax authorities assess final tax at the end of October of
the year following the tax year.

Nonresidents who are subject only to final withholding taxes do
not need to file tax returns. However, if the nonresidents want to
apply for progressive taxation, they must file a tax return (see
Section A). Nonresidents must always declare all of their immov-
able property located in Finland.

E. Double Tax Relief and Tax Treaties

Domestic legislation on residence is overridden by tax treaties.
Most of Finland’s treaties are based on the Organization for Eco-
nomic Cooperation and Development (OECD) model. Most tax
treaties eliminate double taxation using the credit method, but
some use the exemption method. If no treaty is in force, Finnish
law provides, under certain conditions, relief for foreign taxes
paid, but only for purposes of national income taxes.

Finland has entered into double tax treaties with the following
countries.

Argentina Ireland Romania
Australia Israel Russian Federation
Austria Italy Singapore
Azerbaijan Japan Slovak Republic
Barbados Korea Slovenia
Belgium Kyrgyzstan South Africa
Brazil Latvia Spain

Bulgaria Lithuania Sri Lanka
Canada Luxembourg Sweden

China Macedonia Switzerland
Czech Republic Malaysia Tanzania
Denmark Malta Thailand

Egypt Mexico Turkey

Estonia Morocco Ukraine

France Netherlands United Arab Emirates
Germany New Zealand United Kingdom
Greece Norway United States
Hungary Pakistan Uzbekistan
Iceland Philippines Vietnam

India Poland Yugoslavia*
Indonesia Portugal Zambia

* Finland applies the Yugoslavia treaty with respect to Bosnia-Herzegovina,
Croatia and Serbia and Montenegro.

F. Temporary Visas

EU and EEA Nationals. EU and EEA nationals may stay and work
in Finland for up to three months without applying for residence
permits.

Non-EU and non-EEA Nationals. Citizens from non-EU and non-
EEA countries usually need a Schengen visa in order to enter Fin-
land. However, under the Schengen treaty, nationals of approxi-
mately 50 countries do not need a Schengen visa to enter and stay
in the Schengen zone for a combined maximum period of three
months if they have a valid passport or other approved travel
document, as well as sufficient funds for living and a return trip.
The Schengen zone consists of the following countries: Austria;
Belgium; Denmark; Finland; France; Germany; Greece; Iceland,
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Italy; Luxembourg; the Netherlands; Norway; Portugal; Spain
and Sweden.

G. Employee's Residence Permits and Self-Employment

Employee’s Residence Permits. Under the Aliens’ Act, an individ-
ual coming to work in Finland usually needs either a so-called
employee’s residence permit or an ordinary residence permit.
Exceptions to this requirement may be granted based either on the
employee’s nationality or on the type of work performed in Finland.

EU and EEA nationals do not need employee’s residence permits.

The transition period for the labor force from the new EU mem-
ber states was abolished, effective from 1 May 2006. Information
on the employment in Finland of the citizens of the Czech
Republic, Estonia, Latvia, Lithuania, Hungary, Poland, Slovenia
and the Slovak Republic in Finland must be submitted to the
Employment Office for registration. Information on the employ-
ment of Bulgarian and Romanian citizens can be submitted to the
Employment Office for registration.

Non-EU and non-EEA nationals need either an employee’s resi-
dence permit or an ordinary residence permit in order to work in
Finland. Usually, an employee’s residence permit is needed. The
obtaining of the permit is a two-step process, which includes an
opinion from the employment office before the Directorate of
Immigration’s final decision. If an employee performs, for exam-
ple, expert duties in the middle or top management of the com-
pany or duties requiring special expertise, an employee needs
only an ordinary residence permit. As a result, the employment
office’s opinion is not required.

The application must usually be submitted to the Finnish consulate
or embassy in the applicant’s home country before arrival in
Finland. The first permit is generally granted for one year, but for
no longer than the duration of the employment. Renewal of a resi-
dence permit may be obtained at the local police station in Finland.

Self-Employment. Private entrepreneurs who are nationals of
non-EU and non-EEA countries must apply for a self-employed
person’s residence permit, following the same procedures as an
employee. Self-employed persons must prove that they are entre-
preneurs through a trade register excerpt or other proof of pro-
fessional status.

Students. Students who are non-EU or non-EEA nationals are usu-
ally allowed to work part-time (up to a maximum of 20 hours per
week) without employee’s residence permits.

H. Ordinary Residence Permits

Nordic Country Nationals. Nationals from other Nordic countries
do not need residence permits. If they want to take up residence
in Finland, they must register with the population register.

EU and EEA Nationals. Nationals from EU and EEA countries do
not need residence permits. However, EU and EEA nationals who
stay in Finland for longer than three months must register their
right to reside in Finland at the local police office.

Non-EU and Non-EEA Nationals. A non-EU and non-EEA national
must apply for a residence permit at the Finnish embassy or
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consulate in the area where he or she was last domiciled or in his
or her country of citizenship. The first residence permit is usually
valid for one year and may be renewed by the local police on re-
quest. After a person has stayed in Finland for four years, he or she
may apply for a permanent residence permit.

Students may usually obtain residence permits to study in Finland
if the program is arranged by the Ministry of Foreign Affairs, the
Ministry of Education or the university itself. An applicant must
have grants, student loans or other financial aid.

I. Family and Personal Considerations

Family Members. Family members of residence permit holders,
including children who are dependents or who are under 21 years
of age and parents who are dependents of the primary applicant,
may apply for residence permits as family members of the pri-
mary applicant. To apply, they must present passports or identity
cards and certificates of the family relationship. The authorities
may also require evidence of social security coverage and means
of living.

Drivers’ Permits. EU and EEA nationals may drive legally in
Finland with their home country drivers’ licenses as long as these
licenses are valid in the home country. Finland has driver’s license
reciprocity with certain other European countries and with the
United States. Nationals of these countries may use their home
country drivers’ licenses in Finland for the first 12 months of their
residence.

A foreign national may apply for a local Finnish driver’s license
after residing in the country for a period of six months. The Finnish
driver’s license is then given without a test.

If foreign nationals do not apply within the first 18 months of
their stays, the Finnish driver’s license is not given automatically.
After that time, they must take the Finnish driving test, which
consists of written and physical tests and is considered quite
demanding.

APPENDIX 1: TAXABILITY OF INCOME ITEMS
Not

Taxable Taxable Comments
Compensation
Base salary X — —
Employee contributions
to home country
benefit plan
Bonus
Cost-of-living allowance
Housing allowance
Employer-provided housing
Education reimbursement
Hardship allowance
Other allowance
Premium allowance
Home-leave allowance
Other compensation income
Moving expense
reimbursement

MK K K |
|
|
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Not
Taxable Taxable Comments

Tax reimbursement (current
and/or prior, including
interest, if any) X — —

Value of meals provided X

Other Items

Foreign-source personal

ordinary income (interest

and dividends) X — —
Capital gain from sale

of personal residence in

home country — X (b)
Capital gain from sale

of stock in home

country X — (c)

(a) The value of housing, meals, and utilities provided by an employer is deter-
mined under a standard formula that results in a lesser taxable amount than the
actual cost to the employer.

(b) Gain derived from the sale of a principal residence is not taxable to the indi-
vidual if the property has been the individual’s principal residence for at least
two years during the period of ownership of the individual.

(c) Capital gains are taxed at a rate of 28%.

APPENDIX 2: SAMPLE TAX CALCULATION FOR 2007

A sample tax calculation for 2007 is set forth below. It is based

on the following assumptions:

* The individual is under 53 years of age;

¢ The individual is married and has two children;

¢ The individual’s annual income is €120,000;

» The municipal (Helsinki) tax rate is 17.5%;

¢ The individual has notified the tax authorities that he does not
belong to a Finnish church; and

* The assignment will last three years.

The following is the tax calculation.

€ €

Calculation of Taxable Income
Taxable income 120,000
Salary deduction (620)
Unemployment insurance

premium (696)
Pension insurance premium (5,160)
Per diem premium (900)
Taxable income 112,624
Calculation of Tax
National tax:

Tax on €60,800 9,839

Tax on €51,824 at 32% 16,583.68 26,422.68

€112.624

Municipal tax at 17.5% 19,709.20
Sickness insurance

premium at 1.28% 1,441.59
Per diem premium at 0.75% 900

Total tax 48.473.47



304

FRANCE

Country Code 33
PARIS GMT +1
Ernst & Young
Tour Ernst & Young

11, Allée de I'Arche
92037 Paris-La Défense Cedex
France

Executive Contacts
Laurence Avram-Diday (1) 55-61-18-96
Fax: (1) 58-47-70-01
E-mail: laurence.avram-diday
@ey-avocats.com
Emmanuel Morisson-Couderc (1) 55-61-13-69
Fax: (1) 58-47-70-37
E-mail: emmanuel.morisson-couderc
@ey-avocats.com
Bernard Oury (1) 55-61-17-44
Fax: (1) 58-47-70-38
E-mail: bernard.oury
@ey-avocats.com
Charles Andre (1) 55-61-17-72
Fax: (1) 58-47-71-07
E-mail: charles.andre
@ey-avocats.com

Immigration Contact
Emmanuel Morisson-Couderc (1) 55-61-13-69
Fax: (1) 58-47-70-37
E-mail: emmanuel.morisson-couderc
@ey-avocats.com

A. Income Tax

Who Is Liable. Individual income taxation is based on residence.
Taxpayers are categorized as residents or nonresidents. Treaty
rules on tax residence override domestic rules.

Residents. Persons of French or foreign nationality are considered
residents for tax purposes if their home, principal place of abode,
professional activity or center of economic interest is located in
France. As a resident, an individual is taxed on worldwide income,
subject to applicable treaty exemptions.

Nonresidents. Persons not considered resident as defined above
are taxed on French-source income only.

New Expatriate Tax Law. A favorable new expatriate tax law
applies to employees seconded to France after 1 January 2004.
This favorable tax regime (Section 81 B of the French tax code)
provides that under certain conditions, expatriates seconded to
France after 1 January 2004 may not be taxed on compensation
items relating to the assignment in France, such as a cost-of-living
allowance, housing cost reimbursement and tax equalization pay-
ments. In addition, up to 20% of the remaining taxable compen-
sation can potentially be excluded if the expatriate performs ser-
vices outside of France during his or her assignment (non-French
workdays). The exemptions are available until 31 December of
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the fifth year following the year of transfer to France. Admin-
istrative regulations on the new law, which were released in 2005,
provide that the exemptions in the new law may not be combined
with the benefits under the French headquarters rules (see
Expatriate French Headquarters and Distribution Center
Employees).

Expatriate French Headquarters and Distribution Center Employees.
A foreign expatriate assigned to the French headquarters (HQ) of
a multinational company may be eligible under a HQ ruling for
tax relief for up to six years from the assignment date. The prin-
cipal advantage of a HQ ruling is the elimination of tax-on-tax if
the employer reimburses an expatriate for his or her excess for-
eign tax liability. This tax reimbursement is taxed only at the cor-
porate rates and is not grossed up. With careful planning, exemp-
tion from personal income tax on many benefits and allowances
may be obtained. The new expatriate tax law is generally more
favorable than the HQ rules and an election must be made as to
which of the two regimes applies to the expatriates of a HQ.

See Appendix 1 for a table outlining the taxability of income
items for local employees and expatriates under the general rules,
the new expatriate tax law and the HQ rules.

Taxable Income. Taxable income consists of annual disposable
income from all sources. Income is identified based on its nature,
and then allowances, deductions and treaty provisions are applied
in calculating net taxable income subject to progressive tax rates.

The taxation of each category of income may be modified by an
applicable treaty provision. For example, U.S. citizens are not
taxed on U.S.-source passive income (however, see Effective Rate
Rule).

Taxable Salary Income. The total of all compensation paid by
an employer is considered taxable salary income and includes
such items as the private-use element of a company car, employer-
paid meals and employer-paid education expenses for employees
and their dependent children. Taxable compensation does not
include the following items paid by employers: certain pension
contributions, certain medical insurance premiums and, for resi-
dent foreigners and nonresidents, home-leave expenses, moving
expenses and temporary housing expenses.

Self-Employment and Business Income. Self-employment income
is divided into the following three categories, depending on the
nature of the activities: commercial (includes trades), profession-
al and agricultural.

Taxable income realized from each category is subject to the pro-
gressive tax rates that apply to resident individuals (see Rates). In
addition, a self-employed individual is subject to a flat social tax
(see Flat Social Tax).

Self-employed individuals involved in commercial activities are
required to use the accrual method of accounting and must include
in taxable income all receipts, advances, expense reimbursements
and interest directly related to the activities. Long-term capital
gains from disposals of company’s assets benefit from a special
measure, which provides for gains to be taxed at a rate of 16%,
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with an additional 11% (8.7% for contribution sociale général-
isee (CSG)/contribution reimboursement de la dette sociale
(CRDS) and 2.3% additional social tax) charged on passive
income and capital gains (see Rates).

Taxable income for professional activities is equal to the differ-
ence between receipts and expenses actually received or paid in
the calendar year. This use of the cash-basis method of accounting
(though optional) constitutes the principal difference between the
taxation of commercial and professional activities. Detailed daily
records must be maintained by self-employed persons. Long-
term capital gains from disposals of assets used in professional
activities are taxable at a rate of 16%, with an additional 11% for
CSG/CRDS and additional social tax charged on passive income
and capital gains.

Profits derived from agricultural cultivation and breeding consti-
tute taxable income, which is determined by using the cash method
of accounting. Because of the variability of farm income, special
tax rules apply. In general, long-term gains from disposals of
assets used in agricultural activities are taxable at a rate of 16%,
and at additional increased rates that now total 11% for
CSG/CRDS and social tax. However, specific rules apply in cer-
tain cases.

Directors’ Fees. Under French internal law, directors’ fees are
treated as dividend income. Similarly, because directors’ fees are
not considered salary, the 10% standard deduction does not

apply.

Directors’ fees paid to nonresidents are subject to a flat 25% with-
holding tax, unless a tax treaty provision reduces or eliminates
the tax.

Investment Income. Interest and dividends are taxed at ordinary
income rates. Qualifying dividends can benefit from the “demi-
base régime” (that is, a 40% deduction for 2006). For a married
couple, the first €3,050 of total taxable dividend income is
exempt. The exempt amount is €1,525 for single individuals.

Net income derived from the rental of real estate and from royal-
ty income (other than for industrial property) is taxed as ordinary
income. Royalties from industrial property are taxed at a 16%
rate plus 11% CSG/CRDS and social tax for a total of 27%.

Exempt Income. Exempt income includes the following:

* Certain profits from the sale of securities;

* Family allowance and health care reimbursements;

* Interest from qualified savings accounts and interest on which
an optional tax has been paid, usually at a rate of 27%, 36% or
46%, depending on the type of interest; and

» Payments received pursuant to life insurance contracts (under
certain conditions).

Employment income earned by a tax resident of France with
respect to employment duties performed outside France for an
employer established in France, a European Union (EU) member
state or a member state of the European Economic Area (EEA)
that has entered into with France a tax treaty containing an
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administrative cooperation clause is exempt if one of the follow-

ing conditions is satisfied:

* For more than 120 days during a 12-month period, the employ-
ee is engaged outside France in prospecting for new clients for
his or her employer;

» The employee establishes that his or her salary is subject to a
foreign income tax equal to at least two-thirds of the equivalent
French tax; or

* For more than 183 days in a 12-month period, the employee is
engaged in a foreign operation for the construction, engineer-
ing, or exploration or extraction of a natural resource.

Supplemental amounts, contractual bonuses or per diem earned
for foreign duty by such residents may be exempt from tax under
certain conditions, depending on the number of foreign work-
days. This exemption is limited to a maximum of 40% of the
remuneration. Special exemptions and rules apply for small busi-
nesses engaged in commercial, professional and agricultural
activities and in certain other circumstances.

Taxation of Employer-Provided Stock Options. The spread on stock
options from nonqualified plans or on sales that occur outside the
required holding period for qualified plans is subject to full ordi-
nary income tax, flat social tax, and employee and employer social
security contributions.

Stock option plans that qualify under French corporate law ben-
efit from a favorable tax regime. Foreign plans may be amended
to qualify under the French rules.

No taxes or social security contributions are levied at the time the
option is granted. At the time of exercise, taxes and social secu-
rity contributions are not levied unless the option exercise price
is less than 95% of the average stock price over the 20 trading
days preceding the grant date.

Gains derived from the sale of stock are not subject to tax in
France, unless the gross proceeds from sales of stock during the
calendar year exceed €20,000 for the 2007 tax year.

When stock acquired under a qualified plan is sold, the gains ben-

efit from favorable tax treatment if both of the following require-

ments are met:

* The shares are kept in nominative form; and

» The employee observes a holding period of at least five years
running from the date of grant to the date of sale of the shares
acquired through the exercise of the option (four years for
options granted on or after 27 April 2000).

If these requirements are met, the entire gain (that is, the sale
price less the strike price) derived from the sale of stock acquired
under options granted before 20 September 1995 is taxed at a flat
rate of 27%, including the flat social tax (see Flat Social Tax). If
the amount of the sale proceeds exceeds €20,000, gains derived
from the sale of stock acquired under options granted after 20
September 1995 and before 27 April 2000 are taxed in accor-
dance with the following rules:
* The difference between the fair market value of the stock at the
exercise date and the strike price is subject to tax at a rate of
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41% (including CSG/CRDS and the social tax). However, the
employee may elect to have this amount taxed as employment
income if this treatment is more advantageous.

* The difference between the sales price of the stock and the fair
market value of the stock at the date the option was exercised is
taxed as a capital gain at a rate of 27% (including CSG/CRDS
and the social tax).

If the amount of the taxpayer’s annual sales proceeds exceeds
€20,000 (for 2007), gains derived from the sale of stock acquired
under options granted on or after 27 April 2000 are taxed in
accordance with the following rules:

« [f the four-year holding period is met but the stock has not been
held for at least two additional years, the spread (the difference
between the fair market value of the stock at exercise and the
strike price) is subject to tax at a 41% flat rate (including
CSG/CRDS and the social tax) on the amount of the spread up
to €152,500, and at a 51% flat rate (including CSG/CRDS and
the social tax) on the excess; and

If the four-year holding period and the additional two-year
holding period is met (that is, at least six years have passed
between the grant date of the option and date of sale of the
stock acquired through the exercise of the option, including a
stock holding period of at least two years), the spread is subject
to tax at a 27% flat rate (including CSG/CRDS and social tax)
on the amount of the spread up to €152,500, and at a 41% flat
rate (including CSG/CRDS and social tax) on the excess.

To benefit from this treatment, the company and the employee
must observe certain reporting formalities with respect to the
exercise of the options and the sale of the stock.

If the stock is sold before the end of the applicable holding peri-
od, the difference between the fair market value of the stock at the
date of the exercise and the option price is taxable as regular
employment income at progressive rates. In addition, employer
and employee social security contributions are due with respect
to the exercise gain (except in certain very specific situations).

Taxation of Restricted Stock Awards. Restricted stock awards are
now subject to favorable tax and social security treatment. To
qualify, the company’s plan must meet specific rules. In addition,
the law requires a minimum vesting period of two years from the
date of grant plus an additional minimum holding period of two
years for the shares received. If the vesting and holding period
conditions are satisfied, income taxation is deferred until the date
of the sale of the shares and no social security tax is due with
respect to the stock award.

Taxable income equals the fair market value of the shares at the
date of vesting and is subject to tax only at the date of sale at 41%
(which includes income tax at a rate of 30% and CSG/CRDS and
social tax at a combined rate of 11%). Alternatively, if more
favorable, the taxpayer can elect to have the stock award taxed at
the regular progressive rates, plus the CSG/CRDS and social tax.
Any additional capital gain resulting from the difference between
the sale price and the fair market value at vesting is taxed at a rate
of 27%, in the same manner as stock options.
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Capital Gains. Capital gains derived from the disposal of share-
holdings and real estate are subject to tax in France.

Investments. Capital gains realized by a taxable household on the
sale of listed or unlisted shares, bonds or related funds are taxed
at a rate of 16%, and are subject to CSG/CRDS and social tax at
a combined rate of 11%, resulting in a combined total tax rate of
27%. No capital gains tax is imposed if the taxpayer’s total annu-
al sales proceeds are less than €20,000 (2007).

If total proceeds do not exceed the threshold amount, the total
gain is exempt from tax. Any capital losses generated may not be
carried forward to future years for offset against capital gains if
the taxpayer’s annual sales proceeds are below the €20,000
threshold.

Capital gains derived from sales of interests in money market and
bond capitalization funds (a type of mutual fund) are taxable at a
rate of 16%, and are subject to CSG/CRDS and social tax, result-
ing in a combined total tax rate of 27%.

Real Property and Shares in Real Estate Companies. Gains
derived from the sale of real property are taxable at a rate of 16%,
and are subject to CSG/CRDS and social tax, resulting in a com-
bined total tax rate of 27%. Gains are reduced by 10% for each
year that the property is held, effective from the 5th year of own-
ership (this means that no chargeable gain arises with respect to
property owned for 15 years or more). The purchase price is
increased to take into account purchase expenses and capital
improvements.

A standard deduction of €1,000 applies to total taxable capital
gains in computing the applicable tax.

Exemptions. Individuals may benefit from a total exemption for
gains derived from the sale of a principal private residence.

Deductions and Credits

Deductible Expenses. Expenses incurred in earning or realizing
income are generally deductible from such income, and credits
may also be available. The following deductions and credits are
specifically allowed:

* Taxpayers may either deduct 10% of net income limited to
€13,328 (2006 ceiling), as an allowance for unreimbursed
business expenses, without providing proof of expenditure, or
they may elect to deduct actual expenses and provide a detailed
listing;

* Tax credits are granted for investment in specified historical or
classified real estate, for investment incurred for rental purpos-
es and for domestic employee expenses up to a maximum of
€7,500 (2006);

* A credit is available for qualifying child care expenses (outside
the home) equal to 50% of the amount paid, limited to €2,300
per child under the age of six;

* Tax credits are granted, within certain limits, for charitable
donations to recognized charitable institutions;

* School credits are available in the amount of €61 for a child in
a college, €153 for a child in a lycée and €183 for a child in
higher education;
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* Amounts paid for alimony and child support (limited for chil-
dren over 18 years of age) and for limited dependent parent sup-
port are deductible; and

* A tax credit is available for investments in the motion picture
and fishing industries and for certain other investments.

New draft legislation currently before the French parliament pro-
poses the introduction of a limited tax credit for mortgage inter-
est payments on a taxpayer’s primary residence.

Numerous other allowances and deductions may also be available.

Personal Deductions and Allowances. The family coefficient
rules discussed in Rates are used in calculating tax at progressive
rates and take into account the size and taxpaying capacity of the
household.

Business Deductions. In general, deductible expenses for com-
mercial, professional and agricultural activities are similar. They
include the following items:

* The cost of materials and stock;

» General expenses of a business nature, including personnel
expenses, certain taxes, rental and leasing expenses, finance
charges and self-employed persons’ social security taxes;

* Depreciation expenses (two methods are applicable, straight-line
and declining-balance, over the normal life of the asset); and

* Provisions for losses and expenses if the accrual method of
accounting is used.

Rates. French individual income tax is levied at progressive rates,
with a maximum rate of 40% for the 2006 tax year (these are the
most recent rates available). Family coefficient rules are used to
combine the progressive tax rate with the taxpaying capacity of
the household. France has a regime of joint taxation for married
couples and individuals who have contracted a civil union (Pacte
Civil de Solidarité, or PACs). Income tax is assessed on the
income of the household, which includes income of all the mem-
bers of the household including dependants. No option to file
separately is available.

Family Coefficient System. Under the family coefficient system,
the income brackets to which the tax rates apply are determined
by dividing taxable income by the number of allowances avail-
able to an individual. The final tax liability is then calculated by
multiplying the tax computed for one allowance by the number of
allowances claimed. Available allowances are shown in the fol-
lowing table.

Family Composition Allowances
Single individual 1
Married couple

No children 2

1 child 2.5

2 children

Each additional dependent child 1

Limits are imposed on the tax savings resulting from the appli-
cation of the family coefficient system. For example, for a mar-
ried couple, for the 2006 tax year, the tax savings may not exceed
€2,198 for each additional half allowance claimed.
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The progressive tax rates take into account the family coefficient.

The tables below reflect the 2006 income tax brackets and rates
for individuals.

The following are the 2006 income tax rates.

Annual Taxable Income Tax
Exceeding Not Exceeding Rate
€ € %
0 5,614 0
5,615 11,198 5.5
11,199 24,872 14
24,873 66,679 30
66,680 — 40

For a sample 2006 tax calculation, see Appendix 2.

CSG/CRDS and Social Tax. CSG/CRDS applies to all individu-
als. It is charged at a rate of 8% on 97% of gross salary, includ-
ing benefits in kind and bonuses, passive income and capital
gains. CSG/CRDS on passive income and capital gains is
increased by a social tax surcharge, resulting in a total rate of
11%. The tax administration characterizes CSG/CRDS as an
income tax for domestic purposes. However, for social security
bilateral agreements and EU social security regulation purposes,
it is characterized as a social security charge. Consequently
CSG/CRDS is not payable on employment income for expatriates
covered under a social security certificate of continued coverage.
This exemption for compensation income does not apply to tax-
able passive income, including taxable capital gains.

CSG is charged at a rate of 7.5%, of which 5.1% is deductible for
French income tax purposes.

Nonresidents. Nonresidents are subject to a withholding tax on
French-source compensation, after the deduction of social tax
and the 10% standard deduction.

Withholding rates applicable to net French-source compensation
received by nonresidents in 2007 are set forth in the following
table.

Annual Taxable Income Withholding
Exceeding Not Exceeding Rate
€ € %
0 13,408* 0
13,408 38,903* 12
38,903 — 20

* Tax brackets are prorated according to the time actually worked in France.

If a taxpayer is a national of a country with which France has
concluded a double tax treaty, the withholding tax discharges the
individual’s tax liability to the extent that the taxable amount does
not exceed the 12% income bracket. Excess taxable income sub-
ject to the 20% bracket must be reported on the annual nonresi-
dent tax return and is subject to progressive tax rates. The 20%
withholding then constitutes a tax credit against the tax liability.
The excess tax credit is not refundable.

A nonresident’s tax liability may not be less than 20% of net
taxable income. However, if a nonresident can prove that the
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effective rate of tax computed on worldwide income according to
French tax rules is less than 20%, the progressive income tax
rates apply without limitation.

Effective Rate Rule (Exemption with Progression). If an individual
has income exempt from tax under treaty provisions, the effective
rate rule generally applies. Under this rule the taxpayer’s income
tax liability is calculated based on worldwide income using the
progressive rates and other French tax rules. Total income tax is
then divided by worldwide income to yield the effective percent-
age rate, which is then applied to income taxable in France to
determine total tax payable in France.

Relief for Losses. French taxable income is determined for each

category of revenue. Expenses incurred in creating income are de-

ductible from the income produced. The following are deductible

losses:

« Certain rental losses not due to interest payments, up to €10,700
per family; and

* Certain professional losses.

The general principle is that losses from one category of income
may offset profit from other categories and may be carried for-
ward for five years. However, this principle is subject to limita-
tions. Certain losses may be offset only against income from the
same category. These include capital losses on quoted stocks and
bonds.

Capital losses from the disposal of real estate are final losses and
may not be carried forward to offset future capital gains from real
estate.

B. Other Taxes

Wealth Tax. A wealth tax is levied on individuals with total net
wealth exceeding €760,000. The rates for 2007 are set forth in
the following table.

Taxable Wealth

Exceeding Not Exceeding Rate
€ € %

0 760,000 0
760,000 1,220,000 0.55
1,220,000 2,420,000 0.75
2,420,000 3,800,000 1.00
3,800,000 7,270,000 1.30
7,270,000 15,810,000 1.65
15,810,000 — 1.80

Under certain conditions, taxable wealth does not include busi-
ness assets and works of art. Certain tax treaties, including the
treaties with Canada and the United States, may exempt expatri-
ates from the wealth tax for a limited number of years.

For taxes paid after 1 January 2007, to limit the maximum taxes
payable by an individual, the combined amount of income tax,
net wealth tax, property tax and dwelling tax may not exceed
60% of income for the preceding year. Under draft legislation
currently before the French parliament, this percentage will be
changed to 50% (including CSG/CRDS) for taxes paid after 1
January 2008.
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Inheritance and Gift Taxes. If a decedent or donor was resident in
France, tax is payable on gifts and inheritances of worldwide net
assets, unless otherwise provided by an applicable tax treaty. For
nonresident decedents or donors, only gifts and inheritances of
French assets are taxable, provided the beneficiary is also a non-
resident of France.

The applicable inheritance tax rates vary, depending on the recip-
ient’s relationship to the deceased or donor. A general allowance
of €50,000 applies to inheritances received by the spouse and the
children, by the ascendants and the spouse or by the spouse only.
Spouses benefit from a personal allowance of €76,000. The
allowance for parents and children is €50,000. The excess is
taxed at rates ranging from 5% to 40%. Surviving brothers and
sisters may each claim a personal allowance of €57,000 if spe-
cific conditions are met, and are taxed at a rate of 35% on inheri-
tances of up to €23,000 and at a rate of 45% on the excess. Other
close relatives are taxed at a rate of 55% on the excess over
€1,500, and other persons at a rate of 60% on the excess over
€1,500. The rates of gift taxes are generally the same as those for
inheritance taxes. However, a 50% tax reduction may apply to
gifts under certain conditions, and a split of ownership may result
in substantial inheritance tax savings.

Under draft legislation currently before the French parliament,
the above rates would be significantly revised. In particular, the
draft legislation proposes to increase from €50,000 to €150,000
the amount parents can pass tax free to their children and to elim-
inate inheritance tax for surviving partners (spouses or partners
in PACs).

The following items are exempt from inheritance tax:

» Works of art if offered to the state.

« Life insurance contracted by the deceased (subject to certain
age conditions). This exemption is limited to €152,500 for each
designated beneficiary.

* Assets passing to a surviving spouse under the terms of “the
universal community” (see Section H).

To provide relief from double inheritance taxes, France has entered
into estate tax treaties with the following countries.

Algeria Guinea St. Pierre and
Austria Italy Miquelon
Bahrain Kuwait Saudi Arabia
Belgium Lebanon Senegal

Benin Mali Spain

Burkina Faso Mauritania Sweden
Cameroon Mayotte Switzerland
Central African Monaco Togo

Republic Morocco Tunisia

Congo New Caledonia United Arab Emirates
Cote d’Ivoire Niger United Kingdom
Finland Oman United States
Gabon Qatar

C. Social Security

Contributions. An individual’s social security taxes are withheld
monthly by the employer. French social security tax contributions
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are due on compensation, including bonuses and benefits in kind,
earned from performing an activity in France even if paid from a
foreign country. However, this rule may be modified by a social
security totalization agreement. The total charge for 2007 is
approximately 18% to 20% (depending on retirement fund con-
tributions and level of remuneration) of gross salary for employ-
ees, and 40% to 46% for employers.

Some of the contributions are levied on wages, up to ceilings of
€32,184, €128,736 or €257,472 per year. However, the sickness
contribution (employee’s share, 0.75%; employer’s share, 13.1%),
the pension contribution (employee’s share, 0.1%; employer’s
share, 1.6%) and the family allowance contribution (employer’s
share, 5.4%), and the housing aid, old-age, work accident and
transportation contributions (employer’s share, approximately, 6%)
are levied on the employees’ total remuneration.

Social security taxes are independent from CSG and CRDS con-
tributions (see Section A).

Benefits. The following benefits are available to an individual

subject to the French social security system:

* Daily compensation in the event of interruption of professional
activity;

* Full retirement pension (basic state pension and complemen-
tary pension cover);

* Family allowance (exempt from income tax);

* Full professional accident coverage; and

* Partial or total medical expense reimbursement.

Totalization Agreements. The provisions of the French social tax
code apply if work is performed on a regular basis in France,
regardless of an employer’s place of residence or the source of
payment. A French citizen or resident on foreign assignment out-
side France may continue to contribute to the French social secu-
rity system for a limited period under certain conditions.

To provide relief from double social security taxes and to assure
benefit coverage, France has entered into totalization agreements
with the jurisdictions listed below. The EU social security regu-
lation can usually provide for periods of continued coverage
under a home country social security regime for up to five years
(with the mutual agreement of the competent authorities of both
member states). Agreements with other countries apply for one to
five years and periods of continued coverage may be extended
with the mutual agreement of both competent authorities.

EU countries Gabon Philippines
Algeria Guernsey Quebec
Andorra Isle of Man Romania
Benin Israel St. Martin
Bosnia-Herzegovina Japan Senegal
Cameroon Jersey Switzerland
Canada Madagascar Togo

Cape Verde Mali Tunisia
Chile Mauritania Turkey
Congo Monaco United States
Cote d’Ivoire Morocco Yugoslavia
French Polynesia Niger (former)*

* Applicable to Croatia, Macedonia and Slovenia.
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A totalization agreement with South Korea has been signed but
has not yet entered into force. The agreement is awaiting the
completion of the parliamentary ratification process and is
expected to take effect in 2007 or 2008. Negotiations for a treaty
with Australia are being completed, and negotiations are begin-
ning for treaties with China and India.

D. Tax Filing and Payment Procedures

Filing. French residents are required to file general income tax
returns (Form 2042), in general, by 31 May following the end of
the relevant tax year (tax year is the calendar year), declaring
their net income and charges incurred during the preceding cal-
endar year. The official deadline for filing is the end of February
following the close of the calendar year, but this deadline is nor-
mally extended to different dates each year depending on the cir-
cumstances. The actual filing deadline for a particular tax year is
determined by the tax administration and is reflected on the tax
return forms issued to taxpayers. A married couple must file a
joint return for all types of income and report their dependent
children’s income, if any.

Details of certain income items, such as capital gains, real estate
income and income received abroad that is taxable in France, are
reported on separate returns attached to Form 2042.

Payment. French income tax for resident taxpayers is paid one
year in arrears (for income earned in year N, income tax is paid
in year N+1) and is calculated by the tax administration based on
the information shown on the tax return filed in the year follow-
ing the year of earning of the income. Income tax is generally
paid in three installments with two installment payments equal to
one-third of the previous year’s tax liability payable on 15
February N+1 and 15 May N+1 and a balancing payment gener-
ally payable by 15 September N+1 following receipt of the
income tax assessment for year N. A taxpayer may elect to make
monthly payments equal to one-tenth of the income tax of the
preceding year, with the balance payable at the end of the year.

A penalty of 10% of tax due is imposed for either a failure to file
or a failure to pay by the due date. Other interest and penalties
may also be assessed, generally at an annual rate of 4.8%, or at a
monthly rate of 0.4%.

Nonresidents. The filing date for the annual nonresident tax
return is between 30 April and 30 June, depending on the indi-
vidual’s country of residence and extensions, which are some-
times granted.

A nonresident with income taxable in France is not required to
report that portion subject to final withholding tax on a nonresi-
dent tax return. This includes salary income taxed at a 0% or 12%
rate, dividends and interest. Dividends are subject to a 25% with-
holding tax, and interest is taxed at rates ranging from 0% to
35%. Tax treaties may modify these rates. Rental income and the
portion of salary taxed at a 20% rate must be included on a non-
resident return. Few deductions are allowed in calculating a non-
resident’s taxable income. The tax on the taxable income shown
on the return is then calculated using the progressive rates and the
family coefficient system. The tax payable is reduced by with-
holding prepayments, including the 20% withholding on salary.
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E. Double Tax Relief and Tax Treaties

If a double tax treaty does not apply, residents are generally
allowed to deduct foreign taxes paid as an expense.

France has signed numerous double tax treaties. In general, a for-
eign tax credit is not available, except for taxes withheld on div-
idends, interest and royalties covered by any tax treaty. Other
income earned by a resident that is taxable in a treaty country is
exempt from French tax, but is included in determining the effec-
tive tax rate (see Section A).

France has entered into double tax treaties with the following

countries.

Albania Greece Norway
Algeria Guinea Oman
Argentina Hungary Pakistan
Armenia Iceland Philippines
Australia India Poland
Austria Indonesia Portugal
Azerbaijan Iran Qatar
Bahrain Ireland Quebec
Bangladesh Israel Romania
Belgium Italy Russian Federation
Benin Jamaica St. Pierre and
Bolivia Japan Miquelon
Botswana Jordan Saudi Arabia
Brazil Kazakhstan Senegal
Bulgaria Korea (South) Singapore
Burkina Faso Kuwait Slovak Republic
Cameroon Latvia South Africa
Canada Lebanon Spain

Central African Lithuania Sri Lanka
Republic Luxembourg Sweden
China Madagascar Switzerland
Commonwealth Malawi Thailand

of Independent Malaysia Togo

States (CIS) Mali Trinidad and
Comores Malta Tobago
Congo Mauritania Tunisia

Cote d’Ivoire Mauritius Turkey
Croatia Mayotte Ukraine
Cyprus Mexico United Arab
Czech Republic Monaco Emirates
Denmark Mongolia United Kingdom
Ecuador Morocco United States
Egypt Namibia Uzbekistan
Estonia Netherlands Venezuela
Finland New Caledonia Vietnam
French Polynesia New Zealand Yugoslavia*
Gabon Niger Zambia
Germany Nigeria Zimbabwe
Ghana

* France honors the Yugoslavia treaty with respect to Bosnia-Herzegovina,
Macedonia and Slovenia, but not with respect to the Union of Serbia and
Montenegro.
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F. Work Permits

EU Nationals. Nationals of the EU, EEA and Switzerland are not
required to hold work or residence permits. However, for indi-
viduals who want to engage in an economic activity in France, a
residence permit is issued on written request to the competent
police authorities. Nationals of the Czech Republic, Estonia,
Hungary, Latvia, Lithuania, Poland, the Slovak Republic and
Slovenia must hold work and residence permits during a transi-
tion period of five to seven years.

Non-EU Nationals. French labor law regarding the employment of
non-EU nationals requires the following of formal procedures.
The French authorities closely monitor the issuance of work
permits.

Détaché Status. Individuals sent to France by companies located
outside France may obtain détaché status. This status is available
to those assigned to France for a limited time period (maximum
18 months) by their non-French employer in order to perform an
activity under its reporting line, such as the providing of techni-
cal assistance or the performing of reporting functions. The indi-
viduals may not participate in the activity of a French company
and must remain on the payroll of their non-French employer.

Citizens of countries that have signed totalization agreements
with France (see Section C) may continue to be affiliated with the
social security scheme of their home country for as long as the
totalization agreement applies, for example, up to five years
under the agreement between France and the United States.

Employees with détaché status receive a temporary work permit
(autorisation provisoire de travail), which is valid for nine
months and a temporary residence permit (carte de séjour tem-
poraire), which is valid for the same period. Both may be
renewed.

Permanent Status. Foreign nationals may be hired by French
companies under the -classification of executive (cadre
supérieur). To qualify for this status, an individual must possess
specialized knowledge that justifies the hiring of a non-French
national for the position and must receive a minimum monthly
salary of €3,900 (adjusted annually for inflation). The foreign
national must be shown on the payroll of the French company for
the issuance of French pay slips and is subject to French labor
law, unless modified by the employment agreement under certain
circumstances. The French company must prove it has researched
the French employment market and was not in a position to hire
a French national for the given position. The rules are relaxed for
senior executives transferring within international companies and
paid a minimum monthly salary of €5,000.

The temporary residence permit held by these individuals is
marked salarié; consequently, it also serves as a work permit.
The carte de séjour is valid for one year and is renewable for
additional one-year periods.

Before a non-EU national employee’s arrival in France, the work
permit application is processed by the French Immigration and
Labor Departments.
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After the application is approved, the employee is notified by the
French consulate nearest his or her residence abroad, where the
employee may obtain a long-term visa with multiple-entry rights.
On arrival in France, the employee undergoes a simplified med-
ical examination and delivers certain required documentation to
the prefecture in the employee’s residential area for issuance of
the residence permit.

The normal time for processing work permit applications is six to
eight weeks from the date when all required documents are com-
pleted and filed with the administrative authorities. The process-
ing time is one month for senior executives transferring within
international companies.

Self-Employment and Top Managers of Companies. Since March
2004, the procedure for foreign nationals who want to be
appointed chief-executive officers or general managers of French
companies or engage in a commercial activity has been simpli-
fied. The requirement under the prior rules to obtain a Foreign
Trader Identity Card has been replaced by the need to obtain a
preliminary prefectoral authorization. The normal time for pro-
cessing preliminary prefectoral authorizations is currently 2 to 3
months.

The following categories of individuals are not required to obtain

a preliminary prefectoral authorization:

« Holders of a resident card;

 Nationals of the EU and EEA; and

* Nationals of other member states of the Organization for
Economic Cooperation and Development (OECD), which are
Australia, Canada, Japan, Korea, Mexico, New Zealand,
Switzerland, Turkey and the United States.

Regardless of whether a preliminary prefectoral authorization
must be obtained, individuals who wish to reside in France must
complete formalities to obtain a long-term visa and a Trader
residence permit, which allow them to be registered on the
Companies and Businesses Registry.

G. Permanent Residence Permits

After five consecutive years of residence in France and of pay-
ment of French income tax and social security contributions, the
holder of a residence permit may apply for a permanent resident
card (carte de résident), which is valid for 10 years and is renew-
able. The competent police authorities have substantial discretion
with respect to the approval of a permanent resident card, which
allows individuals to work for any employer in France and
exempts them from the preliminary prefectoral authorization
requirements (see Section F).

H. Family and Personal Considerations
Family Members. Non-EU national spouses and dependent chil-
dren over the age of 18 who accompany EU nationals to France
may obtain cartes de séjour union européenne. They are granted
the same right to work as the EU national.

Non-EU national spouses and dependent children over the age of
18 who accompany non-EU nationals to France must obtain a res-
idence permit relating to their personal status (visitor or student).
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Marital Property Regime. In the absence of a marriage contract,
the default marital property regime in France is community prop-
erty. For spouses married in France without a specific contract,
all property is community property (including income derived
from separately acquired property, but excluding gifts and inher-
itances and assets owned before the marriage). Spouses may elect
a different marital regime (for example, separate ownership) by pre-
nuptial agreement or, during the marriage, by a court-approved
notarial deed.

A specific regime called “the universal community” may result
in substantial inheritance tax savings, because any transfer to the
surviving spouse can be exempted from tax.

Forced Heirship. A person may not give away a certain portion
(called the réserve) of his or her property by either inter vivos or
testamentary transfer. The reserved portion is one-half of the
property for a person with one child and a spouse, two-thirds of
the property for a person with two children and a spouse, and
three-fourths of the property for a person with three or more chil-
dren and a spouse. This measure may apply to nonresidents who
own property located in France.

Drivers’ Permits. Holders of foreign drivers’ licenses must apply
to exchange them for French drivers’ licenses before the end of
the first year of permanent residence in France. An exchange is
authorized automatically for licenses issued by certain countries
or certain states in a country. For example, with respect to the
United States, automatic exchange is authorized for the following
states: Connecticut; Colorado; Delaware; Florida; Illinois;
Kansas; Kentucky; Michigan; New Hampshire; Ohio; Pennsyl-
vania; South Carolina; and Virginia.

Individuals with drivers’ licenses from other states must take the
French drivers’ license test, which consists of a written examina-
tion and a practical driving test.

Since July 1997, holders of drivers’ licenses from EU member
states are not required to exchange them for French licenses.

APPENDIX 1: TAXABILITY OF INCOME ITEMS

Expatriate
General Rules Tax Law (h) HQ Rules (h)
Taxable Taxable Taxable
Yes* No Yes* No Yes* No
Compensation
Base pay X — X — X —
Employee
contributions
to home country
benefit plan —  (a) —  (a) — (a)
Retained
hypothetical
tax X — X — X —
International
service
premium X (b) — X — (b)

Cost-of-living
allowance X — — X X —
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Contributions to
profit-sharing
plan

Salary allowances
and bonuses
Relocation bonus
Production bonus
Employee
income tax
reimbursement
Employee social
security tax
reimbursement
Employee

other tax
reimbursements
Contributions to
retirement plan
Company-paid
FICA taxes,
medical
insurance and
other insurance
Business
expenses for
travel, hotels
and restaurants
Expenses

for travel

and hotel for
house-hunting
when transferring
Per-diem
allowance

paid on arrival
or departure
Housing
reimbursement
Housing
contribution
Hotel paid on
arrival or
departure
(short period)
Justified
temporary
living expenses
(actual cost)
Moving costs

of household
goods
Moving cost

of family

General Rules

Taxable
Yes* No
— ()
X N
X _
X (@
X —
X —
X _
— (3
— (@
— X
— X
— X
X (®
X —
— (9
— X
— (9
— (9

Expatriate
Tax Law (h)
Taxable

Yes*

>

X)

No

(a)

(a)

HQ Rules (h)
Taxable

Yes*

Mo |

X)

No

(©

(d)

©)

©)

(a)

(a)

(©)
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Expatriate
General Rules Tax Law (h) HQ Rules (h)
Taxable Taxable Taxable
Yes* No Yes* No Yes* No
Relocation
allowance X — — X X —
Travel prior
to moving — X — X — X
Home leaving and
vacation travel
reimbursement
per year — X — X — (e)
Vacation salary
paid X — X — X —
Education for
expatriate
(professional) — X — X — X
Reimbursement
for education
of family
dependants
(school fees) — X — X — (e)
Language lessons
for expatriate
(professional) — X — X —
Language lessons
for spouse — X — X —
Furniture paid
or provided X — — X X —
Storage of
furniture paid
or reimbursed — X — X — X
House protection
reimbursement X — — X X —
Car leased or
reimbursed for
business — X — X — X
Personal
automobile
provided X — — X
Reimbursement
for loss from
sale of car X
Car expenses
reimbursement X — —
X

=
|

Sundry fees
reimbursements
Payments

in kind X — X —

*  Bracketed amounts reduce taxable income.

(a) All compulsory contributions paid by U.S. employers to retirement plans and

company-paid FICA taxes, medical insurance and other insurance (for exam-

ple, life and disability) qualified under the U.S. Internal Revenue Code are
nontaxable.

If properly structured, this amount can be exempt from tax under French

domestic law.

(c) U.S. employee contributions paid by the employer to profit-sharing plans qual-
ified under the U.S. Internal Revenue Code (IRC) can be taxable to the
employee if, and to the extent that, the payments are considered taxable
income under the IRC.

XX X X

(b

=
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(d) A bonus paid in France to a U.S. citizen for an activity previously performed

in the United States is generally not taxable in France.

(e) Reimbursements for home leave, education, housing costs and excess tax are

not taxable to the expatriate. However, an employer with HQ status must pay
corporate tax on such amounts. This eliminates any individual tax-on-tax
effect of such reimbursements.

(f) If housing is provided by the employer in kind (either leased or owned by the

(g

(h

employer), the amount taxable is calculated at a lower amount based on the
cadastral value used for dwelling tax or on a fixed monthly value per room per
month. However, this tax-planning alternative does not apply to general man-
agers and directors.

Reimbursements for moving expenses, such as payments for the removal of
furniture and hotel expenses, on arrival and departure, are not taxable if the
expenses are incurred for the purposes of the job and not for personal reasons.
Payment of a fixed amount, such as one month’s salary, to cover moving
expenses of a personal nature is taxable.

Under the new expatriate tax law, for expatriates seconded to France on or
after 1 January 2004, the amounts related to the assignment may be exempt
from income tax for the year of assignment to France and the following five
years, if certain conditions are satisfied. Regulations on this new law state that
the exemptions under the law may not be combined with the benefits under the
rules applicable to expatriates of a HQ. However, the new expatriate tax law
can be elected to apply and is generally more favorable than the HQ rules. For
details regarding the new expatriate tax law and the rules applicable to expa-
triates of a HQ, see Section A.

=

=

APPENDIX 2: SAMPLE 2006 INCOME TAX CALCULATION

The following is a sample tax calculation for a local employee
living in France during 2006, who is married with two children.

€
Salary 120,000
Deductible French social
security contribution (24.000)
Adjusted gross income 96,000
Standard deduction
(96,000 x 10%) (9,600)
Taxable income 86,400
Income tax 11,044*

*

To obtain the net income tax, the following adjustments must be made:
* Tax credits, if any, must be deducted;

+ Tax on capital gains taxable at a flat rate, if any, must be added; and
* The flat social tax must be added.

In this example, the effective income tax rate is 9.2%.

GABON

Country Code 241

LIBREVILLE GMT +1

Ernst & Young
Immeuble Sonagar
Avenue du Colonel Parant

P. 1013

Libreville
Gabon

Executive and Immigration Contacts

Erik Watremez 76-20-67
Fax: 72-64-94
E-mail: erik.watremez@ga.ey.com
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Gaétan Mboza 74-21-68

Fax: 72-64-94

E-mail: gaetan.mboza@ga.ey.com
Nicolas Chevrinais 74-21-68

Fax: 72-64-94

E-mail: nicolas.chevrinais@ga.ey.com

GEORGIA

Country Code 995

TBILISI GMT +4

Ernst & Young
Leselidze Street, 44
Thilisi 0105
Georgia

Executive and Immigration Contacts

Zurab Nikvashvili (32) 439-374/75, 751-064/65

Fax: (32) 439-376

E-mail: zurab.nikvashvili@ge.ey.com
Gocha Kvirikashvili (32) 439-374/75, 751-064/65

Fax: (32) 439-376

E-mail: gocha.kvirikashvili@ge.ey.com
Leli Chelidze (32) 439-374/75, 751-064/65

Fax: (32) 439-376

E-mail: leli.chelidze @ge.ey.com

A. Income Tax

Who Is Liable. Resident individuals are subject to income tax on
their worldwide income. Nonresident individuals are subject to
income tax on income received from Georgian sources.

For tax purposes, individuals are considered resident if they are
present in Georgia for 183 or more cumulative days for any peri-
od of 12 consecutive months ending in the calendar year. The sta-
tus of resident or nonresident is determined for each tax year.
Days that were taken into account in determining that an individ-
ual was resident in Georgia in the preceding tax year are not
taken into account in determining residency in the current year.

Income Subject to Tax. The taxation of various types of income is
described below. For a table outlining the taxability of income
items, see Appendix 1.

Employment Income. Taxable income from employment consists
of all types of compensation or benefits, whether received in cash
or in any other form, subject to certain exceptions.

Self-Employment and Business Income. Tax is levied on an indi-
vidual entrepreneur’s annual income, which consists of gross
income less expenses (except for nondeductible or partially
deductible expenses) incurred in earning the income.

Directors’ Fees. Directors’ fees are included in taxable income.

Investment Income. A 10% withholding tax is imposed on divi-
dends paid by Georgian enterprises to individuals. Dividends
received by resident individuals that were taxed at source are not
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included in the gross income of the individual and are not subject
to further taxation.

A 10% withholding tax is imposed on interest payments made by
Georgian entities or Georgian permanent establishments of for-
eign entities if the source of interest income is in Georgia.
Interest received by individuals that was previously taxed at
source is not subject to further taxation.

Other Income. Inheritances and gifts received are generally
included in taxable income. However, certain exceptions apply
(see Exempt Income).

Exempt Income. Income derived by individuals that is exempt

from income tax includes the following:

* Income derived by nonresidents from employment with diplo-
matic or equalized organizations located in Georgia;

« Grants, state pensions, state compensation, state scholarships,
cumulative and repayable pensions from nonstate pension
schemes up to the amount of the contributions made and other
specified government payments;

* Alimony;

« Capital gains derived from the sale of tangible assets that were
held for more than two years, with the exception of capital
gains derived from the sale of assets used in an individual’s
entrepreneurial activity;

* Property received by a I or II level legatee gratuitously or by
inheritance;

* Property received by a III and IV level legatee, up to GEL
150,000, gratuitously or by inheritance;

* Gratuitously received property from an individual up to GEL
1,000 in the course of a tax year;

* Amounts paid to a donor for food as compensation for his or
her blood;

* Income of entrepreneurs who do not use hired labor and inde-
pendently carry out certain activities listed in the Classifier of
the Economic Activities of the European Union (EU); and

* Until 1 January 2008, revenues received by individuals from
the initial supply of agricultural products before their reproduc-
tion (change of code), if such revenues do not exceed GEL
100,000 during calendar year.

Taxation of Employer-Provided Stock Options. Employer-provided
stock options are a taxable benefit.

Capital Gains and Losses. In general, capital gains derived from
the sale of tangible assets held for more than two years are
exempt from tax in Georgia. However, gains derived from the
sale of assets used in entrepreneurial activities are taxable.

Entrepreneurs may offset their capital losses against proceeds
received from the sale of property. If the loss cannot be offset in
the year of the loss, it may be carried forward to offset proceeds
from sales of property in the following five years.

Deductions

Personal Deductions and Allowances. The Tax Code does not
allow any deductions from gross salary.
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Business Deductions. Taxpayers may deduct all expenses con-
tributing to the generation of taxable income (for example,
expenditure for materials, depreciation deductions, lease pay-
ments, wages, state social security tax and interest payments),
except for nondeductible or partially deductible expenses.

Nondeductible expenses include the following:

» Expenses related to “non-economic” activity, such as social
expenses, charitable expenses in excess of 8% of taxable in-
come excluding charitable expenses, contributions to nonprofit
funds and entertainment expenses.

» Expenses related to generation of income that is exempt from
income tax.

* Penalties and fines paid or payable to the Georgian state
budget.

* Interest expenses above the established limit of 24% per year.

» Representative expenses in excess of 1% of the gross income
earned during the tax year.

* Provisions of doubtful receivables. Doubtful receivables may be
deducted only if the respective income was previously included
in gross income and if such receivables have been written off in
the financial accounting books.

* Fixed asset repair expenses in excess of 5% of the balance of
the corresponding group of fixed assets at the end of the year.

Insurance premiums paid by insured parties under insurance
agreements are deductible, with the exception of premiums for
insurance of a cumulative and repayable nature.

Expenditure on tangible and intangible assets may be depreciat-
ed or amortized at the rates specified in the Tax Code. Alter-
natively, the cost of fixed assets purchased, leased or produced
can be depreciated by 100% in the year in which the exploitation
of such assets begins.

Rates. Personal income tax is imposed at a flat rate of 12%.
For a sample tax calculation, see Appendix 2.
Credits. A foreign tax credit may be claimed (see Section E).

Relief for Losses. Individual entrepreneurs may carry forward
operating losses for up to five years.

B. Other Taxes

Inheritance and Gift Taxes. The inheritance and gift taxes were
abolished when the new Tax Code took effect on 1 January 2005.
As mentioned in Section A, inheritances and gifts are generally
included in taxable income.

Wealth Tax. Georgia does not impose wealth tax or net worth tax.

Property Tax. For individuals, the following items are subject to
property tax: immovable property (except for land) that is not
used for entrepreneurial activities; and passenger cars, yachts,
planes and helicopters registered in Georgia. For individual entre-
preneurs, the following assets used in economic activities are also
subject to property tax: fixed assets; non-assembled equipment;
unfinished capital investments; and intangible assets.
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The property tax rate for immovable property and vehicles used
for economic purposes is 1%. The property tax rates for assets
not used for economic purposes are described below.

The property tax rates for immovable property not used for eco-
nomic activities, except for land, vary according to the revenues
earned during the tax year by the family owning the property. The
rates are applied to the market value of the property. The follow-
ing are the rates.

Annual Revenues Property Tax
Exceeding Not Exceeding Rate
GEL GEL %
40,000 60,000 0.05to 0.2
60,000 100,000 0.2t0 0.4
100,000 — 0.41t00.8

The property tax rates for agricultural land vary according to the
administrative unit and the land quality. The base rate for non-
agricultural land is GEL 0.24 per square meter.

The property tax amounts for passenger cars registered in
Georgia in accordance with the established procedures vary
according to the engine capacity and age of the car. The rates
range from GEL 5 to GEL 300.

The property tax amounts for motor boats, planes and helicopters
range from GEL 2 to GEL 7 per engine horse power. The amounts
vary according to the type of vehicle and the engine capacity.

C. Social Insurance

Contributions. Employers, including individual entrepreneurs,
must pay social insurance taxes at a rate of 20% of employees’
gross salary or of fees paid to individuals not registered as tax-
payers for services provided in Georgia. Individual entrepreneurs
and members of partnerships carrying out economic activities in
Georgia are also subject to social tax.

Totalization Agreements. Georgia is not party to any internation-
al agreement regarding contributions to social funds.

D. Tax Filing and Payment Procedures
The tax year in Georgia is the calendar year.

Employers in Georgia (Georgian entities, joint ventures and for-
eign representative offices) must withhold personal income tax
from the salaries of resident and nonresident employees paid in
Georgia. Withholding is required regardless of whether payments
are made in Georgian lari or in foreign currency.

The following individuals must file personal income tax returns

by 1 April of the year following the tax year:

* Resident individuals deriving income that was not taxed at the
source of payment in Georgia;

* Nonresident individuals deriving Georgian-source income that
was not taxed at the source of payment; and

* Resident individuals who hold monetary resources in accounts
with foreign banks.

Individuals engaged in economic activities in Georgia must pay
estimated tax payments during the tax year. Each estimated tax
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payment is equal to 25% of the tax liability for the preceding tax
year. The payments are due on 15 May, 15 July, 15 September and
15 December of the current tax year. Individuals who did not
derive income during the preceding tax year are not required to
make estimated tax payments.

The final tax due for the year is determined from the annual tax
return after it is filed with the tax authorities.

Individuals must file a final tax return within 30 days following
the cessation of activities in Georgia.

E. Double Tax Relief and Tax Treaties

Foreign taxes may be credited against Georgian tax, but the cred-
it may not exceed the amount of Georgian tax payable on the
same income. To obtain foreign tax relief, the taxpayer must pre-
sent the appropriate form from the tax authorities of the foreign
state verifying that tax has been paid in that country.

Georgia has entered into tax treaties with Armenia, Austria,
Azerbaijan, Belgium, Bulgaria, Greece, Iran, Italy, Kazakhstan,
Latvia, Lithuania, the Netherlands, Romania, Turkmenistan,
Ukraine, Uzbekistan and the United Kingdom.

Georgia considers none of the tax treaties of the former USSR to
be in force, with the exception of the USSR’s treaties with France
and Germany.

Most of Georgia’s tax treaties exempt individuals from tax in

Georgia if all of the following conditions are satisfied:

* The individual is present in Georgia for less than 183 days in
any period of 12 consecutive months;

* The income is paid to the individual by or on behalf of an employ-
er who is not a resident of Georgia; and

* The cost of the income is not borne by a permanent establish-
ment of the employer in Georgia.

F. Visas

The legal basis for a foreign citizen’s stay in Georgia is a visa or
residence permit (permanent or temporary). Citizens of certain
countries are not required to have a visa to enter Georgia and stay
in the country for up to 90 days. The following are such countries:
Andorra; Canada; Commonwealth of Independent States (CIS)
members, except for the Russian Federation and Turkmenistan;
EU member states; Iceland; Israel; Japan; Liechtenstein; Norway;
San Marino; Switzerland; and the United States.

Georgian visas are issued at the Georgian diplomatic representa-
tions and consular offices abroad. Under certain circumstances
provided under Georgian law, a visa/entry permit for three
months can be issued by the Border Police of Georgia, a subdivi-
sion of the Ministry of Internal Affairs, at Georgian border cross-
ing points. The duration of a travel document must exceed the
duration of a visa by at least three months.

Diplomatic, service and ordinary visas issued at the diplomatic
missions and consular posts of Georgia abroad maybe single-,
double- or multiple-entry but residence visas may be single-entry
only.
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G. Work Permits

Work permits are not required for foreign nationals employed in
Georgia.

H. Residence Permits

The relevant unit of the Ministry of Justice of Georgia issues res-
idence permits in Georgia.

A temporary residence permit is issued for a duration of up to six

years to a foreigner intending to stay in Georgia for a period

longer than 90 days who meets one of the following conditions:

* He or she carries out work activity in Georgia in compliance
with the requirements of the Georgian laws, or is self-employed
in Georgia,

* He or she arrived in Georgia for medical treatment or for edu-
cational purposes;

* He or she is invited by a government agency as a highly-qualified
specialist or art worker or his or her invitation is linked to state
interests;

* He or she is a guardian or a curator of a citizen of Georgia;

* He or she is under guardianship or curatorship of a citizen of
Georgia; or

* He or she is a spouse, parent, child, foster parent, foster child,
sister, brother, grandfather or grandmother of a citizen of
Georgia, or a foreigner holding a residence permit in Georgia.

Residence permits may be issued to the following individuals:

* A foreigner who has lived in Georgia legally within the last 6
years. This period does not include a period of stay in Georgia
for medical treatment or educational purposes and a period of
employment at diplomatic missions and representations of
equal status.

* A spouse, parent, child, foster parent, foster child, sister, broth-
er, grandfather or grandmother of a citizen of Georgia.

* A highly qualified scientific expert or technician, sportsman or
art worker, whose arrival in Georgia is consistent with the inter-
ests of Georgia.

To obtain a residence permit in Georgia, a foreigner must file an
application with the respective subdivision of the Ministry of
Justice of Georgia. A foreigner who is outside Georgia may file
an application through a Georgian diplomatic representation or
consular office.

I. Family and Personal Considerations

Vaccinations. Foreign nationals (except employees of foreign
diplomatic representations and consulates and other persons hav-
ing diplomatic privileges and immunities in Georgia) who are
staying in Georgia for more than one month must have a certifi-
cate that evidences the passing of an HIV/AIDS test. Otherwise
they must take such test locally.

Drivers’ Permits. A foreign national with an international driver’s
license may drive legally using this license if it is translated into
Georgian and certified by a notary. A foreign national who wish-
es to drive in Georgia but does not have an international driver’s
license must legalize his or her home-country license in the coun-
try where the license was issued and have it translated into
Georgian.
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APPENDIX 1: TAXABILITY OF INCOME ITEMS
Not

Taxable  Taxable Comments
Compensation
Base salary
Bonus
Retained hypothetical tax
Cost-of-living allowance
Housing allowance
Employer-provided housing
Housing contribution
Education reimbursement
Use of employer’s
automobile
Receipt of low-interest
or interest-free loans
Payment of a
debt or obligation
by employer on
behalf of employee
Insurance premiums
Hardship allowance
Other allowance
Premium allowance
Home-leave allowance
Other compensation
income
Moving (relocation)
expense reimbursement
Tax reimbursement
(current and/or prior,
including interest, if any) X
Value of hotel provided —
Reimbursement of
per diems —
Reimbursement of
representation expenses —

Other Items

Foreign-source personal

ordinary income

(dividends and interest) X — (1)
Capital gain from sale

of personal residence

in home country X — )
Capital gain from

sale of shares

in home country X — (k)

— (@
— (b)

— (b)
— (©

— (d)

MR R | X
|
G

M e
|
|

()
(h)

Moo x|

(a) This concept does not exist in Georgia.

(b) Housing provided with respect to a business trip is not taxable. Otherwise,
housing is taxable.

(c) Reimbursements of expenses incurred for the education of an employee is not
taxable if it is related to business needs as opposed to personal needs. All other
educational reimbursements are taxable.

(d) The receipt of an automobile for private use is taxable at a rate of 0.1% of the
book value of the automobile at the beginning of the tax year for each day of
the tax year the automobile is at the disposal of the employee for private use.

(e) A low-interest rate is a rate below the market rate. The amount taxable is the
difference between interest payable at the low rate and interest payable at the
market rate.
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(f) The amount taxable is the amount of the debt or obligation.

(g) Reimbursements of hotel expenses incurred on business trips are not taxable

within the norms specified by the Georgia Ministry of Finance. The amount of

the hotel costs varies according to the country.

Reimbursements of per diems (daily allowances) during a business trip with-

in the norms specified by the Georgia Ministry of Finance are not taxable. The

amount of the daily allowance varies according to the country and the duration
of the business trip.

(1) The Tax Code of Georgia (TCG) does not explicitly address whether dividends
and interest received by a resident individual in his or her home country are
taxable in Georgia. Under the TCG, dividends and interest received by a resi-
dent individual that are taxed at the source of payment are not subject to fur-
ther taxation. It is unclear whether this measure refers only to dividends and
interest subject to withholding tax in Georgia or whether it also applies to
income subject to withholding tax in the individual’s home country. The
Georgia tax authorities may take the position that dividends and interest
received abroad by a resident must be included in taxable income and that
withholding tax paid abroad can be claimed as a tax credit.

(j) In general, gains derived by individuals from the sale of tangible assets that

were owned by the individual for more than two years are exempt from tax.

However, these gains are taxable if the assets were used in a business activity.

Tax paid in the home country on gains subject to tax in Georgia may be

claimed as a tax credit.

In general, gains derived by individuals from the sale of securities that were

owned by the individual for more than two years are exempt from tax. If the

period of ownership was less than two years, such capital gains are subject to
personal income tax. Tax paid in the home country may be claimed as a tax
credit.

APPENDIX 2: SAMPLE TAX CALCULATION

A sample tax calculation for 2007 is provided below for an expa-
triate who is a resident of Georgia for all of 2007 and is married
with two dependent children under 18 years old. During 2007,
the expatriate received a base salary of GEL 120,000, GEL
100,000 of which was paid in Georgia and the balance deposited
in a home country bank account and not remitted to Georgia. The
expatriate’s employer also provided housing at a cost to the com-
pany of GEL 30,000 and reimbursed the expatriate GEL 5,000
for the cost of the education of one of the expatriate’s children.
The expatriate earned GEL 20,000 of interest from a deposit in
a home-country bank account. The expatriate also received
dividends in the amount of GEL 4,000 from a home-country
investment.

(h

=

(k

z

GEL
Calculation of Taxable Income
Salary 120,000
Benefits (housing,
and education reimbursement) 35,000
Dividends and interest 24,000
Taxable income 179,000 (a)
Calculation of Tax
Tax on GEL 179,000 at 12% 21,480 (b)

(a) Marital status and dependants are not taken into account in the calculation of
taxable income.

If the expatriate in the example paid taxes in the expatriate’s home country on
the dividends and interest received, on presenting documents verifying such
payments, the expatriate may claim a credit for the foreign tax against the tax
payable in Georgia. However the amount of the credit may not exceed the
amount of tax assessed in Georgia on the dividends and interest in accordance
with the rules and rates in force.

(b

=
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A. Income Tax

Who Is Liable. Individuals are subject to tax on their worldwide
income if they have a domicile in Germany for their personal use
or if they have a “customary place of abode” in Germany, that is,
they are present in Germany for an uninterrupted period of six
months that may fall in two calendar years. The citizenship of a
taxpayer usually is not a consideration in determining residency.
However, under the provisions of certain tax treaties entered into
by Germany, citizenship may be one of the factors to consider if
a taxpayer qualifies as a resident under the domestic laws of both
Germany and the other treaty country. Individuals not resident in
Germany are subject to tax on income derived from German
sources only.

Nonresidents may elect to be treated as residents if either their
income subject to German taxation amounts to 90% or more of
their worldwide income or their income not subject to German
taxation does not exceed €6,136 per calendar year. This provision
allows nonresidents to file German income tax returns and to
claim all deductions and allowances normally granted to resi-
dents. In addition, under this provision, nonresidents may annual-
ize employment income.

Income Subject to Tax. German income tax law distinguishes
among several categories of income, including income from em-
ployment, self-employment, business and real estate. Income
from each of the categories is combined, and taxable income is
then determined by subtracting special deductions.

For a table outlining the taxability of income items, see Appendix 1.



332 GERMANY

Employment Income. Employed persons are subject to income tax
on remuneration received from employment. An individual is treat-
ed as an employee if he or she is obliged to follow an employer’s
directions and is integrated into the organization as a dependent
member.

Employment income includes the following:

* Salaries, wages, bonuses, profit participations, and other remu-
neration and benefits granted for services rendered in a public
office or in private employment; and

* Pensions and other benefits received by a former employee, his
or her surviving spouse, or descendants in consideration of ser-
vices performed in the past.

Under certain conditions, employment income does not include
employer-paid moving expenses, education expenses for employ-
ees or contributions to a government pension plan.

Allowances paid to foreign employees working in Germany,
including foreign-service allowances, income tax equalization
allowances and housing allowances, are considered employment
income and generally do not receive preferential tax treatment.

Education allowances generally provided by employers to their
employees’ children are taxable for income tax and social securi-
ty purposes. Under specified circumstances, 30% of school fees
are deductible as special expenses.

Self-Employment and Business Income. Individuals acting inde-
pendently in their own name and at their own risk are subject to
income tax on income derived from self-employment or business
activities.

Business income includes income from activities performed
through a commercial entity or partnership, while self-employment
income includes primarily income from professional services ren-
dered (for example, as doctors, dentists, attorneys, architects, jour-
nalists and tax consultants).

In general, all income attributable to self-employment or busi-
ness, including gains from the sale of property used in a business
or profession, is subject to income tax.

General or limited partnerships are not taxed as entities. The
profit share of each partner is subject to tax separately. Further-
more, the compensation a partner receives from a partnership for
services rendered, for loans made or for assets loaned to the part-
nership is included in the partner’s income from self-employment
or business activities.

If a nonresident carries on a business through a permanent estab-
lishment in Germany, taxable income is computed in the same
manner as for a resident individual and is taxed at the same rates.

Directors’ Fees. Remuneration received as a supervisory board
member of a corporation is treated as income from self-employ-
ment. A member of a supervisory board is regarded as an entre-
preneur and is generally subject to value-added tax at a rate of
9% (effective from 2007) on fees received.

Investment Income. Dividends, interest income, royalties and
rental income from real estate are subject to regular income tax.
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If the payee of dividends bears the withholding tax, the with-
holding tax rate is 20%. If the payer of dividends bears the with-
holding tax, the withholding tax rate is 25%. A 30% withholding
tax is levied on interest paid to residents. The amounts withheld
may be credited against general income tax.

For interest and dividend income, single taxpayers may exclude
€750 a year from taxable income, and married taxpayers filing
jointly may exclude €1,500, effective from 2007. In addition, a
fixed allowance of €51 (€102 for married couples filing a joint
return) may be deducted from gross investment income, unless
higher actual expenses are claimed. In general, only 50% of div-
idends received is included in taxable income.

Ordinarily, the withholding tax on a nonresident’s income from
dividends, interest and royalties is a final tax. If the payee of div-
idends bears the withholding tax, the withholding tax rate is 20%.
If the payer of dividends bears the withholding tax, the withhold-
ing tax rate is 25%. Tax treaties may provide lower withholding
tax rates for nonresident recipients that entitle them to refunds of
all or part of the German tax withheld.

Income from rentals and leases of real property located in
Germany is taxed by assessment rather than withholding.

Taxation of Employer-Provided Stock Options. For employer-
provided stock options, the acceptable tax-filing position is taxa-
tion at the date of exercise. German law does not differentiate
between qualified and nonqualified stock option plans.

In general, at exercise, an employee includes in employment
income an amount equal to the difference between the fair mar-
ket value of the stock at the date of exercise and the exercise
price. This amount is subject to tax at the ordinary progressive
rates and may qualify for treaty relief. The grant of nontradable
options is considered to be an additional incentive for future ser-
vices. Consequently, such grant is considered to be compensation
for services rendered during the period between the grant date
and the date of vesting. For expatriates, the spread is allocated by
reference to the work performed during the period between the
grant date and the vesting date if treaty relief is available.

For the capital gains treatment of shares acquired due to the ex-
ercise of options, see Capital Gains. To determine the amount
of speculative gain for stock option income, the acquisition price
is deemed to be the fair market value at the date the option is
exercised.

Capital Gains

Real Estate. Gains from the disposal of real estate held not more
than 10 years are included in taxable income and taxed at the
ordinary rates, unless the property was exclusively used by the
taxpayer in the year of sale and the two preceding years.

Sales of Securities. If shares are held for more than one year and
if the taxpayer held less than 1% of the share capital of the com-
pany during the preceding 5 years, any gain realized on the dis-
posal of such shares is not subject to tax in Germany. If the shares
are held for one year or less, the gain is taxed as “speculative
gain,” which is taxable at the ordinary tax rates. If a transfer of
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shares does not meet the requirements for tax-exempt treatment,
50% of the capital gain is generally subject to income tax.
Speculative gains that total less than €512 during the calendar
year are not taxed. If the total gains amount to €512 or more dur-
ing the year, 50% of the total gains is subject to German tax.

Deductions

Deductible Expenses. Expenditure incurred by an employee to
create, protect or preserve income from employment generally is
deductible.

Income-related deductible expenses include the following:

» Expenses connected with maintaining two households;

* Professional books and periodicals; and

» Membership dues paid to professional organizations, labor unions
and similar bodies.

Effective from 2007, the cost of travel between home and work-
place beginning with the 21st kilometer each way is deemed to be
a business-related expense.

A standard deduction of €920 for business-related expenses is
granted without any proof. However, an employee can claim a
larger deduction if he or she proves that the expenses actually
paid are higher.

For retirees, the standard deduction is €102.

Amounts paid for life, health, nursing care, unemployment, acci-
dent and liability insurance are deductible, within certain limits.
Instead of itemizing insurance expenses, a standard deduction up
to €1,500 for an unmarried individual or up to €3,000 for mar-
ried couples filing jointly is available.

Amounts paid for mandatory old age insurance and for certified
life annuity insurance are also deductible. The method of calcu-
lation is very complicated, but the minimum deductible amount
should normally amount to €2,001 for single filers (€4,002 for
married couples filing jointly).

Other items that may be claimed as deductions include church tax
and donations. Instead of itemizing these other items, a standard
deduction of €36 (€72 for married couples) is granted.

Personal Deductions and Allowances. The following tax benefits

are granted to individuals:

* A basic tax-free allowance of €7,664 is available for single
individuals (€15,328 for married couples filing a joint return).

* The income tax on compensation received in one year for ser-
vices performed over a period of several years (for example, a
bonus or termination pay) is calculated by reference to a special
formula. Under this formula, tax is calculated both for income
less the one-time payment and for income less the one-time
payment plus one-fifth of the one-time payment. The difference
between the two results is multiplied by five. The resulting ben-
efit generally is not of great significance.

* Private use of a company car is generally subject to income tax.
However, it benefits from preferential tax treatment.

* Income derived on business days spent in foreign countries may
be exempt from tax in Germany under the progression clause
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contained in tax treaties. However, proof of actual foreign tax
paid or a waiver of the taxation of such income by the foreign
tax authorities is required.

Taxpayers with children receive an allowance for the following:
each child under 18 years of age; each child under 21 years of
age if the child is jobless; and each child under 25 years of age
if the child is attending school, college or university or receiv-
ing vocational training. This allowance equals €152 for each
child for each month of eligibility. Parents filing a joint return
receive an allowance of €304 per child per month, as do single
parents if one spouse dies before the beginning of the calendar
year or if one parent lives outside Germany during the entire
calendar year. A monthly child-care allowance of €90 (€180
under the circumstances listed in the previous sentence) is also
granted for each eligible child. Taxpayers who are entitled to
claim child subsidy payments may choose between deducting
the child-related deductions or receiving monthly child subsidy
payments. When the income tax return is filed, the tax authori-
ties determine which alternative is more favorable to the tax-
payer. The child-related deductions are not considered for wage
tax withholding purposes but they are considered in calculating
the solidarity surcharge and church tax if applicable.

Business Deductions. In general, all business expenses are
deductible from gross income. Living or personal expenses are
not deductible unless they are incurred for business reasons and
the amount is considered reasonable.

Rates. Individual tax rates for 2007 gradually increase from an
effective rate of 15% to a top marginal rate of 42%. The top 2007
rate of 45% applies if taxable income exceeds €250,000
(€500,000 for married taxpayers filing jointly). If taxable
income is between €52,152 (€104,304 for married couples fil-
ing jointly) and €250,000 (€500,000 for married couples filing
jointly), the top rate is 42%.

The following tables present the tax on selected amounts of tax-
able income in 2007.

Single Taxpayers and Married Taxpayers Filing Separately

Taxable Amount Effective Marginal
Income of Tax* Tax Rate Tax Rate
€ € % %
30,000 5,807 19.4 31.9
40,000 9,223 23.1 36.4
50,000 13,096 26.2 41.0
60,000 17,286 28.8 42.0
70,000 21,486 30.7 42.0
80,000 25,686 32.1 42.0

100,000 34,086 34.1 42.0
120,000 42,486 354 42.0
Married Taxpayers Filing Jointly
Taxable Amount Effective Marginal
Income of Tax* Tax Rate Tax Rate
€ € % %
30,000 3,084 10.3 25.0
40,000 5,700 14.3 27.3

50,000 8,542 17.1 29.6
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Taxable Amount Effective Marginal
Income of Tax* Tax Rate Tax Rate
€ € % %
60,000 11,614 194 31.9
70,000 14,916 21.3 342
80,000 18,446 23.1 36.4
100,000 26,192 26.2 41.0
120,000 34,572 28.8 42.0

* Excluding solidarity surcharge and church tax.

Certain income that is not taxable is taken into account in deter-
mining the tax rate on German taxable income. This inclusion
rule is known as the exemption with progression rule. For exam-
ple, individuals who transfer to or leave Germany within the cal-
endar year must take into account foreign income earned either
before becoming a German resident or after leaving Germany in
determining the tax rate on their German taxable income.

To help finance the costs related to German unification, a 5.5%
income tax surcharge is imposed on the income tax liability of all
taxpayers. If a taxpayer is a member of a church entitled to
impose church tax, church tax is assessed on income tax liability
at a rate of 8% or 9%, depending on the location.

Business income is subject both to income tax and to trade tax.
Trade tax rates vary, from 9% to 20%, depending on location.
Trade tax is not levied on income from self-employment or pro-
fessional services.

Salaries of nonresidents are subject to withholding tax at the rates
that apply to residents who have single taxpayer filing status. The
withholding tax is generally the final income tax liability. The
withholding tax on directors’ fees is 30%. Nonresidents are sub-
ject to a minimum income tax at a rate of 25% on income other
than employment income. However, nonresidents who are citi-
zens of European Union (EU)/European Free Trade Association
(EFTA) member states and are resident or have a habitual abode
in such states are subject to an income tax rate that may be lower
than 25% in case of a lower income level.

For sample tax calculations, see Appendix 2.

Relief for Losses. Tax losses up to €1 million (€2 million for
married taxpayers filing jointly) may be carried forward indefi-
nitely. For income and trade tax purposes, the loss carryforward
is restricted to a maximum of 60% of taxable income. For income
tax purposes (but not trade tax purposes), losses may be carried
back for one year, subject to certain limitations that ensure mini-
mum taxation. The overall maximum loss carryback amount is
€511,500 (€1,023,000 for married taxpayers filing jointly)
annually. A taxpayer has a limited right to choose whether a loss
is carried back or carried forward to the following years.

B. Inheritance and Gift Taxes

A tax is imposed on transfers of property at death or by gift.
Decedents and donors are considered transferors, and beneficia-
ries and donees are considered transferees.

Transfers of worldwide net property are taxable if either the
transferor or the transferee is resident in Germany at the time of
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the decedent’s death or at the date of the gift. If neither the trans-
feror nor the transferee is resident in Germany, the tax applies
only to transfers of property located in Germany. Depending on
the family relationship between the transferor and transferee, per-
sonal exemptions ranging from €5,200 (no familial relationship)
to €307,000 (spouse of transferor) are granted. The tax rates are
graduated, depending on the family relationship and on the value
of taxable property transferred. For example, in 2007, the rates
for the spouse and children of the transferor range up to 30%; for
parents and grandchildren, up to 40%; and if no family relation-
ship exists, up to 50%.

To prevent double taxation, Germany has entered into estate tax
treaties with Austria, Greece, Sweden, Switzerland and the United
States.

C. Social Security

Coverage. Social security taxes comprise the following five ele-
ments: old-age pension; unemployment insurance; health insur-
ance; nursing care insurance; and accident insurance. Old-age
insurance, unemployment insurance, health insurance and nurs-
ing care insurance contributions are required for all employees,
unless they are otherwise exempt under EU regulations or a
social security treaty. The same rule applies to accident insurance
contributions, which are required to be paid by the employer only.

Contributions. Compulsory old-age pension and unemployment
insurance coverage exists for all employees working in Germany,
regardless of how much they earn. For 2007, contributions
amount to 24.1% (19.9% for old-age pension and 4.2% for
unemployment insurance) of employment income, up to €63,000
a year. Income exceeding €63,000 is not subject to these contri-
butions. One-half of the contributions must be paid by the
employer. Employees’ portions must be withheld by employers
from their monthly compensation.

Health insurance coverage is compulsory if an individual’s annu-
al employment income does not exceed €47,700 for 2007. The
local state health insurance agencies fix the rates of contribu-
tions. For 2007, an average rate of 13.9% applies. Health insur-
ance contributions must be paid on employment income up to
€42,750 for 2007. One-half of the contribution must be paid by
the employer. In addition, the employee must bear a surcharge of
0.9% (maximum per month of €32.06) for maternity benefits
and dental care.

Individuals who earn more than €3,975 a month and contribute
to a private health insurance plan must pay the full premium and
may then claim a refund from their employer for half the premi-
um, up to the amount they would receive under the compulsory
scheme (maximum of €236.91 per month).

Every employee is asked to contribute to nursing care insurance.
If an employee’s income is less than €47,700 in 2007, coverage
is compulsory. If an employee has private health insurance cov-
erage, the employee must also contribute to the private nursing
care insurance. Nursing care insurance contributions are levied at
arate of 1.7% and are shared equally by employer and employee.
Contributions of childless employees are increased at a rate of
0.25%. The increase is borne solely by the employee.
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Under the German health and nursing care insurance provisions,
employees whose gross salary exceeds €47,700 (for 2007) and
the respective contribution ceilings in the preceding three years
may take out private health insurance and, consequently, are not
subject to compulsory state health and nursing care insurance
coverage. These employees do not have to pay contributions for
compulsory health insurance in Germany.

Totalization Agreements. To provide relief from double social
security taxes and to assure benefit coverage, Germany has
entered into totalization agreements that usually apply for a max-
imum period of two to five years with the following countries.

EU countries Israel Switzerland
Canada Japan Tunisia

Chile Korea Turkey
China Macedonia United States
Croatia Morocco Yugoslavia*

* Germany honors the totalization agreement with Yugoslavia with respect to the
successor countries except for Croatia, Macedonia and Slovenia.

The special EU regulations on social security also apply, in gen-
eral, to non-EU citizens residing in the EU and to citizens of Euro-
pean Free Trade Agreement (EFTA) countries (Iceland, Liechten-
stein and Norway). In addition, special rules apply with respect
to Switzerland under the Sectorial Treaty. The EU regulations for
EFTA countries apply to EU/EFTA citizens only. For non-EU cit-
izens under certain conditions, the former totalization agreements
concluded with each EU/EFTA country continue to apply.

D. Tax Filing and Payment Procedures
The tax year in Germany is the calendar year.

In general, annual tax returns must be filed by 31 May following
the tax year. However, extensions for filing are granted automat-
ically until 31 December if the return is prepared with the assis-
tance of a tax adviser.

Married persons are taxed either separately or jointly, at their elec-
tion, on all types of income. The election to file a joint return is
restricted to married persons who are both residents of Germany
and who are not permanently separated at the beginning of the tax
year. A special provision applies to EU citizens and citizens of
EFTA countries. On application, married EU and EFTA citizens
who are German residents may file joint returns, even though
their spouses are not German residents, but are living in an EU or
EFTA country. The election may be made if both spouses’ income
subject to German taxation is at least 90% of their worldwide
income or if their income not subject to tax in Germany does not
exceed €12,272 per calender year. If they qualify, the favorable
rates for married persons filing jointly apply (see Rates). Non-
residents generally are not allowed to file joint income tax returns.

Employers must withhold income tax and social security contri-
butions on wages. For income that is not subject to withholding
tax, nonresidents must file income tax returns.

Income tax is assessed based on the tax return filed, and any
additional amount due is charged by means of an assessment
notice. The balance due generally must be paid within one month
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of receipt of the notice. Refunds are paid immediately after the
issuance of the assessment.

Quarterly tax prepayments are levied by the tax authorities based
on the last assessed taxable income if the withholding is not suf-
ficient to cover the annual income tax assessed.

E. Double Tax Relief and Tax Treaties

German income tax law provides that foreign taxes, up to the
amount of German income tax payable on foreign-source income
taxable in Germany, may be credited against German income tax
(foreign tax credit). This unilateral relief applies primarily to
income from those countries with which Germany has not
entered into a tax treaty.

Tax treaty provisions override German income tax law, usually by
excluding certain foreign-source income from German taxation.
This includes income from real estate, business income from a
foreign permanent establishment and income from personal ser-
vices performed in a foreign country if certain requirements are
fulfilled. A new measure called the “national subject-to-tax-
clause,” took effect in Germany in 2004. Under this measure,
Germany excludes foreign-source income only if the taxpayer
proves that he or she paid foreign taxes on this income. Foreign-
source income excluded from German taxation may be consid-
ered for purposes of determining the effective tax rate on other
taxable income (see Section A for an explanation of the exemp-
tion with progression rule).

Germany has entered into double tax treaties with the following

countries.

Argentina Italy Russian Federation
Australia Jamaica Singapore
Austria Japan South Africa
Bangladesh Kazakhstan Spain

Belgium Kenya Sri Lanka
Bolivia Korea Sweden
Bulgaria Kuwait Switzerland
Canada Latvia Tajikistan

China (d) Liberia Thailand

Cote d’Ivoire Lithuania Trinidad and Tobago
Cyprus Luxembourg Tunisia
Czechoslovakia (a) Malaysia Turkey
Denmark Malta Ukraine
Ecuador Mauritius USSR (b)

Egypt Mexico United Arab
Estonia Mongolia Emirates (e)
Finland Morocco United Kingdom
France Namibia United States
Greece Netherlands Uruguay
Hungary New Zealand Uzbekistan
Iceland Norway Venezuela

India Pakistan Vietnam
Indonesia Philippines Yugoslavia (c)
Iran Poland Zambia

Ireland Portugal Zimbabwe

Israel Romania
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(a) Germany honors the Czechoslovakia treaty with respect to the Czech Republic
and the Slovak Republic.

(b) The following countries have agreed to honor the USSR treaty: Armenia;
Azerbaijan; Belarus; Georgia; Kyrgyzstan; Moldova; and Turkmenistan.

(c) Germany honors the Yugoslavia treaty with respect to Bosnia-Herzegovina,
Croatia, Macedonia, Montenegro, Serbia and Slovenia.

(d) The China treaty does not cover Hong Kong and Macau.

(e) The United Arab Emirates treaty was extended until August 2008.

F. Entry into Germany

EU Nationals from Old Member States and Certain Other States.
EU nationals from the old member states (Austria, Belgium,
Denmark, Finland, France, Greece, Italy, Ireland, Luxembourg,
the Netherlands, Portugal, Sweden, Spain and the United King-
dom) as well as from Malta and Cyprus (new member states
since 1 May 2004) face no restrictions from an immigration point
of view when entering, staying permanently and working in
Germany. These EU nationals are protected by the right of free
movement in full scope. Therefore, they do not need visas to
enter Germany. However, for permanent stays, they must register
with the German Registration Office after entry to Germany. In
addition, they must register with the German Foreigner’s Office
within three months after entry for notification of their residence
in Germany if the stay will exceed a period of three months (see
Section G). After notification, the Foreigner’s Office automati-
cally issues a certificate of residence for EU nationals. The For-
eigner’s Office has no power of discretion with respect to the
issuance of the certificate and does not charge any issuing fees.

For the first three months following arrival in Germany, an EU
national of an old member state, as well as of Cyprus and Malta,
is exempt from all visa and residence-title requirements (includ-
ing Labour Office requirements), even if he arrives intending to
accept or look for employment and wants to stay for work pur-
poses. In other words, these EU nationals may search for employ-
ment in Germany without residence title and a visa. However,
they must report their arrival to the Registration Office and the
Foreigner’s Office if the employment search is expected to ex-
ceed three months.

The same regulations regarding the notification procedure for
the certificate of residence also apply to nationals of Iceland,
Liechtenstein and Norway (members of the European Economic
Area) who intend to stay permanently and work in Germany. A
visa and residence title is not required, and approval of the
Labour Office is not necessary. For a stay up to three months, a
notification certificate issued by the Foreigner’s Office must be
obtained (see Section G).

Swiss citizens are also protected by the right of free movement
within the EU in full scope and are allowed to enter Germany with-
out a German visa. For a permanent stay (longer than 3 months),
they must register with the Registration Office. In addition, they
must apply for a German residence title with the responsible For-
eigner’s Office (see Section G).

Under the Schengen treaty, nationals of Austria, Belgium, Den-
mark, France, Germany, Greece, Italy, Iceland, Luxembourg, the
Netherlands, Norway, Portugal, Sweden and Spain may cross
national borders with only their identification cards and are not
required to show valid passports, because these states joined the
Schengen treaty.
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EU Nationals from New Member States. EU nationals from the
new member states other than Cyprus and Malta (Bulgaria,
Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland,
Romania, the Slovak Republic and Slovenia) may enter Germany
for tourist or business trips without a visa, but still face some
restrictions when entering Germany for work purposes. For
example, they must apply for a separate work permit.

Nationals of these states need a valid identity card or a valid pass-
port for entering Germany but are not required to apply for a
German visa or residence title before entry. In general, the pass-
port or identity card must remain valid throughout the entire
length of stay. After entry into Germany, nationals of a new EU
member state (excluding Cyprus and Malta) must apply for a
German residence title if a stay longer than three months is intend-
ed (see section G).

Nationals of Preferred Countries. In addition to EU nationals, cit-
izens of more than 30 countries, including major Western coun-
tries, may enter and stay in Germany for up to three months with-
out German visas or residence titles under an exception in the
German immigration law. This exception applies only if these
nationals do not work in Germany. For example, the exception
applies to individuals traveling for tourist purposes or staying in
Germany for business activities exclusively. Individuals staying
for a period of longer than three months or for regular work pur-
poses must apply for a German residence title. In all cases, a
valid passport is required when entering Germany.

In addition, relief is possible for trainees or for persons who
intend to start scientific activities in Germany if the stay does not
exceed three months and if the approval of the Labour Office is
not required (see Section G).

Nationals of Nonpreferred Countries. Citizens from nonpreferred
countries need a valid passport and a German visa before enter-
ing Germany.

G. Visas, Residence Titles, Notification of Residence

and Registration

Visas. All nationals who are not from EU or similarly treated

countries (see Section F), must apply for a residence visa for

work purposes (work visa) before beginning to work regularly in

Germany. A visa is represented by a stamp on the passport that

allows entry to Germany. The visa must include the intended pur-

poses of the stay in Germany. The following are the types of

German visas:

* Schengen visa that allows a stay in Germany for specific pur-
poses (for example, business activities) up to 3 months per half
year. A Schengen visa is issued by national authorities of the
member states of the Schengen treaty, which are Austria,
Belgium, Denmark, Finland, France, Germany, Greece, Iceland,
Italy, Luxembourg, the Netherlands, Norway, Portugal, Spain
and Sweden.

* National visa, which allows a stay exceeding a period of three
months or a stay for beginning employment in Germany.

* Dual visa, which allows stays in Germany and short stays in
other Schengen member states, with multiple entry into Germany.

Citizens from most preferred countries (Australia, Canada,
Israel, Japan, New Zealand, South Korea and the United States)
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may apply for a visa in Germany with the Foreigner’s Office.
Citizens from the other countries must apply for a German visa
at the German embassy or the German consulate general in their
country of residence for a German visa before entering Germany.

Application forms for visas may be obtained at German embassies
and consulate generals throughout the world.

Visas constitute preliminary residence titles.

Permanent Residence Titles. After entry to Germany, a foreigner
must apply with the Foreigner’s Office for a permanent residence
title. Effective from 1 January 2005, the German immigration
law has been amended to establish a “one-stop government” pro-
cedure. Under this procedure, the residence title granted by the
Foreigner’s Office includes a work permit. The work permit is no
longer the subject of a separate procedure or a separate docu-
ment. The foreign national who intends to stay in Germany for
working purposes is now required to apply only with the For-
eigner’s Office. He or she no longer needs to make a separate
application to the Labour Office. The Foreigner’s Office will
automatically involve the Labour Office in the application proce-
dure. Under the new rules, the permanent residence title shows a
note specifying the allowed purpose of stay, the kind of work
allowed and the name of the employer.

Under the German immigration law, two types of residence titles
are available.

A limited residence title, known as a residence visa (Aufenthalt-
serlaubnis) is granted primarily in connection with stays for work-
ing and education purposes, for family reasons and for human-
itarian and political reasons. The residence visa for working
purposes requires, in general, the approval of the Labour Office.
The approval of the German Labour Office is ensured by the par-
ticipation of the Foreigner’s Office, which reviews requests for
residence titles.

The second residence title is the settlement visa (Niederlassung-
serlaubnis). The settlement visa is an unlimited residence title,
which includes an unlimited working permit with respect to the
duration and the type of work. Approval by the German Labour
Office is necessary for the granting of this visa. The settlement
visa is generally granted if a foreigner holds a valid residence
visa for more than five years and fulfills other conditions. The
settlement visa is also granted from the beginning of the work in
Germany to certain individuals with special qualifications, in-
cluding scientists, professors and other professionals, if the indi-
vidual’s salary exceeds a special limit, which is currently approx-
imately €95,400.

Registration. Nationals from the old EU member states, as well
as from Cyprus and Malta, who enter Germany for a period of
more than three months must register with the Registration
Office as well as with the Foreigner’s Office to obtain a confir-
mation of residence. In contrast to nationals of non-EU countries,
they are not required to meet special requirements to obtain this
confirmation. The German Foreigner’s Office has no discretion
regarding the granting of this confirmation and, accordingly, the
document has declarative character only.
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In general, the same regulations apply to nationals from the new
EU member states (excluding Cyprus and Malta). However, these
nationals must apply for an approval of the Labour Office before
beginning to work in Germany. The authorities have discretion
regarding the issuance of confirmation of residence to such indi-
viduals. Nevertheless, the nationals from such countries enjoy bet-
ter treatment than citizens from non-EU countries (see Section H).

The registration procedure for every foreigner who intends to
reside in Germany (regardless of nationality) begins with registra-
tion at special Registration Offices (Einwohnermeldeamt). Regis-
tration must take place within one week after establishing resi-
dence in Germany, and all subsequent changes in residence must
be reported to the Registration Office within one week after the
change. Failure to register properly with the appropriate authori-
ties may result in fines.

The second step in the registration process is the registration with
the Foreigner’s Office. Nationals of old EU member states, as well
as of Cyprus and Malta, must complete a special form to obtain
the confirmation. Forms are available at the Foreigner’s Offices
or on the official homepage of the Foreigner’s Office. The rele-
vant Foreigner’s Office is determined based on the individual’s
intended place of residence. Nationals of the new EU member
states (excluding Cyprus and Malta), as well as of non-EU coun-
tries must complete an application form for a residence permit.

The required documents (valid passport, copies of German visa,
proof of health insurance and documents for the approval of the
Labour Office; see section H) should be confirmed in advance,
because the local Foreigner’s Office may change these require-
ments on short notice.

Nationals of Old EU Member States Already Holding a Residence
Title. Nationals of old member states, who entered Germany
before 1 January 2005 and hold a residence title with a permit to
work, may apply for the new style EU residence permit. For these
nationals, the same rules apply as those for the nationals of old
EU member states.

H. Approval of the Labour Office and Self-Employment

General. As discussed in Section G, a separate work permit in
Germany no longer exists. The approval of the Labour Office is
included when the Foreigner’s Office grants the residence title for
working purposes.

Exclusions. Foreign employees may not need to obtain the approval

of the Labour Office in certain circumstances. For example, the

approval is not required in the following circumstances:

» The residence titles are granted as a result of international
treaties;

* The individuals have special professional qualifications, such as
scientists employed at universities, artists, athletes and models;

* The individuals are legal representatives of German corpora-
tions, partners of private or commercial partnerships in Germany,
representatives of German liaison offices of foreign companies
or leading employees with the general power of attorney to rep-
resent the employer; and

* The individuals are journalists and correspondents, members
of airplane and ship crews or truck drivers engaged in cross-
border traffic.
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The approval of the Labour Office is not necessary for several
activities of foreign employees in Germany, which do not exceed
3 months within a period of 12 months. These activities include
construction of machines sold by the employer, implementation
of respective software for the machines, and repair and mainte-
nance services for machines sold by the employer in Germany.

Approval of the Labour Office is not required for the rendering
of specified services of foreign employees who are assigned by
an employer resident in an EU member state if the respective em-
ployee belongs to the permanent staff of the company.

Approval of the Labour Office is also not required for business
trips and for stays seeking employment. Foreign nationals con-
ducting business negotiations on behalf of a foreign company as
well as business executives may be exempt from the Labour
Office approval requirement if they stay in Germany for three
months or less per year.

Students holding a German residence title for study purposes in
Germany are entitled to work without approval of the Labour
Office if the work period is limited to 90 days per year or 180 half-
days per year or if the student is employed part-time at a univer-
sity (without time limit).

Before beginning work in Germany, a detailed review of the indi-
vidual’s intended activities should be undertaken to determine if
any of the above exceptions apply.

EU Nationals. Nationals of old EU member states, as well as of
Cyprus and Malta, do not need to obtain the approval of the
Labour Office when registering with the Foreigner’s Office as
they are protected by the EU right of free movement. Also, Swiss
citizens do not need the approval of the Labour Office.

The right of free movement does not yet fully apply to nationals
of new EU member states. During a transition period of up to
seven years, the legal status of these EU nationals will be grad-
ually adjusted until it conforms to the status of the nationals of
old EU member states. The transition process must be finalized
by 2011, at the latest. During the transition period, the nationals
of the new EU member states (excluding Cyprus and Malta) are
required to apply to the German Labour Office for an EU work
permit. The EU work permit is, in general, limited to one year
and renewable each year.

Non-EU Nationals. Except for the exempt categories discussed
above, all non-EU employees who want to work in Germany must
obtain the approval of the Labour Office when applying for a
German residence title with the Foreigner’s Office.

Specific conditions need to be fulfilled to obtain the work permit.
In particular, a so-called “public interest” must be demonstrated.
In general, the new German immigration law facilitates the entry
to the German labor market of qualified professionals. As a result,
an information technology (IT) specialist, a high-level profession-
al and a leading employee should receive a positive decision. An
individual can also receive approval if he or she participates in an
international assignment project. In all cases, the Labour Office
may exercise discretion when reviewing the request.
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In general, the approval of the Labour Office is granted only if
the employment of a foreign national is deemed necessary.
Supply and demand in the German labor market is taken into
account; approval is not granted if the employment of a foreign
national may adversely affect the availability of jobs for qualified
German nationals or foreign employees with exempt status (par-
ticularly EU nationals). In practice, most of the local Labour
Offices require the employer to prove that efforts were undertak-
en to find German or privileged foreign national employees for
the job. Even if German candidates are not available, the foreign
national may be precluded from receiving a work permit for other
reasons. Approval is easier to obtain for transfers of experienced
employees with university degrees within an international oper-
ating company (that is, transfers from the parent company, which
must be located in the employee’s home country, to the German
subsidiary).

Procedure for Obtaining the Approval of the Labour Office. The
application of non-EU nationals must be accompanied by speci-
fied documents together with the application documents for the
residence title for working purposes. In general, a detailed job
description, a letter of invitation and a signed and dated labor
contract are required. The employer may act as proxy on behalf
of the employee and submit the job description and the letter of
invitation. The documents are filed with the local Foreigner’s
Office which automatically involves the Labour Office responsi-
ble for the area of the location of the employer.

Normally, a regular residence title for working purposes is ini-
tially valid for one year, and generally extended for an additional
year. The employment of individuals without valid residence
titles is punishable under German law with severe fines.

Many uncertainties may arise in the initial planning stages of an
expatriate’s assignment. The procedure for obtaining residence
titles for working purposes is particularly difficult. Also, lan-
guage barriers and time limitations may present obstacles. There-
fore, it is highly recommended that the expatriation process begin
early and include assistance from qualified professionals in the
areas of visas, residence titles for working purposes, and tax and
social security matters.

Self-Employment. In general, self-employed foreign non-EU
nationals must have a residence title to enter and stay in Germany
if they intend to remain longer than three months. However, ex-
ceptions may apply in certain circumstances. Before a residence
title is issued, the local Foreigner’s Office consults the appropriate
local Commerce Office (Gewerbeamt) and business and profes-
sional associations.

Self-employed persons are not required to obtain the approval of
the Labour Office when applying for a residence title because
they are not considered employees under the legal definition.

Any person wishing to begin a trade or business in Germany is
required to report his or her intention to the local Commercial
Office (Gewerbeamt). This local authority then provides a cer-
tificate confirming that the trade or business is duly registered,
while simultaneously informing the German tax authorities. Cer-
tain trades also require special permits.
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Individuals intending to begin a specialized trade or business sub-
ject to legal restrictions must show particular qualifications and
personal reliability. In certain circumstances, even if the applicant
is unable to produce proof of sufficient knowledge of the subject,
a certificate may be granted if he has passed an examination con-
ducted by an appropriate German board.

Provisional Rules Regarding Existing Work Permits. Under provi-
sional rules, a national of a new EU member state is generally en-
titled to request an unlimited EU work permit if he or she already
holds a German work permit valid for longer than 12 months. This
rule does not apply to foreign employees who have been assigned
to Germany by an employer resident in a foreign country.

A work permit (4rbeitsgenehmigung) issued before the introduc-
tion of the new immigration law remains valid. If the work per-
mit will expire within a year, it is recommended that the individ-
ual apply for an extension with the Foreigner’s Office under the
new procedure as soon as possible. The old work permit is
viewed as unlimited approval of the Labour Office with respect
to the situation in the German labour market, as well to as the
type of work and the employer.

I. Family and Personal Considerations

Family Members. Spouses and children younger than 18 years
of EU nationals employed in Germany are entitled to stay per-
manently in Germany after registration of residence with the
Foreigner’s Office even if they are non-EU nationals. For exam-
ple, a U.S. national married to an Italian national does not need
to apply for a residence title for working purposes if the Italian
national is employed or self-employed in Germany. The U.S.
national needs only to register with the Registration Office and to
report his or her residence to the Foreigner’s Office to obtain the
certificate of residence.

The spouse and dependants of a non-EU national must apply for
their own residence titles separately and, in the case of intended
work in Germany, for a residence title for work purposes. If the
spouse decides to accept a job offer after arrival in Germany, an
application for a residence title for work purposes may be filed
later. However, the waiting period may be one year. Therefore, it
is recommended that a spouse decide in advance whether he or
she wants to work in Germany.

In general, residence titles for the spouse and children younger
than 18 years are granted if the foreign national holds a residence
title and if sufficient income and housing for all family members
is ensured. Other dependents may receive residence titles if
unreasonable hardship would otherwise exist.

The authorization for work of family members granted with their
residence title depends on the residence title of the foreign
national. In general, family members are entitled to work to the
extent of the work entitlement of the foreign national. In the most
important case, if the foreign national holds a settlement permit
for an unlimited period of time, the spouse will receive a limited
residence permit and is also automatically entitled to work in
Germany. In addition, the spouse may regularly obtain extensions
of the residence title for working purposes after application.
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Under certain circumstances, the dependants’ ability to obtain an
extended residence title for working purposes is facilitated by
law. In particular, this applies to a spouse who is living in a mar-
ital status with a foreign national in Germany for two years in
accordance with the German immigration law. The conditions for
obtaining a settlement permit are deemed to be fulfilled for a
child who has held a German residence title for five years as of
his or her 16th birthday. In addition, a spouse who lives in mari-
tal status in Germany may obtain a settlement permit if the for-
eign national holds a settlement permit.

Marital Property Regime. In general, German marital property
laws apply only to persons whose domicile is in Germany, not to
expatriates residing in Germany on temporary assignment. How-
ever, under certain circumstances, foreign nationals residing in
Germany may elect to be covered under German community
property laws.

Under the German community property regime, during a mar-
riage, each spouse independently owns property owned prior to
the marriage. Any additional wealth (except gifts and bequests)
acquired during the marriage with the income of one spouse is
nominally considered to be owned during the marriage by that
spouse. However, upon termination of the marriage, each spouse
is solely entitled to the property he or she brought to the marriage
and to one-half of any wealth accumulated during the marriage,
including income earned on separate property.

A married couple may elect out of marital property laws by a
written agreement, signed by both parties and notarized.

Forced Heirship. German inheritance law provides that direct lin-
eal relatives (parents and children) and spouses have the right to
inherit 50% of their deceased relative’s estate, regardless of the
provisions of any will or testament to the contrary.

Drivers’ Permits. Citizens of EU and European Economic Area
(EEA) member countries may use their home country driver’s
licenses until the expiration date of the licenses for the entire
length of their stays in Germany without applying for German
licenses.

Other foreign nationals on assignment in Germany may drive for
a maximum of six months if they have valid foreign drivers’
licenses. A foreign national must apply for a German license with
the Public Affairs Office (Ordnungsamt) within three years after
the date of entry into Germany. Citizens of the following coun-
tries can apply for a German driver’s license without a new exam-
ination: Croatia; French Polynesia; Israel; Japan; Korea (South);
New Caledonia; Singapore; South Africa; and Switzerland. U.S.
citizens may apply without examination if they hold specified
state drivers’ licenses (for example, Alabama, Arizona, Ohio and
Utah). In general, Canadian citizens may apply without a new
examination. However, even if an individual described in this
paragraph applies for a German driver’s license, he or she may
not drive in Germany with his or her home country driver’s
license after a six-month period beginning with the date of entry
into Germany.

The following documents are necessary to obtain a driver’s
license:
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* Valid passport and residence permit;

* One photograph;

* Translation of the foreign driver’s license by a qualified sworn
translator or by one of the major German automobile clubs (not
applicable to citizens of EU or EEA member countries, Hong
Kong, New Zealand, Senegal and Switzerland);

* Original and photocopy of the foreign driver’s license; and

» Name of the German driving school that the foreign national
wishes to attend to prepare for the practical and theoretical
exam (only if exam is required).

After a three-year period, proof of eye examination and a certifi-
cate for training in first aid procedures are required.

APPENDIX 1: TAXABILITY OF INCOME ITEMS
Not

Taxable* Taxable Comments
Compensation
Base salary X — —
Employee contributions
to home country
benefit plan X — —
Bonus
Retained hypothetical tax
Cost-of-living allowance
Housing allowance
Employer-provided housing
Housing contribution
Education reimbursement
Hardship allowance
Other allowance
Premium allowance
Home-leave allowance
Other compensation
income
Moving expense
reimbursement
Tax reimbursement
(current and/or prior,
including interest, if any)
Value of meals provided

Other Items

Foreign-source personal

ordinary income (interest

and dividends) X — —
Capital gain from sale

of personal residence

in home country — X (b)
Capital gain from sale of

stock in home country — X (c)
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*  Bracketed amounts reduce taxable income.

(a) Reimbursements for expenses incurred for maintaining or improving the em-
ployee’s skills needed in the employee’s profession, such as language course
tuition fees, are not taxable. This contrasts with educational allowances paid
for family members, which are included in taxable income.

(b) The gain is not taxable if the residence is sold after more than 10 years.

(c) The gain is not taxable if the shares were held for more than 12 months.
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APPENDIX 2: SAMPLE INCOME TAX CALCULATIONS

Sample general tax calculations for 2007 are provided below for
individuals who are married with two children under the age of
18 and are claiming the deduction of the children allowance for
the full year. It is assumed that the only income to be reported on
the annual return is compensation.

€ € €
Calculation of Taxable Income (a)
Income from employment 75,000 150,000 300,000
Deductions:
Employee’s lump-sum
deduction (920) (920) (920)
Special expenses:
Social security lump-sum
deduction (4,756)  (4,756)  (4,756)
Standard deduction (72) (72) (72)
Child care allowance (4,320)  (4,320)  (4,320)
Children allowance (7,296) _(7.296) _ (7.296)
Taxable income 57.636 132,636 282.636
Calculation of Tax
Income tax
(income-splitting tax table) 10,868 39,878 102,878
Solidarity surcharge 597 2,193 5,658
Compulsory social
security taxes
(employee’s contribution):
Old age and disability
insurance 6,268.56 6,268.56  6,268.56
Unemployment insurance 1,323.00 1,323.00 1,323.00
Health insurance (b) 3,355.80 3,355.80  3,355.80
Nursing care insurance (b) 363.36 _ 363.36 363.36
Total 22.775.72 53,381.72 119.,846.72

(a) The church tax is deductible in computing income tax. For purposes of the
sample tax calculations presented in this appendix, the church tax is not taken
into consideration. In addition, the effect of child subsidy payments from the
German (or any other) government is ignored.

(b) The health and nursing care contributions are calculated based on the volun-
tary contributions to the state system. An average health insurance rate of
13.9% is assumed.

GHANA
Country Code 233
ACCRA GMT
Ernst & Young Street Address:
Mail Address: G 15 White Avenue
P.0. Box 16009, Airport Airport Residential Area
Accra Accra
Ghana Ghana

Executive and Immigration Contacts
Wilfred Okine (21) 779-942
Fax: (21) 778-894
E-mail: wilfred.okine@gh.ey.com
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Yaw Asane-Boadi (21) 772-001
Fax: (21) 778-894
E-mail: yaw.asante-boadi
@gh.ey.com
Isaac Quaye (21) 779-868
Fax: (21) 778-894
E-mail: isaac.quaye@gh.ey.com

A. Income Tax

Who Is Liable. Residents are subject to tax on chargeable income
accruing in, derived from, brought into or received in Ghana.
Nonresidents are subject to tax only on chargeable income accru-
ing in or derived from Ghana.

Individuals are considered resident in Ghana if they meet any of

the following conditions:

¢ A citizen of Ghana other than a citizen who has a permanent
home outside Ghana for the whole tax year;

* An individual who is present in Ghana for an aggregate of at
least 183 days in a 12-month period that begins or ends during
the year of assessment;

* An employee or official of the government of Ghana posted
abroad during the year of assessment; or

* A citizen with a permanent home in Ghana temporarily out of
Ghana for no longer than 365 successive days.

Income Subject to Tax. The taxation of various types of income is
described below. For a table outlining the taxability of income
items, see Appendix 1.

Employment Income. Employees, including directors of compa-
nies, are subject to tax on gains or profits from any employment,
including allowances or benefits paid in cash or in kind to or on
behalf of an employee.

Taxable income of employees consists of total income, excluding

the following amounts:

» Reimbursement of medical, dental or health insurance expenses
if all full-time employees are entitled to the same benefit;

* Passage to and from Ghana for a nonresident individual appoint-
ed outside Ghana whose presence in Ghana is solely for the pur-
pose of serving the employer;

* Employer-provided accommodation at the field site of timber,
mining, building, construction or farming operations;

» Reimbursement for expenditure incurred by the employee that
serves the proper business purposes of the employer;

* Severance pay; and

* Night-duty allowances paid to a night-shift employee if the
amount involved does not exceed 50% of the employee’s month-
ly basic salary.

Self-Employment and Business Income. Self-employed persons
include traders, businesspersons, professionals or individuals
carrying on any vocation, partners in partnerships and sole
proprietors. Taxable business income consists of net profit plus
expenses that are not deductible for tax purposes, less capital
(depreciation) allowances and personal deductions and allowances.

Investment Income. Investment income includes dividends paid
by resident and nonresident corporate entities, interest income,
annuities, royalties and rents.
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The dividend tax rate is 8%.

Interest paid to individuals by resident financial institutions or
the government is exempt from tax.

Capital Gains. Capital gains are taxed at a rate of 5%. Capital
losses are not taken into account.

Capital gains tax is generally assessed on gains realized on the

disposal of the following taxable assets:

* Buildings in Ghana;

* Businesses and business assets, including goodwill but exclud-
ing trading stock and certain classes of assets located in Ghana;

* Land, other than agricultural land in Ghana; and

* Shares of a resident company other than securities traded on the
Ghana Stock Exchange.

A gain is computed by deducting from the amount realized the
cost base of the chargeable asset.

Capital gains are exempt from tax if the sum realized on the dis-
posal of a chargeable asset is used to acquire a similar asset with-
in one year of realization.

Capital gains are exempt from tax if they accrue to a company
from a merger, amalgamation or reorganization with continuity
of ownership of at least 25%.

Deductions

Expenses wholly, exclusively and necessarily incurred in the pro-
duction of income from employment, business or investment are
deductible.

Individuals may deduct the following annual personal allowances:

¢ Children’s education allowance: ¢300,000 per child or ward, up
to a maximum of three children;

* Dependent elder relative allowance: ¢250,000 per dependant,
up to a maximum of two dependants;

* Marriage/responsibility relief: ¢350,000;

* Disability allowance: 25% of assessable income from business
or employment;

« Life insurance premium allowance: up to a maximum of 10%
of the sum insured;

¢ Old age relief: up to ¢100,000 each year; and

* Professional/vocational training allowance: up to a maximum
of ¢500,000.

Rates. The table below presents the progressive rates of income
tax applicable to resident individuals. Nonresidents are subject to
income tax at a flat rate of 15%.

Chargeable Income Tax on Lower Rate on
Exceeding Not Exceeding Amount Excess
¢ ¢ ¢ %

0 2,400,000 0 0
2,400,000 4,800,000 0 5
4,800,000 16,800,000 120,000 10

16,800,000 96,000,000 1,320,000 17.5
96,000,000 — 15,180,000 25

Management fees and technical service fees paid to nonresidents
are subject to a 15% final withholding tax.
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For a sample tax calculation, see Appendix 2.

Relief for Losses. An entity carrying on a mining, farming or
manufacturing business may carry forward losses for five years.
For this purpose, “manufacturing” is defined as a business that
manufactures primarily for export.

B. Other Taxes
Net Worth Tax. Ghana does not impose a net worth tax.

Estate and Gift Taxes. Ghana does not impose estate or inheritance
tax.

Gifts that exceed ¢500,000 in value are taxed at a rate of 5%

unless they are received in one of the following ways:

» Under a will or through intestacy;

 From a spouse, child, parent, brother, sister, aunt, uncle, nephew
or niece;

* By a religious body for the public benefit; or

* For charitable or educational purposes.

Gifts of the following assets are subject to gift tax:

* Land,

* Buildings;

« Stocks, shares, bonds and other securities;

* Money, including foreign currency;

* Businesses and business assets;

* Any means of transport; and

* Goods or chattels not included in the categories listed above.

C. Social Security

Ghana imposes social security tax at a rate of 17.5%. Employers
must pay social security tax at a rate of 12.5% of the employees’
pay, and must withhold an additional 5% from each employee’s pay.
Employers remit the employer and employee contributions to the
Social Security and National Insurance Trust. Self-employed per-
sons must contribute 17.5% of their monthly income to the trust.

D. Tax Filing and Payment Procedures

The tax year is the calendar year. Individuals, including employ-
ees, must file their returns within four months after the end of the
tax year. Payment of tax by self-employed individuals must be
made on a quarterly basis. Employees are subject to withholding
tax on their salaries under the Pay-As-You-Earn (PAYE) system.

E. Double Tax Relief and Tax Treaties

If a double tax treaty applies, foreign tax paid may be credited
against the total tax payable on the same income in Ghana.

Ghana has entered into double tax treaties with Denmark, France,
Gambia, Nigeria, Sierra Leone, South Africa, Sweden and the
United Kingdom.

F. Temporary Permits

Ghana requires visitors to obtain entry visas, except visitors from
countries that have visa abolition treaties with Ghana. Nationals
of British Commonwealth countries in East Africa, notably
Botswana, Kenya, Malawi, Tanzania, Uganda, Zambia and
Zimbabwe, nationals of the 16 member countries of the
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Economic Community of West African States (ECOWAS) and
nationals of Malaysia, Singapore and Thailand do not need entry
visas.

Visas and permits are used interchangeably. British Common-
wealth citizens need entry permits, while all other foreign nation-
als require visas. The following permits or visas are issued by the
government of Ghana: transit visas, visitors’ visas, work permits
and residence permits.

To obtain an entry visa, individuals must prove that they can
sustain themselves financially while in Ghana, except foreign
nationals who own assets in Ghana.

Emergency entry visas may be obtained on arrival in Ghana
through direct application to the Director of Immigration. This
facility is primarily for foreign nationals who come from coun-
tries where Ghana has no mission or consulate. Application for
emergency entry visas should be made to the director at least
seven days prior to the date of arrival.

Transit visas are issued to travelers who wish to pass through
Ghana.

Visitors’ visas valid for 60 days are issued on arrival to visitors who
have acquired entry permits or visas (either single- or multiple-
entry). Visitors’ visas may be extended by submitting an application
to the Immigration Service at Accra or to regional headquarters.

G. Work Permits and Self-Employment

Work permits are generally granted by the Ministry of the Interior
to dependants of expatriate employees or to individuals who have
already been issued residence permits, to enable them to take up
specified employment for remuneration. Work permits may also
be granted to foreign nationals engaged on a short-term basis for
certain specific services and, in these cases, are not counted against
a company’s immigrant quota (see Section H).

Other than reciprocity, when reviewing applications, the govern-
ment considers whether the activity in which the foreign nation-
al is engaged is functional, whether the applicant honors his or
her tax obligations, and whether the applicant has evidence of
satisfactory financial support.

An applicant may not work in Ghana while his or her work appli-
cation and other papers are being processed. If possible, approval
must be obtained from the nearest Ghana’s consulate before an
expatriate employee travels to Ghana. However, such protocol
can be received in Ghana.

It is an offense for a foreign national to change employers after
he or she receives a work permit. If it is necessary to change
employers, the Immigration Service should be notified within
one week after the applicant knows he or she is changing jobs.

Work permits must be renewed annually; however, long-term (two
or more years) work permits are issued if the applicant has worked
consistently in Ghana for at least three years.

A foreign national may invest or start a business in Ghana by reg-
istering the company with the Registrar of Companies and then
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by applying to the Ghana Investment Promotion Centre, indicat-
ing his or her field of investments.

Foreign nationals may manage subsidiary companies in Ghana.

H. Residence Permits

Residence permits are issued by the Director of Immigration to
foreign nationals wishing to reside in Ghana. The initial residence
permit is valid for up to four years. Applications for renewals may
be submitted to the Director within one month before the other
permit expires. Subsequent renewals may be valid for up to eight
years, at the Director’s discretion. Applicants must normally be
sponsored by established entities in Ghana or by universities or
international organizations.

Residence permits are granted by the Ghana Immigration service
to expatriate personnel employed by companies or individuals un-
der the immigrant quota system. The immigrant quota specifies
the number of foreign nationals a person or firm is permitted to
employ in Ghana in a particular occupation. A foreign national
on a company’s quota automatically receives a residence permit.

New investors who wish to take up residence in Ghana are granted
residence permits only after satisfying investment requirements
with the Ghana Investment and Promotion Centre (GIPC). Invest-
ors qualifying under the Free Zone Act have an open immigrant
quota.

I. Family and Personal Considerations

Family Members. Residence permits may be issued to a spouse and
other dependents of a principal residence permit holder. Issuance
is subject to the condition that the dependents may not undertake
remunerated employment without authorization.

Drivers’ Permits. In general, it is illegal for foreign nationals to
drive in Ghana without Ghana drivers’ licenses. However, an inter-
national driver’s license may be used for a brief period. Foreign
nationals must take a road test to obtain a Ghana driver’s license.

APPENDIX 1: TAXABILITY OF INCOME ITEMS
Not

Taxable  Taxable Comments
Compensation
Base salary X — —
Employee contributions
to home country
benefit plan
Bonus
Retained hypothetical tax
Cost-of-living allowance
Housing allowance
Employer-provided
housing (accommodation)
Employer-provided vehicle
(private use)
Housing contribution
Education reimbursement
Hardship allowance
Other allowance

I N N S R Y
\
S
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Not
Taxable Taxable Comments
Premium allowance X — —
Home-leave allowance X — —
Other compensation income X — —
Moving expense
reimbursement — X —

Tax reimbursement
(current and/or prior,
including interest, if any)

Value of hotel provided

Other Items

Foreign-source personal

ordinary income

(interest and dividends) X — (d)
Capital gain from sale

of personal residence

in home country — X (d)
Capital gains from

sale of stock

in home country — X (d)

< <
|

©

(a) The following are the amounts included in taxable income for employer-
provided housing.
Amount Included in

Item Provided Taxable Income

Accommodation with furnishing 10% of the person’s total cash
emoluments

Accommodation only 7.5% of the person’s total cash
emoluments

Furnishing only 2.5% of the person’s total cash
emoluments

Shared accommodation 2.5% of the person’s total cash
emoluments.

(b) The following are the amounts included in taxable income for employer-
provided vehicles.

Amount Included in

Item Provided Taxable Income

Driver and vehicle with fuel 12.5% of the person’s total cash
emoluments, up to a maximum
of ¢3,500,000 per month

Vehicle with fuel 10% of the person’s total cash
emoluments, up to a maximum
of ¢3,000,000 per month

Vehicle only 5% of the person’s total cash
emoluments, up to a maximum of
¢1,500,000 per month

Fuel only 5% of the person’s total cash
emoluments, up to a maximum
of ¢1,500,000 per month.

(c) This item is not taxable if the employee is in transit. It is taxable as described
in footnote (a) if the employer has provided the employee housing in the hotel.

(d) Income derived outside Ghana is taxable only if it is received or brought into
Ghana when the employee is resident in Ghana.

APPENDIX 2: SAMPLE TAX CALCULATION

A sample tax calculation for the 2007 tax year is provided below
for an expatriate who is resident in Ghana for 2007 and is mar-
ried with two dependent children under 18 years old. During
2007, the expatriate receives salary of ¢324,000,000, of which
¢84,000,000 was paid in Ghana. The balance was deposited in a
home-country bank account and not remitted to Ghana. His
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employer provided him housing with furnishings at a cost to the
company of ¢6,000,000. The expatriate earned dividends from
home-country investments of ¢12,000,000, ¢6,000,000 of which
was remitted to Ghana. The following is the tax calculation using
2007 rates.

¢ ¢

Calculation of Taxable Income*
Income:

Salary 324,000,000

Taxable value of

accommodation

with furnishing

(10% of total

emoluments of

¢324,000,000) 32,400,000
Total income 356,400,000
Personal deduction:

Married (350,000)
Total deductions (350,000)
Taxable income 356,050,000
Calculation of Tax
Tax on ¢2,400,000 0
Tax on ¢2,400,000 at 5% 120,000
Tax on ¢12,000,000 at 10% 1,200,000
Tax on ¢79,200,000 at 17.5% 13,860,000
Tax on ¢260,050,000 at 25% 65,012,500

¢356.,050,000

Income tax payable 80,192,500

* The dividend received is presumed to have suffered tax at a rate of 10% in the
home country. No dividend tax is payable on this income because Ghana’s div-
idend tax rate is 10%.
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A. Income Tax

Who Is Liable. Individuals resident in Greece are taxed on their
worldwide income. Nonresidents are taxed on their Greek-source
income only.

Residence is not specifically defined in the tax law. However, in

general, the following two elements should be examined to deter-

mine whether an individual is resident in Greece for tax purposes:

« Physical presence in Greece; and

* The person’s intention of making Greece the center of his or her
activities.

Both the individuals and the tax authorities may use any facts to
prove that the individual does not have the intention to make
Greece the center of his or her activities.

Income Subject to Tax. The taxation of various types of income is
described below. For a table outlining the taxability of various
income items, see Appendix 1.

Employment Income. Employees are subject to income tax on
income derived from employment, which includes income from
salaries, wages, allowances, pensions, other payments periodi-
cally made for services rendered and certain other income.

To calculate taxable income, income derived from all sources is
accumulated. All deductible expenses (see Deductions) are sub-
tracted, and the tax due is calculated at the graduated rates set forth
in Rates. Certain tax credits may be claimed (see Tax Credits).

Under court decisions, expatriates working in Greece may take
the position that certain benefits do not constitute taxable income.
Although the tax authorities have sometimes disputed this posi-
tion, they have generally accepted the position in recent years.
However, the acceptance of the position by the authorities should
not be assumed, and the issue should be examined on a case-by-
case basis. Benefits for which this favorable position can be taken
include the following:

* Home-leave reimbursement; and

* Moving expenses.

Expatriates must be reimbursed for the actual amount of costs in-
curred rather than be paid lump-sum allowances, such as “home
leave allowances.”

Other payments usually made to employees on international

assignment are taxable, including the following:

* International service premiums;

* Cost-of-living allowances;

* Housing and education benefits;

* Relocation bonuses;

 Performance bonuses;

* Employee tax reimbursements; and

* Other allowances paid periodically and regularly (see Appendix
D).

Self-Employment and Business Income. Individuals are subject to
income tax on business income, which is defined as income
derived from any commercial, industrial or other activity under-
taken for profit, as well as from a profession. In addition, self-
employed individuals engaged in commercial activities must use
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the accrual method of accounting and must include in taxable
income various items, including all receipts, expense reimburse-
ments and interest payments directly related to the commercial
activities.

Income derived from the activities described above is subject to
income tax at the rates set forth in Rates or at the corporate rate,
depending on the structure of the enterprise.

Investment Income. In Greece, dividends are paid out of after-tax
profits. Shareholders are not taxed on dividend income from Greek
shares.

Interest paid by banks operating in Greece on all types of deposits
denominated in euros is subject to a 10% final withholding tax.
Deposits denominated in currencies other than euros in Greek
banks are exempt from tax if the depositor is a nonresident. For
Greek tax residents, foreign interest is subject to a 20% with-
holding tax, which is not a final tax.

Rental income and royalties are aggregated with income from
other sources and taxed at the rates in Rates. For nonresidents, the
withholding tax rate for royalties is 20% unless otherwise pro-
vided by a relevant double tax treaty.

Directors’ Fees. Directors’ fees are subject to a final withholding
tax at a rate of 25%. Certain exemptions apply, and no further tax
is imposed.

Deemed Income. The amount of declared income is compared with
the amount of deemed income, determined based on evidence re-
lating to amounts spent on the acquisition of assets and on living
expenses.

In general, amounts spent for the acquisition of assets are con-
sidered evidence of income to the extent that such amounts can-
not be justified by the following:

* Tax-exempt income or income that has been taxed under special
rules, such as bank interest and directors’ fees;

* Capital that has been accumulated out of taxed or tax-exempt
income of prior years or from the sale of assets;

» The importation of foreign exchange into Greece (restrictions
apply to the importation of foreign exchange by Greek tax res-
idents to cover deemed income);

 Contracted loans; and

* Gifts received or gains from lotteries.

The list of items that can be used as evidence for the determina-
tion of an individual’s deemed income is changed from time to
time. Currently, the list contains the following items:

* Motor cars, pleasure boats, aircraft, and chattels of great value.

* Buildings, with the exception of buildings constructed or pur-
chased for use as a first residence, provided the area of such
residential buildings does not exceed 120 square meters. If the
area exceeds 120 square meters, it is prorated.

* Swimming pools.

» Annual donations in excess of €300, except donations made to
the state and municipal governments and other government
bodies.

* Loans and gifts from parents to children in excess of €300.
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» Annual expenditure for the payment of interest and principal
with respect to loans or credit.

« Purchases of valuable articles over €5,000.

* Loans granted except for loans to companies, joint ventures or
societies from partners or shareholders.

* Ownership or leasing of a home over 150 square meters or 200
square meters, respectively.

Detailed rules are provided for the calculation of deemed income.

Taxation of Employer-Provided Stock Options. Greek tax law does
not specifically address the taxation of employer-provided stock
options. However, under an interpretive circular issued by the
Ministry of Finance, employees are not taxed on shares distrib-
uted under a capital increase that is effected on the implementa-
tion of a stock option plan, unless a chargeback is made to the
local Greek company (that is, the foreign company charges the
Greek company with a cost associated with the option).

Capital Gains. Capital gains derived by individuals are generally
not subject to tax.

Gains derived from the transfer of a right connected with an enter-
prise, including a sublease, patent or trademark, are subject to a
final tax at a rate of 20%. Gains derived from the transfer of an
entire enterprise or its goodwill, as well as from the transfer of a
participation in a limited liability company or partnership, are also
subject to a final tax at a rate of 20%. Sales proceeds derived from
the transfer of unlisted shares are subject to tax at a rate of 5%.

For individuals, no further tax is imposed on the gains described
in the preceding paragraph.

Deductions

Personal Deductions. The following expenses are deductible in

determining an individual’s tax base:

* Obligatory social security contributions.

* Life and accident insurance premiums for individuals and their
dependants up to €1,200.

* Donations to charity funds, public entities, certain nonprofit
organizations and the Greek state under certain conditions.

 Voluntary contributions paid to pension funds that have been
established by law.

* 100% of interest expense on loans used to acquire a primary
residence in Greece of up to 120 square meters if the loans were
obtained before 31 December 2002.

* Rent expenses of an individual who relocates outside of Athens
or Thessaloniki for the first 5 years at his or her or new location
or of an individual who relocates to his or her place of work and
rents out his prior residence. In both cases, the maximum
deduction is €300 per month.

* 20% of mutual fund purchases, up to a maximum deduction of
€3,000. The deduction is allowed on the third anniversary of
the mutual fund purchase.

* 20% for the installation of natural gas or a replacement for nat-
ural gas, up to a maximum deduction of €700.

» Automatic dependent disability (over 67%) deduction.

Personal Allowances. The first tax-free income tax band of
€12,000 is increased by the following amounts:
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* €1,000 if the individual has one dependent child,

» €2,000 if the individual has two dependent children;

* €10,000 if the individual has three dependent children; and
* €1,000 for each child in excess of three children.

Nonresidents, who earn income from Greek sources may not
claim any of the above deductions and are taxed at a rate of 5%
on the first tax-free band of €12,000. Consequently, a €600 tax
applies to the first bracket for nonresidents.

Business Deductions. Certain business expenses that are deduct-
ible are specifically mentioned in the tax law. These include,
among others, the following:

 Donations to approved organizations;

* Interest, except interest and penalties on overdue tax payments;

* Taxes, except from income tax and property taxes;

* Provisions for employees’ termination indemnities, to the
extent the provision refers to employees expected to retire with-
in the following year; and

* Repair and maintenance costs incurred on leasehold property in
the financial year.

Rates. The following table presents the income tax rates for 2007
and 2008.

Taxable Income Tax on Lower Rate on
Exceeding Not Exceeding Amount Excess
€ € € %

0 12,000 0 0*
12,000 30,000 0 29
30,000 75,000 5,220 39
75,000 — 22,770 40

* Nonresidents are taxed at a rate of 5% on income in this bracket, unless they are
European Union (EU) residents who earn at least 90% of their total income in
Greece.

An additional tax of 1.5% is levied on gross income from leasing
land and buildings, which is increased to 3% if the area of the
real estate exceeds 300 square meters and if the real estate is used
for residential purposes. The additional tax cannot exceed the
amount of tax that corresponds to the overall net income of the
individual.

Credits. Individuals may subtract from the tax computed on their
taxable income certain credits. All claims regarding expenses
must be supported by documentation. The tax credits include the
following:

* 20% of medical and hospital expenses for individuals and
dependent family members, up to a maximum credit of €6,000.

* 20% of rent payments for the individual’s principal residence,
up to a maximum credit of €240. This deduction does not apply
if the individual has been granted housing allowances.

* The amount spent by the individual for educational lessons with
a private tutor or language lessons for the individual and the
individual’s children, up to a maximum credit of €240 per tax-
payer per child.

* Tax credit for a mortgage loan used to purchase a primary res-
idence. The credit is equal to 20% of interest expense related to
a loan used to acquire a primary residence as of 1 January 2003.
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However, the interest expense is calculated for loans up to
€200,000. For a loan in excess of €200,000, the interest is pro-
rated. The interest is fully credited on homes up to 120 square
meters. If the home is larger than 120 square meters, the inter-
est is prorated.

* 20% of alimony payments made by either spouse. The maximum
amount of alimony payments per year to which the 20% rate can
be applied is €3,000.

Nonresidents who earn income from Greek sources are not enti-
tled to any of the above credits, unless they are EU residents who
earn at least 90% of their total income in Greece.

Residents are entitled to a credit for foreign taxes paid, up to the
amount of Greek tax attributable to the foreign-source income.

For a sample tax calculation, see Appendix 2.

Relief for Losses. Losses incurred by any enterprise may be offset
against income derived from other sources in the same year. The
balance of unused losses may be carried forward to offset profits
in the five following years.

B. Other Taxes

Inheritance and Gift Taxes. All property located in Greece, re-
gardless of ownership, and any movable property located abroad
that belongs to a Greek citizen or to any other person domiciled
in Greece are subject to inheritance tax. All property located in
Greece and any movable property located abroad that is donated
by a Greek citizen or by a foreigner to a person domiciled in
Greece are subject to gift tax.

The inheritance and gift tax rates are unified. The four categories
of rates depend on the relationship of the beneficiary to the
deceased or donor. The rates are higher for more distant relatives
and unrelated persons. The following table illustrates the increase
in the tax rate for categories of persons less closely related to the
deceased or donor.

Tax Rate on
Taxon Amount Exceeding
€220,000 €220,000
Category € %
A 13,000 20
B 36,500 30
C 59,000 40

Greece entered into estate tax treaties with Germany, Italy, Spain
and the United States to prevent double estate taxation.

Real Estate Taxes. Effective from 1 January 2006, purchases of
new real estate are subject to value-added tax (VAT) at a rate of
19% under certain circumstances. An exemption from VAT can
be obtained for the purchase of a primary residence.

Sales of used real estate that was acquired on or after 1 January
2006 are subject to tax on the difference between the sale price
and the acquisition price. The rate of the tax decreases as the
number of years of ownership increases. The highest rate of the
tax is 20% for real estate owned for 5 years or less, and the rate
is 0% for real estate owned more than 25 years.
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In addition, a 1% tax is also imposed on the price of real estate
that is obtained on or after 1 January 2006 and subsequently
transferred.

A real estate wealth tax is in force in Greece. For unmarried indi-
viduals without children, the tax is calculated by the objective
value of real estate holdings in excess of the tax exempt amount
of €243,600 at rates ranging from 0.3% to 0.8%.

C. Social Security

Coverage. Several organizations administer the state social secu-
rity system in Greece. In general, employed persons must partic-
ipate in the Social Insurance Institute (IKA), which is financed
by employer and employee contributions. Its benefits include
pensions, medical expenses and long-term disability payments.
Several other insurance organizations cover self-employed per-
sons, depending on their trade or profession.

Contributions. Social security contributions are made by employ-
ers and employees based on a percentage of the employee’s month-
ly salary.

The maximum monthly salary subject to social security contri-
butions is currently €2,315.50 for employees insured with the
social security system in Greece before 1 January 1993 and for
employees insured in an EU country or in a country with which
Greece has entered into a social security totalization agreement.
For other employees, the maximum monthly salary subject to
social security contributions is currently €5,729.57.

Salaries in Greece are paid on a 14-month basis, and, according-
ly, 14 monthly contributions are made.

The following are the most common percentages applicable to
occupations other than dangerous occupations:

» Employers: 28.06% of monthly salary; and

» Employees: 16% of monthly salary.

The percentages for monthly contributions and the ceiling on over-
all contributions are revised from time to time (usually annually).

Totalization Agreements. To provide relief from double social
security taxes and to assure benefit coverage, Greece has entered
into totalization agreements with the jurisdictions listed below.

Argentina Iceland Quebec
Austria Ireland Romania
Belgium Italy Serbia and
Brazil Libya Montenegro
Canada Liechtenstein Spain
Cyprus Luxembourg Sweden
Denmark Netherlands Switzerland
Egypt New Zealand United Kingdom
EU Member States Norway United States
Finland Ontario Uruguay
France Poland Venezuela
Germany Portugal

D. Tax Filing and Payment Procedures

The normal due date for the filing of income tax returns for a cal-
endar year is 1 March of the following year. The due date is
extended to 16 April if the income declared includes income
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from an individual commercial enterprise or profession with a
financial year-end in November or December that is required to
maintain a full set of double-entry books. The due date is further
extended to 2 May if the income declared includes income from
employment, pensions, foreign sources, Greek sources in the
case of a nonresident, remuneration of an officer or crew mem-
ber of a merchant ship or participation in a partnership.

Although married persons must file joint tax returns, they are
taxed separately, not jointly, on all types of income.

Tax liability is determined by deducting from the computed amount
of tax any previous advance payments of income tax, any taxes
withheld at source and any creditable amounts of foreign taxes paid.

In addition, if the individual receives income from real estate or
a business or if he or she is a freelancer, 55% of the amount of a
current year’s income tax must be paid as an advance payment of
the following year’s tax liability. The amount of the advance tax
payment reduces the following year’s tax liability.

Income tax is usually paid in three equal bimonthly installments.

E. Double Tax Relief and Tax Treaties

Greek residents are entitled to a credit for foreign taxes paid, not
to exceed the amount of Greek tax payable on the foreign-source
income.

Greece has entered into double tax treaties with the following
countries.

Albania Hungary Poland
Armenia India Portugal
Austria Ireland Romania
Belgium Israel Slovak Republic
Bulgaria Italy Slovenia

China Korea South Africa
Croatia Kuwait Spain

Cyprus Latvia Sweden

Czech Republic Lithuania Switzerland
Denmark Luxembourg Turkey

Finland Mexico Ukraine

France Moldova United Kingdom
Georgia Netherlands United States
Germany Norway Uzbekistan

F. Temporary Visas

An entry visa, which may be obtained from any Greek embassy
or consulate, is usually required for visiting Greece. However, a
visa is not required for citizens of EU-member countries, for cit-
izens of the United States or for citizens of countries that have
signed reciprocity treaties with Greece. Temporary visas may be
issued for educational purposes. Non-EU nationals working for
companies in other EU-member countries who are seconded to
affiliate companies or subsidiaries in Greece are entitled to a spe-
cial entrance visa.

G. Permits for Work and Self-Employment

EU nationals do not need permits to work in Greece. However,
non-EU nationals must obtain residence permits to live and work
in Greece.
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Individuals who have adequate means to support their activities
and who are engaged in activities that make a positive contribu-
tion to the national economy, may be self-employed (freelancers)
in Greece if they obtain an entrance visa and file an application
for a residence permit.

H. Residence Permits

EU nationals who wish to stay in Greece longer than three months
must apply for residence permits. These permits, which may not
be denied to EU nationals, are granted for a period of up to five
years by the appropriate Police Department (Alien Bureau) and
are renewable indefinitely.

Non-EU nationals are granted residence permits by the Ministry
of Internal Affairs. Residence permits are usually valid for one
year and are renewable.

I. Family and Personal Considerations

Family Members. Residence permits are granted to an EU citizen’s
non-EU family members. Residence permits are granted to a non-
EU expatriate’s family members only after two years of employ-
ment in Greece. However, family members must file separate
applications if they wish to work.

Marital Property Regime. Spouses (heterosexual couples) in Greece
may choose the marital property regime they prefer. If they do not
make an election, a regime of separate property applies. Spouses
under a separate property regime may nonetheless acquire com-
mon property.

Before or during the marriage, the spouses may modify the de-
fault regime of separate property by entering into a marital con-
tract adopting a community of property regime. The contract must
be notarized and recorded in the public registry. The community
property claims purport to survive a permanent move to a non-
community property country.

The property relationship of the spouses is subject, in order of
priority, to the law of their last common nationality if one of them
retains it, to the law of their common marital residence or to the
law of the country to which they are most closely connected. These
rules are fixed permanently at the time the marriage is solemnized.

Forced Heirship. The Greek rules on forced heirship protect the
closest relatives of the decedent, who may not disinherit them.
Forced heirs are always entitled to a certain percentage of the
estate, and they have all the rights and duties of other heirs. Forced
heirs in general are the descendents, the parents and the surviving
spouse of the decedent. If descendents survive, the parents are
excluded, and the surviving spouse’s portion is one-eighth of the
estate.

Forced heirs are entitled to one-half of their intestate share of the
decedent’s estate. The forced heir’s right may be inherited and
devolves under the rules of the intestate succession.

Any testamentary dispositions to the prejudice of the forced heir
or any restrictions imposed on his or her share by the will are
void. Inter vivos donations of the testator to the detriment of the
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estate and, consequently, to the legitimate portion are canceled if
the estate at death is insufficient to provide the forced heirs their
portions.

Under the provisions of Greek law, distribution of all property,
movable and immovable, is governed by the law of the decedent’s
country of nationality at death.

Drivers’ Permits. An expatriate may drive legally in Greece on his
or her home country driver’s license. EU citizens are provided
with EU drivers’ licenses, which they may use for up to one year.
Non-EU citizens are provided with international drivers’ licenses.

No examination is required to obtain a Greek driver’s license for
holders of European or international drivers’ licenses.

APPENDIX 1: TAXABILITY OF INCOME ITEMS
Not
Taxable* Taxable Comments

Compensation

Base salary X — —
Employee contributions

to home country

benefit plan X — —
Bonus

Retained hypothetical tax
Cost-of-living allowance
Housing allowance
Employer-provided housing
Housing contribution
Hardship allowance

Other allowance

Premium allowance
Home-leave allowance
Other compensation income
Moving expense
reimbursement — X —
Tax reimbursement (current
and/or prior, including
interest, if any)

Value of meals provided

Other Items

Foreign-source personal

ordinary income (interest

and dividends) — X (a)
Capital gain from sale

of personal residence in

~

D 3 R X R
| |
| |

ke

home country — X —
Capital gain from sale
of stock — X —

*  Bracketed amounts reduce taxable income.
(a) Interest and dividends arising abroad are taxable in Greece only if the individ-
ual entitled to the income is resident for tax purposes in Greece.

APPENDIX 2: SAMPLE TAX CALCULATION

The following is a sample 2007 tax calculation for a married tax-
payer with two dependent children.
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Calculation of Taxable Income €
Salary: €2,000 per month

x 14 months (a) 28,000
Deduct:

Social insurance contributions
(maximum monthly salary of

€2,000 x 16% x 14 months) (b) (4.480)
23,520
Calculation of Tax
Tax on €14,000 at 0% 0
Tax on €9,520 at 29% 2,760.80
Income tax payable 2,760.80

(a) Salaries in Greece are paid on a 14-month basis.

(b) For employees insured before 1 January 1993 in Greece, in an EU country or
in a country with which Greece has entered into a social security totalization
agreement, the social security contributions are capped at a maximum month-
ly salary of €2,315.00. For other employees, the maximum monthly salary
subject to social security contributions is €5,279.57.

GUAM

Country Code 1

TAMUNING GMT +10

Ernst & Young

Ernst & Young Building
Suite 201

231 Ypao Road
Tamuning

Guam 96913

Executive Contacts
Lance K. Kamigaki (671) 649-3700
Fax: (671) 649-3920
E-mail: lance.kamigaki@gu.ey.com

Marlyn B. Oberiano (671) 649-3700
E-mail: marlyn.oberiano@gu.ey.com
Edmund E. Brobesong (671) 649-3700

E-mail: edmund.brobesong@gu.ey.com

Immigration Contacts
Lance K. Kamigaki (671) 649-3700
Fax: (671) 649-3920
E-mail: lance.kamigaki@gu.ey.com
Marlyn B. Oberiano (671) 649-3700
E-mail: marlyn.oberiano@gu.ey.com

A. Income Tax

Who Is Liable. Guam residents are subject to tax on all income,
regardless of source. An individual who is not a citizen or perma-
nent resident of the United States or a resident of Guam is sub-
ject to tax on Guam-source income only.

A nonresident alien is subject to Guam tax on income that is effec-
tively connected with a Guam trade or business and on Guam-
source fixed or determinable, annual or periodical gains, profits
and income (generally investment income, including dividends,
interest and rental income).
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Foreign nationals who are not lawful U.S. permanent residents

(that is, who do not hold green cards) are considered Guam resi-

dents if they meet both of the following requirements:

* Present in Guam for at least 31 days during the current year; and

» Deemed present in Guam for at least 183 days during a test peri-
od of three consecutive years, including the current year, using a
formula weighted according to the following percentages:

Current year 100.00%
Ist preceding year 33.33%
2nd preceding year 16.67%

Among the exceptions to the test outlined above are the follow-

ing conditions:

* An individual may claim to be a nonresident of Guam in the
year of departure from Guam by having a closer connection to
a foreign country.

» Under certain circumstances, it may be beneficial for an indi-
vidual to be considered a resident of Guam for income tax pur-
poses. If certain conditions are met, an individual may, for tax
purposes, elect to be a resident in the year of arrival (first-year
election).

Because Guam is a U.S. territory, U.S. citizens and permanent
residents with Guam income are taxed somewhat differently from
nonresidents. At present, Guam is using the U.S. Internal Revenue
Code in “mirror-image” fashion, with the word “Guam” substi-
tuted for “United States” wherever it appears. Citizens and per-
manent residents of the United States who are bona fide residents
of Guam must file their individual tax returns with the govern-
ment of Guam instead of with the U.S. Internal Revenue Service.

For tax years ending after 22 October 2004, citizens or permanent

residents of the United States are generally considered bona fide

residents of Guam if they satisfy both of the following conditions:

* They are physically present in Guam for 183 days or more dur-
ing the tax year; and

* They do not have a tax home outside Guam during any part of
the tax year and do not have a closer connection to the United
States or a foreign country during any part of the tax year.

Income Subject to Tax

Employment Income. Gross income and deductions in Guam are
determined under the same rules as those in the United States.
Taxable income from personal services includes all cash wages,
salaries, commissions and fees paid for services performed in
Guam, regardless of where the payments are made. In addition,
taxable income includes the value of an employee’s expenses
paid by the employer and the fair-market value of noncash goods
and services provided by the employer, including housing and
vehicles.

A nonresident alien who performs personal services as an em-
ployee in Guam at any time during the tax year is considered to be
engaged in a Guam trade or business. A limited exception to this
rule applies to a nonresident alien performing services in Guam
if the services are performed for a foreign employer, if the em-
ployee is present in Guam for no longer than 90 days during the
year and if compensation for the services does not exceed $3,000.



368 GuaMm

Compensation is considered to be from a Guam source if it is paid
for services performed in Guam, regardless of where the income
is paid or received. If income is paid for services rendered partly
in Guam and partly in a foreign country and if the amount of
income attributable to services performed in Guam cannot be
accurately determined, the Guam portion is determined based on
a workday ratio. A Guam or foreign employer is responsible for
withholding Guam income tax from payments made to nonresi-
dent alien employees.

Educational allowances provided by employers to their local or
expatriate employees’ children 18 years of age and younger are
taxable for income tax and social security tax purposes.

Self-Employment and Business Income. Every Guam resident who
operates a business is taxable on the worldwide income of the
business. Nonresidents are taxable on business income from Guam
sources only. The rules for the computation of an individual’s tax-
able income from a business are similar to the U.S. rules. A 4%
gross receipts tax applies on all income earned by an individual
in connection with a business in Guam, with certain exceptions,
including income from wholesale sales, real property sales and
export sales.

Investment Income. In general, dividend and interest income of
residents is taxed at the ordinary rates (outlined in Rates). Non-
resident alien individuals are subject to special rules.

Dividends received by individuals from domestic corporations and
“qualified foreign corporations” are treated as net capital gains for
purposes of applying the capital gain tax rates for both the regular
tax and alternative minimum tax. Consequently, dividends are
taxed at a 15% rate (5% for taxpayers with income in the lower
brackets). To qualify for the 15% rate, the shareholder must hold
a share of stock for more than 60 days during the 120-day period
beginning 60 days before the ex-dividend date.

Guam-source investment income received by nonresidents is ordi-
narily taxed on a gross basis at a flat 30% rate, which may be
withheld by the payer.

Portfolio interest received by nonresidents is exempt from the
30% tax rate. An election to tax rental income on a net basis is
available.

Directors’ Fees. In general, directors’ fees are considered to be
earnings from self-employment. A 4% gross receipts tax applies
to directors’ fees earned in Guam.

Taxation of Employer-Provided Stock Options. The taxation of
employer-provided stock options depends on whether the stock
option plan is qualified (meets certain restrictions) or nonquali-
fied. Options received under a qualified plan are not taxed at the
time of grant or at the time of exercise. Gains derived from the
sale of stock acquired under a qualified plan are subject to tax as
a capital gain. An employee who receives a nonqualified stock
option is subject to tax at the time of the grant on the difference
between the fair market value of the option and the amount paid, if
any, for the option. If the nonqualified stock option does not have
a readily ascertainable fair market value, then the employee rec-
ognizes compensation income at the time of exercise of the option.
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Capital Gains. Net capital gains are taxed at ordinary rates, except
that the maximum marginal rate of tax on long-term gains is 15%.
Net capital gains equal the difference between net long-term cap-
ital gains and short-term capital losses. Long-term refers to assets
held for longer than 12 months. Short-term capital gains are taxed
as ordinary income at the rates set forth in Rates.

In general, capital gains received by nonresidents from the sale
of stock in a Guam company is exempt from the 30% tax rate
described in Investment Income. Gains received by nonresidents
from sales of Guam real property interests are generally consider-
ed to be effectively connected income, and special complex rules

apply.

Deductions. Deductions and personal exemptions are allowed
under the same rules that apply in the United States.

In general, business expenses that are considered ordinary and nec-
essary expenses of carrying on a trade or business may be deduct-
ed from gross income. Capital expenditure may not be deducted,
but generally may be depreciated over a specified life.

Rates. The applicable Guam tax rates, like the U.S. rates, depend
on whether an individual is married and, if married, whether the
individual elects to file a joint return with his or her spouse.
Certain individuals also qualify to file as head of household. The
graduated tax rates listed below apply in Guam for 2007.

Married Filing Joint Return

Taxable Income Tax on Lower Rate on
Exceeding Not Exceeding Amount Excess
%

0 15,650 0.00 10
15,650 63,700 1,565.00 15
63,700 128,500 8,772.50 25

128,500 195,850 24,972.50 28
195,850 349,700 43,830.50 33
349,700 — 94,601.00 35
Single Individual
Taxable Income Tax on Lower Rate on
Exceeding Not Exceeding Amount Excess
%
0 7,825 0.00 10
7,825 31,850 782.50 15
31,850 77,100 4,386.25 25
77,100 160,850 15,698.75 28
160,850 349,700 39,148.75 33
349,700 — 101,469.25 35
Head of Household
Taxable Income Tax on Lower Rate on
Exceeding Not Ex(;eeding Amount Excyess
0

0 11,200 0.00 10
11,200 42,650 1,120.00 15
42,650 110,100 5,837.50 25

110,100 178,350 22,700.00 28
178,350 349,700 41,810.00 33

349,700 — 98,355.50 35
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Married Filing Separate Return

Taxable Income Tax on Lower Rate on
Exceeding Not Exceeding Amount Excess
$ $ $ %
0 7,825 0.00 10
7,825 31,850 782.50 15
31,850 64,250 4,386.25 25
64,250 97,925 12,486.25 28
97,925 174,850 21,915.25 33
174,850 — 47,300.50 35

The indicated ranges of taxable income are indexed annually for
inflation. These rates are used to compute an individual’s regular
federal tax liability.

Guam also imposes an alternative minimum tax (AMT) at gradu-
ated rates on alternative minimum taxable income. For alternative
minimum taxable income of up to $175,000 (after deducting the
exemption amount), the applicable AMT rate is 26%. For amounts
exceeding $175,000, the AMT rate is 28%.The primary purpose
of the AMT is to prevent individuals with substantial econom-
ic income from using preferential tax deductions, exclusions and
credits to substantially reduce or eliminate their tax liability. After
an individual computes both the regular tax and AMT liabilities,
the higher of the two is the final liability.

Nonresidents are taxed on income effectively connected with a
Guam trade or business after related deductions at the graduated
rates of tax set forth above.

Relief for Losses. Business losses not utilized in the year incurred
may be deducted from taxable income earned in the 2 years pre-
ceding the year of loss or in the following 20 years.

Capital losses are fully deductible against capital gains. However,
net capital losses are deductible against other income, up to an
annual limit of $3,000. Unused capital losses may be carried for-
ward indefinitely.

Passive losses, including those generated from limited partner-
ship investments or rental real estate, may be offset only against
passive income. Limited relief is available for individuals who
actively participate in rental real estate activities. Losses from these
activities may offset up to $25,000 of other income. This offset is
phased out for taxpayers with adjusted gross income between
$100,000 and $150,000, and special rules apply to married indi-
viduals filing separate tax returns. Disallowed losses may be car-
ried forward indefinitely and used to offset net passive income in
future years. Any remaining loss may be used in full when a tax-
payer sells the investment.

B. Estate and Gift Taxes

Guam does not impose estate or gift tax. Non-U.S. citizens and
U.S. citizens who obtained their citizenship by birth or natural-
ization in Guam are subject to U.S. estate and gift tax only on
assets located in the United States, not on those located in Guam.
U.S. citizens other than those who received their citizenship by
birth or naturalization in Guam are subject to U.S. estate and gift
taxes on all of their assets, including those located in Guam.
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C. Social Security

Guam is covered under the U.S. social security system. For 2007,
the old-age, survivor and disability insurance component (6.2%)
of the social security tax applies to only the first $97,500 of an
employee’s wages. The health insurance component (1.45%) ap-
plies to all wages. For additional details, see the Social Security
section of the U.S. chapter in this book.

Social Security tax is imposed on compensation for services per-
formed in Guam, regardless of the citizenship or residence of an
employee or employer. A Guam or foreign employer is responsi-
ble for withholding social security taxes from compensation paid
to nonresident alien employees.

D. Tax Filing and Payment Procedures

Guam income tax returns are filed under the same rules, and us-
ing the same forms, applicable in the United States, but they are
filed with the government of Guam instead of with the U.S. Inter-
nal Revenue Service. Residents of Guam must report their U.S.
income on their Guam return, and residents of the United States
must report their Guam income on their U.S. return. Income taxes
withheld on Guam wages offset Guam income reported on a U.S.
return, and vice versa. Estimated tax payments are filed with Guam
or the United States, depending on where a taxpayer resides on the
date the payment is due. Self-employment taxes are paid to the
U.S. Internal Revenue Service.

If a nonresident alien is not engaged in a Guam trade or business
and if all of the tax owed on Guam-source income is withheld, the
nonresident alien is not required to file a tax return.

Nonresidents must file tax returns if they are engaged in a trade
or business in Guam, even if they report no income from the busi-
ness. Individuals not engaged in a Guam trade or business must
file returns if they have any Guam-source income on which all of
the tax due is not withheld. Nonresident employees subject to
Guam income tax withholding must file tax returns by 15 April.
Other nonresidents must file returns by 15 June.

E. Double Tax Relief and Tax Treaties

Foreign tax credits offset taxes on Guam income in the same man-
ner as in the United States. Under the Guam Investment Equity
Act, Guam may apply the Guam withholding tax at the applica-
ble U.S. income tax treaty rates.

F. Nonimmigrant and Immigrant Visas

The immigration procedures in Guam are the same as those for
the United States. For details, see the chapter on the United States.

G. Marital Property Regime

Guam is a community property jurisdiction. Any person who
establishes residency or domicile in Guam is subject to Guam’s
community property laws. For these purposes, continuous phys-
ical presence in Guam for at least 90 days normally gives rise
to a conclusive presumption of residence in Guam. During
divorce proceedings, the community property laws apply to all
property acquired during the marriage, whether located within
or outside Guam.
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Under Guam law, community property is any property acquired
by either spouse during the marriage that is not separate property.
Separate property is property acquired by either spouse before
the marriage and property designated as separate property in a
written agreement between the spouses. Income derived from sep-
arate property is separate property.

Guam’s community property laws apply only to married couples.
The laws of Guam do not prescribe any particular form for the
ceremony of marriage. However, the law requires that the parties
to the marriage declare in the presence of the person solemnizing
the marriage that they take each other as husband and wife, imply-
ing that marriage under the laws of Guam is valid only between a
man and a woman.

GUATEMALA

Country Code 502

Please direct all inquiries regarding Guatemala to the persons listed below
in the San José, Costa Rica office of Ernst & Young. All engagements are
coordinated by the San José, Costa Rica office.

GUATEMALA CITY GMT -6

Ernst & Young

5th Avenue 5-55, Zone 14
EuroPlaza World Business Center
Building 111

Office 1103-1104, 11th Floor
Guatemala City

Guatemala

Executive and Immigration Contacts

Lisa Maria Gattulli [506] 204-9053

(resident in San José, Fax: [506] 204-7306

Costa Rica) E-mail: lisa.gattulli@cr.ey.com
Rafael Sayagués [506] 204-9029

(resident in San José, Fax: [506] 204-7306

Costa Rica) E-mail: rafael.sayagues @cr.ey.com
Abimael Martinez 2386-2402

Fax: 2385-5951
E-mail: abimael.martinez@gt.ey.com

A. Income Tax

Who Is Liable. Domiciled and nondomiciled individuals are taxed
on Guatemalan-source income only.

For tax purposes, domiciled individuals are Guatemalan citizens
and foreign individuals registered with the tax authorities as
domiciled individuals. If a foreign individual does not register
with the tax authorities, the individual is deemed to be domiciled
in Guatemala if he or she lives in Guatemala for more than 12
consecutive months and if he or she is legally authorized to work
in Guatemala.

Income Subject to Tax. The taxation of various types of income is
described below. For a table outlining the taxability of income
items see Appendix 1.
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Employment Income. All income from employment, including
benefits in kind, is taxable.

Self-Employment and Business Income. Both domiciled and non-
domiciled individuals are subject to tax on Guatemalan-source
self-employment and business income.

Self-employed individuals may elect to be subject to a 5% with-
holding tax on their gross income (the 5% Withholding Tax
Regime) or to a 31% tax on their net taxable income, which
equals total earnings less deductible expenses (the 31% Tax
Regime).

Investment Income. Dividends paid to domiciled or nondomiciled
individuals are exempt from income tax if the distributing entity
has paid the corresponding income tax at the corporate level.

Interest paid to domiciled and nondomiciled individuals is sub-

ject to a final 10% withholding tax and is considered to be a

nondeductible expense to the payer. However, interest income is

not taxable if all of the following three conditions are met:

* Payments are made to a first-order financial or banking institu-
tion registered as such in the country of origin;

* Proceeds of the loan are used to generate taxable income; and

* The loan is negotiated by a bank or financial institution that is
legally authorized to operate in Guatemala under the existing
exchange regulations.

For royalties and other compensation received by nondomiciled
individuals, the withholding tax rate is 31%.

Directors’ Fees. Directors’ fees paid to nondomiciled individuals
are subject to a final withholding tax at a rate of 31%. Domiciled
individuals must include directors’ fees in their taxable income.

Capital Gains and Losses. Capital gains are taxed at a rate of 10%
for individuals operating under the 5% Withholding Tax Regime.
For individuals operating under the 31% Regime, capital gains
are taxed at a 31% rate. Capital losses may be carried forward for
five years to offset future capital gains.

Deductions. Deductible personal expenses consist of the follow-

ing items:

¢ Personal deduction of Q 36,000,

* Life insurance premiums;

* Social security contributions;

* Retirement plan payments;

 Alimony expenses;

¢ Charitable contributions (maximum annual deduction of Q
500,000 [US$65,000] or 5% of net income, whichever is less);
and

* Medical expenses (expenses incurred on medications do not
qualify as medical expenses).

Rates. For the 2007 tax year, income tax is levied on employment
income received by domiciled individuals at the rates set forth in
the following table.
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Taxable Income Tax on Lower Rate on
Exceeding Not Exceeding Amount Excess
Q Q Q %
0 65,000 0 15
65,000 180,000 9,750 20
180,000 295,000 32,750 25
295,000 — 61,500 31

Nondomiciled individuals are subject to withholding tax at a rate
of 10% on salaries, fees, commissions and allowances.

Nondomiciled individuals with income subject to tax at a fixed
withholding rate are not subject to further taxation.

For a sample tax calculation, see Appendix 2.

Credits. An employee may credit the value-added tax (VAT) paid
during the year against the income tax liability. The credit is lim-
ited to 12% of the employee’s gross income.

Relief for Losses. Self-employed individuals may not carry for-
ward losses to offset future income from self-employment.

B. Inheritance and Gift Taxes

A separate tax law governs inherited property and gifts resulting
from death. The tax rates range from 0% to 6% for bequests or
gifts resulting from death to spouses or children. Rates up to 14%
apply to other relatives. For unrelated parties, rates range from
12% to 25%. Value-added tax (VAT) at a rate of 12% applies to
inter vivos gifts.

C. Social Security

Social security contributions are levied on salaries. The contribu-
tion rates are 12.67% for employer contributions and 4.83% for
employee contributions. No limits are imposed on the amount of
earnings subject to social security contributions.

D. Tax Filing and Payment Procedures

Employers are responsible for withholding income tax and social
security contributions from the employee’s salary on a monthly
basis. Employed individuals are not required to file annual
income tax returns if their income tax liability has been satisfied
through withholding. Self-employed individuals must file an
annual income tax return, regardless of whether their income tax
liability has been satisfied through withholding.

The ordinary fiscal year runs from 1 January to 31 December.
Returns must be filed, and any tax liabilities due must be paid
within three months after the end of the tax year (31 March).
Interest and penalty charges are imposed on late payments.

Nondomiciled individuals with income subject to tax at a fixed
withholding rate are not subject to further taxation and are not
required to file an annual income tax return.

E. Double Tax Relief and Tax Treaties
Guatemala has not entered into a tax treaty with another country.

F. Residence Permits

An application for a temporary residence permit for a foreign per-
son in Guatemala must include the following items:
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* A form filled out with the personal data of the applicant and the
members of the applicant’s family who wish to live in Guatemala;

* A recent photograph;

* Passport and a legalized photocopy of the passport;

* Certification stating the passport’s validity and term (in Spanish
or in the original language translated into Spanish) issued by
the embassy or consulate in the applicant’s country or a birth
certificate for persons from countries with which Guatemala
does not have diplomatic relations;

* Proof stating that the applicant does not have a criminal record
in the country or countries where he or she has lived during the
last five years (or, for countries that do not issue these certifi-
cates, a certificate stating the country’s refusal); and

* Proof of a Guatemalan guarantor, whether an individual or an
entity.

When the temporary residence permit is granted, the applicant’s
passport is sealed. A temporary residence permit is valid for up
to two years.

G. Work Permits

Before obtaining a work permit in Guatemala, an applicant must

request a temporary residence permit (see Section F). An appli-

cation for a work permit is filed with the Ministry of Work and

Social Security and must include the following documents:

* Proof that a temporary residence permit has been applied for or
granted.

* Certificate stating that the applicant does not have a criminal
record in the country or countries where he or she has lived (or,
for countries that do not issue these certificates, a certificate
stating the country’s refusal). This document must be translated
into Spanish by an authorized translator, and the signatures on
the certificate must be authenticated by the Ministry of
External Relations.

 Accounting certification stating the number of Guatemalan and
foreign employees employed by the entity.

* Photocopy of the applicant’s appointment, registered with the
corresponding authorities.

* Proof indicating that the employer will be responsible for the
applicant’s conduct for the entire time the applicant is present
in Guatemala.

* Proof indicating that the applicant understands, reads, speaks
and writes Spanish.

H. Family and Personal Considerations

Marital Property Regime. The following marital property regimes

apply under the Guatemalan Civil Code:

* Absolute community: All assets brought into the marriage by
the spouses or assets acquired during the marriage belong to the
conjugal estate and are divided in half if the marriage is annulled.

* Absolute separation: Each spouse keeps the ownership, man-
agement and income of his or her own assets. Each spouse owns
the salaries, wages, emoluments and profits obtained by his or
her own personal services.

» Community property: The husband and wife each keep the own-
ership of assets they had before the marriage and certain assets
acquired during the marriage. If the marriage is annulled, they
each own half of the following assets:
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— The profits of the assets owned by each of the spouses, from
which the production, repair, conservation expenses and tax
and municipal burden of the corresponding assets are
deducted;

— Assets purchased with such profits, even if the acquisition is
made in the name of only one of the spouses; and

— Assets acquired by each one of the spouses through his or
her work, employment, profession or industry.

A marital property regime that was adopted outside Guatemala is
valid in Guatemala if such regime is expressly provided by the
Guatemalan Civil Code (absolute community, absolute separa-
tion and community property) and if the regime does not infringe
on the public order.

Drivers' Permits. To obtain a driver’s license in Guatemala, a for-
eign person must present the following documents:

* A valid driver’s license from the applicant’s country;

* Two identity card-size photographs; and

» Complete photocopy of the passport.

A driver’s license is granted for a period of one year to four years
and may be extended on request.

APPENDIX 1: TAXABILITY OF INCOME ITEMS
Not

Taxable* Taxable Comments
Compensation
Base salary
Bonus
Retained hypothetical tax
Cost-of-living allowance
Housing allowance
Employer-provided housing
Educational allowance
Hardship allowance
Other allowance
Premium allowance
Home-leave allowance
Moving expense
reimbursement
Tax reimbursement
Value of meals provided
Value of lodging provided
Pension from retirement

Other Items

Foreign-source personal

ordinary income

(interest and dividends) — X —
Capital gains from sale

of personal residence in

home country — X —
Capital gains from sale

of stock in home

country — X —

P B R R e
|
|

| |
|
|

*  The bracketed amount reduces taxable income.
(a) Although Guatemala has a territorial income tax system, recent amendments
to the “Exempt Income Tax” provisions in the tax law repealed the section that
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expressly provided that retirement pensions originated abroad but received by
individuals domiciled in Guatemala are exempt from tax. Consequently, the
tax authorities may take the position that pensions originated abroad and
received by individuals domiciled in Guatemala must be included in taxable
income.

APPENDIX 2: SAMPLE TAX CALCULATION

In the example below, a foreign individual works as an employee in
Guatemala. The employee earns an annual salary of Q 240,000 and
a Christmas bonus and a special bonus, which are each Q 40,000.
The special bonus and the Christmas bonus are exempt from in-
come tax.

A foreign individual who works as an employee in Guatemala and
receives salaries and other remuneration from Guatemalan sources
is required to file a declaration of projected income tax with the
employer at the beginning of the tax year (January). Based on the
declaration, the employer calculates the annual income tax and
determines the monthly amount to be withheld from the employ-
ee’s salary.

The projected income tax return filed at the beginning of the tax
year includes an estimate of VAT to be paid during the tax year.
This estimate equals 6% of the gross salary. At the end of the tax
year, the employee files with the tax authorities a value-added tax
(VAT) return reporting the VAT paid during the tax year. The
employee may credit the VAT paid against the income tax liabil-
ity for the year, subject to a maximum limitation of 12% of the
employee’s gross income.

Within the first ten business days of January of the tax year, the
employee presents a declaration to the employer that includes the
following information.

Q Q

Net annual income from salaries 240,000
Total net income 240,000
Deductions:

Personal deductions (36,000)

Social security and

unemployment insurance tax (11,592)

Life insurance premiums (5,000)

Accident and medical

insurance premiums (4.500)
Total deductions (57,092)
Taxable income 182,908

On the basis of the above declaration, the employer makes the
following tax calculation.

Q Q
Tax payable:
On Q 180,000 32,750
On Q 2,908 at 25% 727 33,477
Less credit estimated for VAT:
6% of Q 280,000 (16,800)
Annual tax subject to withholding 16,677

Monthly withholding tax:
Q16,677 + 12 1,390
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At the end of the tax year (31 December), the employer acting as
a withholding agent determines the amount of income tax of each
employee on the basis of salaries and compensation effectively
paid during the year. At the end of February, employers must
charge to employees any balance of income tax due or refund to
employees any excess income tax withheld. The employer must
file a withholding income tax return with the tax authorities by
31 March of each year. Employees are not required to file an
annual tax return with the tax authorities. The following is a cal-
culation of the final tax liability for the employee.

Q
Annual tax calculated 33,477
Less: 100% VAT credit, based on
the VAT return filed 28.800
Definitive annual tax 4,677
Less withholdings made during the period (16,677)
Excess amount withheld 12,000
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Changes to the Guernsey company tax regime, which will also affect the
taxation of individuals, are expected to be effective from the 2008 tax
year. These proposed changes are discussed in Section J of the chapter.
Because of the proposed changes, readers should obtain updated infor-
mation before engaging in transactions.

A. Income Tax

Who Is Liable. An individual who is solely resident or principally
resident in Guernsey is subject to Guernsey income tax on world-
wide income. An individual who is resident but not principally or
solely resident in Guernsey is subject to tax on Guernsey-source
income and on remittances of income to Guernsey.
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An individual is considered resident in Guernsey in any fiscal

year, which is the calendar year, if he or she satisfies either of the

following conditions:

* He or she spends more than 91 days in Guernsey in that year; or

* He or she spends more than 35 days in Guernsey in that year and
has spent 365 days or more in Guernsey in the preceding four
years.

An individual is treated as solely resident if in a fiscal year he or
she is resident in Guernsey and not resident elsewhere. A person
is considered resident elsewhere if he or she spends 91 or more
days in that place.

An individual is considered principally resident in Guernsey if

any of the following conditions are satisfied:

* In a fiscal year, he or she spends 182 days or more in Guernsey;

« In a fiscal year, he or she spends 91 days in Guernsey, and dur-
ing the four preceding years he or she spent more than 730 days
in Guernsey; or

* Guernsey is considered one’s permanent home.

Almost any Guernsey resident making an income payment to a
person resident outside Guernsey is regarded as the agent of the
nonresident. The agent may be assessed in place of the nonresi-
dent, and therefore the agent has the right to withhold income tax
at a rate of 20% from the payment and to remit it to the tax author-
ities. However, this rule does not apply if the recipient is resident
in Jersey or the United Kingdom, receives the payment as business
income and does not have a permanent establishment in Guernsey.

Income Subject to Tax

Employment Income. Taxable employment income includes sal-
aries, wages, bonuses, gratuities, benefits in kind, directors’ fees
and pensions.

Wages and salaries paid by Guernsey resident companies to em-
ployees whose duties are carried on outside Guernsey are exempt
from Guernsey income tax.

Self-Employment and Business Income. All self-employed persons
carrying on a trade, business or profession in Guernsey or partly
in Guernsey are subject to income tax.

Taxable income consists of accounting profits subject to certain
adjustments.

Investment Income. Dividends, interest, royalties and income from
the rental of real property are included in taxable income and tax-
ed at a rate of 20%.

Interest payable by Guernsey banks to nonresidents is exempt from
Guernsey income tax.

Taxation of Employer-Provided Stock Options. New tax rules apply
to stock options granted after 1 January 2004. Options grant-
ed before this date are taxed under the old rules, which provide
that an individual who sells shares acquired under an employer-
provided stock option plan realizes taxable income equal to the
amount of the difference between the fair market value of the
underlying shares at the time of grant and the strike price. Any
tax payable is deferred until the shares are sold.
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Effective from 1 January 2004, any discount on market value at
grant is taxable in full in the year of the grant, regardless of
whether the stock option is ever exercised. If it is demonstrated
that the option will never be exercised (for example, if the em-
ployee waives the option or the option lapses), the tax paid in the
year of grant is refunded.

Capital Gains. Guernsey does not impose a capital gains tax.

Deductions

Personal Deductions and Allowances. Guernsey operates a system
of personal allowances and deductions similar to that in force in
the United Kingdom. (For further details, see the United Kingdom
chapter in this book.) However, all interest paid is tax-deductible,
regardless of the underlying instrument and without any restric-
tion on amount.

Deductible Expenses. To be deductible, expenses must be incurred
wholly and exclusively for the purposes of the business. Depre-
ciation is not deductible, but capital allowances are available on
the cost of plant and machinery. The rate of capital allowances
generally is 20% of the declining balance. Allowances are also
granted for buildings.

Rates. Income is taxable at a flat rate of 20%.

Relief for Losses. Business losses may be carried back one year and
carried forward indefinitely if the business continues to operate.

B. Other Taxes

No significant taxes other than income tax are levied on individ-
uals in Guernsey.

C. Social Security

Employers, employees and unemployed persons whose net worth
exceeds certain thresholds must contribute to Guernsey’s social
insurance system. For 2007, the maximum wage base is £53,664,
and the maximum annual contribution for each employee is £2,952
for employers and £3,220 for employees.

D. Tax Filing and Payment Procedures

Income tax is withheld from the remuneration of employees under
the Employees Tax Installment Scheme (ETI).

Married persons are taxed jointly, not separately, on all types of
income. Married persons may elect separate assessment, but sep-
arate assessment merely apportions the joint income tax liability
according to the income of each spouse.

All income is assessed on a current year basis.

Income tax is levied by assessment and is normally payable in
two equal installments on 30 June and 31 December of the tax
year.

E. Double Tax Relief and Tax Treaties
Guernsey grants limited unilateral relief for double taxation.

Guernsey has entered into double tax treaties with Jersey and the
United Kingdom.
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F. Entry Visas

Entry visas are not required of foreign nationals entering Guernsey
directly from the United Kingdom.

G. Work Permits and Self-Employment

Work permits are required for foreign nationals who wish to work
in Guernsey. Application is made by the potential employer, and
permission is granted by the Board of Administration.

An individual may not be employed in Guernsey unless he or
she has a right to work document. A right to work document is
issued by the government housing department showing that the
department is satisfied that the individual is legally residing in
Guernsey (see Section H for details concerning accommodation
in Guernsey).

In addition, foreign nationals who require permission to settle in
Guernsey may be employed only if their employers obtain per-
mission from the Board of Administration.

No permission is required for a foreign national to establish a busi-
ness in Guernsey.

H. Residence Permits

Persons who have the right to settle in the United Kingdom do not
need a permit to reside in Guernsey. All other foreign nationals
must apply to a British embassy or consulate for residence per-
mits. After a foreign national obtains a residence permit, he or she
must apply to Guernsey’s Board of Administration for a work per-
mit. No specific documentation is required.

Guernsey recently extended its entry clearance to include a cate-
gory for wealthy foreign investors who wish to make Guernsey
their primary home. To qualify for this category, an individual
must own and have at his or her disposal at all times a minimum
of £1 million, £750,000 of which must be invested in active trad-
ing companies in Guernsey or in the United Kingdom.

Housing is restricted in Guernsey. Housing is divided into what
is known as local market (LM) and open market (OM). There are
approximately 18,000 dwellings in LM and 2,000 in OM.

Anyone may occupy an OM dwelling, but with the relatively short
supply, the price of an OM dwelling is usually higher than that of
a comparable LM dwelling.

Occupation of LM property is restricted to locals and to persons
granted licenses by the government. Licenses are difficult to obtain
for foreign nationals and generally are granted to essentially em-
ployed persons, whose necessary skill and experience cannot be
found locally.

I. Family and Personal Considerations

Family Members. If an individual is legally living in LM accommo-
dation, a spouse and any dependants may live with the individual.

Marital Property Regime. Guernsey has a marital property regime
under which all property acquired before or after marriage is con-
sidered to be the joint property of the spouses.
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The joint property regime is mandatory and applies only to mar-
ried couples who solemnize their marriage in Guernsey. Homo-
sexual couples may not be legally married in Guernsey. The court
also has jurisdiction to act if either of the spouses is domiciled in
Guernsey, providing the marriage is recognized under Guernsey
law and no other courts are involved. Marital domicile is not a
recognized concept under Guernsey law.

On divorce, nullity or legal separation of a married couple, the
court has the power to adjust the property rights. This intervention
is not possible in the case of unmarried cohabitants whose rights
are determined instead by reference to general property law.

Forced Heirship. Guernsey law provides that certain family mem-
bers of a deceased person are entitled to an interest in real prop-
erty included in the estate of the deceased, regardless of the pro-
visions of any will. If a married couple jointly buys Guernsey
real property as joint tenants with right of survivorship, then on
the first death of either spouse, the property vests solely in the
survivor. In all other circumstances, on the death of any person
owning real property in Guernsey, the surviving spouse has an
unassailable right to one-half of the property, until death or re-
marriage. The other half may be willed to certain classes of close
relatives. Married couples may renounce their inheritance rights
to each other’s property in a premarital contract.

Drivers’ Permits. Foreign nationals may not drive legally in
Guernsey using their home country drivers’ licenses.

Guernsey has driver’s license reciprocity with European Union
(EU) and European Economic Area (EEA) countries for all cate-
gories of permits. Other countries that have interchangeable car
and motorcycle permits include Australia, Canada, Hong Kong,
Japan, New Zealand, South Africa and Switzerland.

To obtain a Guernsey driver’s license, an applicant must take a
physical exam and a practical exam on highway codes.

J. Tax Reform Proposals

The Guernsey company tax regime has been under review.
Changes to this regime, which will also affect the taxation of
individuals, are expected to be effective from the 2008 tax year.
These proposals, which were approved by the states in June 2006,
confirm the earlier recommendations that the general rate of
income tax paid by all Guernsey companies (except for specified
types of regulated banking business) will be reduced to 0% for
the 2008 tax year and subsequent years.

As a result of the 0% tax rate for a company’s trading profits,
effective from 2008, Guernsey resident shareholders will be tax-
able on distributions received from trading companies. Non-
resident shareholders will not be taxable. Under the existing law,
dividends are received with an effective tax credit, which results
in a Guernsey shareholder paying no further tax on receipt.

Guernsey resident shareholders of a Guernsey company will be
taxable on the company’s investment income as it is earned.
The company will be required to pay the tax on behalf of the
shareholders.

It is also proposed that the tax payable on a Guernsey resident
individual’s non-Guernsey source income be limited to £250,000
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It is expected that the legislation containing the above proposals
will be enacted before the end of 2007.
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A. Income Tax

Who Is Liable. Individuals resident in Guinea are subject to tax on
worldwide income. Nonresidents are subject to tax on Guinea-
source income only.

Individuals are considered resident if they meet either of the fol-

lowing conditions:

 They maintain a home in Guinea or stay there for more than six
months in a year; or

* They are engaged in employment or self-employment activities
in Guinea, unless they prove that these activities are incidental
to activities performed abroad.

Income Subject to Tax

Employment Income. Taxable income generally includes all remu-
neration received; however, indemnities paid as reimbursement of
professional expenses are not taxable.

Self-Employment and Business Income. In general, self-employed
residents are subject to general income tax on their world-
wide income from professional and commercial activities. Self-
employed nonresidents are subject to general income tax on
income derived from activities performed in Guinea.

Taxable income consists of total net income from all categories.

Taxable income from commercial activities includes all receipts,
advances, interest and gains directly related to the activities. Gen-
erally, taxable income is calculated on an accrual basis; however,
taxpayers may elect to calculate taxable income using a deemed-
profits system if gross revenue does not exceed a certain amount.

Taxable income from professional activities is determined on a
cash basis, meaning the difference between receipts and expenses
paid during the calendar year, including gains or losses from the
sale of professional assets.

A loss incurred in one category of income may not offset income
from other categories. However, the loss may be carried forward
for three years to offset income in the same category.
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Investment Income. Dividends and interest income from invest-
ments in Guinea are subject to a 15% withholding tax at source,
which constitutes a prepayment of the general income tax (see
Rates). Under certain conditions, this withholding tax is a final tax.

Directors’ fees are treated as investment income and are subject
to general income tax.

If the payer is a resident of Guinea and if the nonresident recipi-
ent does not have a business establishment in Guinea, the payer
must withhold the final 10% general income tax on amounts paid
to nonresidents for copyrights and for the use of intangible assets.

Capital Gains. No tax is levied on gains from the transfer of shares.

Capital gains related to self-employment activities generally are
included with other self-employment income and taxed as describ-
ed in Self-Employment Income and Rates. However, capital gains
from sales of fixed assets may be exempt from tax if reinvested.

Deductions

Deductible Expenses. The following expenses are deductible:

* Social security contributions;

» Amounts withheld by an employer for a legal pension plan; and

* Professional expenses of up to 10% of employment income after
the deduction of social contributions and withholdings if these
expenses are not reimbursed through specific indemnities.

Personal Deductions and Allowances. No personal deductions or
allowances apply if an employee receives only employment in-
come and does not elect joint taxation of the combined income of
all household members. If joint taxation of the household is elect-
ed, individuals may take a personal deduction of FG 30,000 for
each member of the household, up to a maximum of six persons.

Business Deductions. The following expenses are deductible for

commercial, professional and agricultural activities:

» Expenses necessary to carry on the activities, including person-
nel and rental expenses;

* Depreciation; and

* Provisions for losses and expenses if the accrual method of
accounting is used.

Rates

Employment Income Tax. The following table presents the progres-
sive tax rates on employment income.

Taxable Income Tax
Exceeding Not Exceeding Rate
FG FG %
0 30,000 0
30,000 100,000 10
100,000 150,000 15
150,000 300,000 20
300,000 1,000,000 25
1,000,000 2,500,000 28
2,500,000 5,000,000 30

An additional 5% tax is imposed on annual employment income
exceeding FG 5 million.
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Tax withheld by an employer during the year is a final tax if an
employee receives employment income only. However, if an em-
ployee receives other types of income, the withholding is a pre-
payment toward the general income tax (see General Income Tax).

General Income Tax. General income tax is levied on taxable in-
come. A withholding tax is levied separately on taxable income
from commercial, professional and agricultural activities. The ap-
plicable rates are 35% for commercial activities, 30% for profes-
sional activities and 15% for agricultural activities. This withhold-
ing tax is a final, fixed rate general income tax for self-employed
persons who do not elect the taxation of all household members
and who have only one source of income that is taxed under a
deemed-profits system. For self-employed persons with more than
one source of income or for self-employed persons who are taxed
on actual profits rather than deemed profits, the withholding tax
is a prepayment that offsets the general income tax.

General income tax is levied at the following progressive rates.

Taxable Income Tax
Exceeding Not Exceeding Rate
FG FG %
0 100,000 0
100,000 1,000,000 10
1,000,000 1,500,000 15
1,500,000 3,000,000 20
3,000,000 6,000,000 25
6,000,000 10,000,000 30
10,000,000 20,000,000 35
20,000,000 — 40

Nonresidents. Nonresident self-employed taxpayers are subject to

a 10% final withholding tax, which is a fixed rate of general in-

come tax. If a payer is a resident of Guinea and if the nonresident

recipient does not have a business establishment in Guinea, the

payer must withhold the final 10% general income tax on the fol-

lowing gross amounts:

* Amounts paid for independent professional services;

* Amounts paid to inventors; and

* Amounts paid for services, regardless of their nature, materially
rendered in Guinea.

Nonresidents who perform incidental activities for employers
established in Guinea are subject to withholding on their wages
related to Guinean activities at the rates that apply to employment
income. This withholding tax constitutes only a prepayment of
tax. Nonresident employees receiving wages from nonestablished
employers for incidental Guinean activities are subject to gener-
al income tax instead of withholding.

B. Inheritance and Gift Taxes

Inheritances and gifts are subject to tax at progressive rates rang-
ing from 1% to 3%, depending on the net value of the inheritance
or the gift and on the beneficiary’s relationship to the deceased or
donor.

C. Social Security
The following social security contributions are required.



386 GUINEA

Rate (%)

Paid by employers
Family allowances 6
Industrial accidents 4
Medical expenses and disability 4
Old age pensions and death benefits 4

Paid by employees
Medical expenses and disability 2.5
Old age pensions and death benefits 2.5

Contributions are levied on total remuneration paid, up to a month-
ly ceiling of FG 800,000. Employees’ contributions are withheld
monthly by employers.

D. Tax Filing and Payment Procedures
The tax year for individuals is the calendar year.

General income tax returns must be filed by 30 April following
the close of the tax year. A self-employed individual subject to
general income tax must file an income tax return by 30 April.

General income tax computed is payable on receipt of a tax
assessment.

E. Tax Treaties
Guinea has entered into a double tax treaty with France.

F. Entry Visas and Permits

Foreign nationals, even those classified as residents, must obtain
visas to enter Guinea. Visas may be obtained from Guinean con-
sulates and embassies abroad.

Nationals of member countries of the West African Economic
Community (CEAO) and nationals from certain countries that
have concluded special agreements with Guinea do not need visas
to enter the country.

A short-term permit is issued for initial entry into Guinea and is
valid for a period ranging from one day to a maximum of three
months.

G. Work Permits and Self-Employment

No visa authorizes an individual to work. A work permit autho-
rized by the national employment and labor office (AGUIPE)
must be obtained. A long-term residence permit automatically
accompanies a work permit.

The request for an initial work permit is made by a letter from a
prospective employer explaining the reasons why the applicant is
being hired. It should be accompanied by hotel reservations or an
invitation letter, as well as a return flight ticket.

When reviewing work and residence permit applications, the gov-
ernment of Guinea considers the benefit of an individual’s pres-
ence in the country and his or her anticipated compliance with the
laws and regulations of Guinea.

Applicants may work in Guinea while the application and other
papers are being processed. It is possible to change employers
after the applicant receives a permit.
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Foreign nationals may establish businesses in Guinea. In addition,
foreign companies may set up subsidiaries headed by foreign
nationals.

H. Residence Permits

Long-term residence permits are issued to foreign nationals in-
tending to stay in Guinea for periods exceeding three months.
These permits must be renewed annually. Permanent residence
permits are not available in Guinea.

Residents themselves must take the necessary steps to obtain
long-term residence permits and multiple-entry permits.

Embassies or consulates abroad provide applicants with the doc-
umentation that must be filled out. An international vaccination
certificate for yellow fever must be presented to the embassy or
consulate abroad, or at the port of entry in Guinea. Reasons for
refusal are indicated by the embassies.

The costs of short-term and long-term permits vary. The prices
are published by the Ministry of Economy and Finance (MEF).
Both types of permit must be renewed every year.

1. Family and Personal Considerations

Family Members. The spouse of a permit holder automatically
receives a residence permit to live in Guinea. If the spouse wish-
es to work, he or she must apply for a work permit independent-
ly of the principal permit holder.

Drivers’ Permits. Foreign nationals may not drive legally in Guinea
using their home country drivers’ licenses. However, they may
drive legally with an international driver’s license for the duration
of the license. On expiration of his or her international driver’s
license, a foreign national has three options: to renew the inter-
national driver’s license, to request a Guinean driving authoriza-
tion or to request a Guinean driver’s license. To obtain a Guinean
driver’s license, individuals must take a written exam similar to
the one given in France.

HONDURAS

Country Code 504
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Rafael Sayagués [506] 204-9029
(resident in San José, Costa Rica) Fax: [506] 204-7306
E-mail: rafael.sayagues @cr.ey.com
Karem Gisela Marquez 552-1977
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A. Income Tax

Who Is Liable. Resident and nonresident individuals, regardless of
their nationality, are subject to tax on their worldwide income.

Individuals are considered resident if they live in Honduras for
more than three consecutive months during a tax year.

Income Subject to Tax. The taxation of various types of income is
described below. For a table outlining the taxability of income
items, see Appendix 1.

Employment Income. Taxable employment income includes
salary, pensions, bonuses, premiums, commissions and allowances
(for example, housing and educational allowances). Payments
made to board members, other executives and counselors not
included in the payroll are subject to a 12.5% withholding tax.

Self-Employment and Business Income. Income derived from
self-employment or from a trade or business is subject to tax.

Investment Income. Dividends paid or credited by local compa-
nies to resident and nonresident individuals are not subject to
withholding tax. Royalties from franchises are subject to a 25%
withholding tax. Technical advice and similar payments are sub-
ject to a withholding tax at rates ranging from 20% to 35%.

Directors’ Fees. Directors’ fees paid to nonresident individuals
are subject to a 35% withholding tax. Directors’ fees paid to res-
ident directors are taxed at the ordinary individual income tax
rates (see Rates).

Capital Gains. Capital gains are subject to a tax at a flat rate of 10%.

Capital losses are deductible only if derived from the sale of de-
preciable assets or from the sale of nondepreciable assets sold in
the ordinary course of a trade or business. Occasional (nonhabit-
ual) sales of nondepreciable assets are not subject to tax.

Deductions

Personal Deductions and Allowances. Annual deductions for med-
ical and educational expenses are allowed up to a maximum of
L 20,000.

Business Deductions. All costs and expenses that are necessary to
generate taxable income and protect investments are deductible.

Rates. For 2007, employment and self-employment income are
taxable at the following rates.

Annual Taxable Income Tax on Lower Rate on
Exceeding Not Exceeding Amount Excess
L L L %
0 70,000 0 0
70,000 100,000 0 10

100,000 200,000 3,000 15
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Annual Taxable Income Tax on Lower Rate on
Exceeding Not Exceeding Amount Excess

L L L %
200,000 500,000 18,000 20
500,000 — 78,000 25

The above tax rates are subject to change by the government.

Withholding tax is imposed on nonresidents at a rate of 35% on
salaries, commissions and other similar compensation items.

For a sample tax calculation, see Appendix 2.

Relief for Losses. Self-employed individuals may not carry their
losses forward or back.

B. Estate and Gift Taxes

Honduras does not impose estate or gift taxes. However, estates
may be taxed as ordinary taxpayers if they derive income before
distributions of assets are made to the beneficiaries.

C. Social Security

Social security contributions are imposed on salaries at a rate of
7.2% for employers and 3.5% for employees. They are calculat-
ed on a maximum monthly salary of L 4,800.

D. Tax Filing and Payment Procedures

Employers are responsible for withholding income taxes and
social security contributions from employees’ salaries on a
monthly basis. Employees are not required to file an annual
income tax return if their only source of income is employment
compensation. Nonresidents are not required to file an annual
income tax return if their income tax liability has been satisfied
through withholding at source.

The ordinary tax year runs from 1 January to 31 December.
Returns must be filed and any tax liabilities due must be paid by
30 April of the year following the tax year. However, in certain
specified circumstances, taxpayers may elect a special tax year.
Self-employed individuals and individuals with a trade or busi-
ness must make advance income tax payments.

E. Double Tax Relief and Tax Treaties

Honduras has not entered into tax treaties with other countries.
However, Honduras has entered into a tax information and
exchange agreement with the United States.

To avoid double taxation, the obligation to withhold from pay-
ments made to nonresident or nondomiciled individuals or com-
panies, as provided in Sections 4 and 5 of the Income Tax Law,
does not apply to payments made with respect to operations
abroad, such as compensation paid to personnel hired abroad.
The withholding obligation also does not apply to transportation
companies and to rent paid for movable and immovable property
located abroad, including ships, aircrafts and vehicles.

F. Work Permits

To work in Honduras, foreigners must apply for a work permit.
After the required documents are filed with the immigration
authorities, it takes approximately three months to obtain this
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permit. Work permits are valid for three years and are renewable
for similar periods of time.

G. Migratory Status

Immigration and visa requirements generally are amended con-
stantly in Honduras. Consequently, foreigners wishing to come to
Honduras should seek legal advice before entering the country.
Foreigners may apply for local residency with the General Direc-
tion of Migration and Foreigners (Direccion General de Migracion
y Extranjeria) if certain requirements are met. A Special Perma-
nence Permit is granted for a renewable period of one to five years.

H. Family and Personal Considerations

Family Members. Spouses of foreigners who are granted work per-
mits in Honduras do not automatically receive the same treatment
as the original permit holders and must apply for an independent
visa or work permit.

Children of expatriates must have student visas to attend schools
in Honduras.

Drivers’ Permits. Foreigners may drive legally in Honduras using
their home country drivers’ licenses for up to three months. After
the three-month period expires, individuals applying for Honduras
drivers’ licenses must take written and physical exams.

Honduras does not have driver’s license reciprocity agreements
with any other country.

APPENDIX 1: TAXABILITY OF INCOME ITEMS

Not
Taxable* Taxable Comments
Compensation

Base salary X — —
Bonus X — —
Retained hypothetical tax X) — —
Cost-of-living allowance X — —

Housing allowance X

Employer-provided housing X

Educational allowance X

Hardship allowance X — —
Other allowance X

Premium allowance X

Home-leave allowance X

Moving expense
reimbursement —
Tax reimbursement X —
Value of meals provided X — (a)
Value of lodging provided X

Pension from retirement —

Other Items

Foreign-source personal
ordinary income
Dividends —
Interest X — —

Capital gains from sale

of personal residence in

home country X — —
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Not
Taxable* Taxable Comments

Capital gains from sale
of stock in home
country X — —

*  The bracketed amount reduces taxable income.

(a) Meals and lodgings received by an employee are considered nontaxable if the
employee receives the meals and lodging in order to perform his or her regu-
lar activities and would otherwise be unable to obtain meals or lodging on his
or her own (this applies to activities performed in remote locations).

APPENDIX 2: SAMPLE TAX CALCULATION

The following is a sample tax computation for a married individ-
ual who has children.

L L
Calculation of Taxable Income
Cash salary 500,000
Salary in kind:
Housing allowance 125,000
Car allowance 125,000
Home maintenance allowance 125,000
Other allowances 125,000
Total salary in kind 500,000
Total salary 1,000,000
Deductions:
Social security (2,016)
Medical and educational
expenses: (20.000)
Total deductions (22,016)
Taxable income 977,984
Calculation of Income Tax Payable
Tax on L 500,000 78,000
Tax on L 477,984 at 25% 119,496
L 977,984 197.496
HONG KONG
Country Code 852
HONG KONG GMT +8
Ernst & Young

18/F, Two International Finance Centre
8 Finance Street

Central

Hong Kong

Executive Contacts
Paul Wen 2629-3876
Fax: 2118-4025
E-mail: paul.wen@hk.ey.com
Christina Li 2629-3664
Fax: 2118-4032
E-mail: christina.li@hk.ey.com
Immigration Contact
Winnie Walker 2629-3693
Fax: 2118-4035
E-mail: winnie.walker@hk.ey.com
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A. Income Tax

Who Is Liable. Individuals earning income that arises in or is de-
rived from a Hong Kong office or Hong Kong employment, or
from services rendered in Hong Kong during visits of more than
60 days in any tax year, are subject to salaries tax.

Hong Kong observes a territorial basis of taxation; therefore, the
concept of tax residency has no significance in determining tax
liability, except in limited circumstances.

Income Subject to Tax. The taxation of various types of income is
described below. For a table outlining the taxability of income
items, see Appendix 1.

Employment Income. Taxable income consists of all cash emolu-
ments, including bonuses and gratuities. Benefits in kind are large-
ly nontaxable, unless they are convertible into cash or specifically
relate to holiday travel or school fees. The provision of accommo-
dation by an employer creates a taxable benefit equal to an amount
ranging from 4% to 10% of the employee’s other taxable income,
depending on the type of accommodation.

An employee (not including a director) is subject to salaries tax
if his or her employment income is sourced in Hong Kong, even
if he or she is not ordinarily resident in the territory. However, a
specific statutory exemption applies if an employee (not includ-
ing a director) renders all services outside Hong Kong or if an
employee’s visits to the territory do not exceed 60 days in the year
of assessment. Conversely, if a nonresident with non-Hong Kong
employment renders services in Hong Kong during visits totaling
more than 60 days, he or she is taxed on a pro rata basis.

Self-Employment and Business Income. Anyone carrying on a
profession, trade or business in Hong Kong is subject to profits
tax on income arising in or derived from Hong Kong from that
profession, trade or business. A person not carrying on a profes-
sion, trade or business in Hong Kong is not subject to profits tax
on income derived from sources in Hong Kong. Under certain pro-
visions in the tax law, however, specified types of income derived
from Hong Kong are deemed to arise from a Hong Kong busi-
ness. For example, royalties paid to a nonresident for the use of
intellectual property rights in Hong Kong are subject to profits
tax on a notional 30% net profit, resulting in an effective tax rate
of 4.8% if the property has never been owned by a person carry-
ing on a profession, trade or business in Hong Kong.

Taxable income is determined in accordance with generally accep-
ted accounting principles, as modified by the Inland Revenue
Ordinance and principles derived from case law.

If an individual receives rental income but the rental activities do
not constitute a business, the income is subject to property tax
rather than profits tax (see Rates). Property tax is charged on
80% of rent received from real estate located in Hong Kong at a
rate of 16%, resulting in an effective rate of 12.8%.

Profits tax, salaries tax and property tax are assessed separately. If
beneficial, a permanent or temporary resident individual with
business profits or property income may elect to be assessed on
the aggregate of his or her income from all sources. This election
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entitles the individual to deductions and various allowances and to
have the balance taxed at the progressive rates of the salaries tax.

Hong Kong-source interest (excluding interest on bank deposits)
received by a company carrying on business in Hong Kong is sub-
ject to profits tax. Although withholding tax does not apply to in-
terest, strict disallowance provisions apply under profits tax for a
business that pays interest to a nonresident other than a nonresi-
dent bank.

Profits tax is levied on the income of both residents and nonres-
idents if the statutory criteria are met.

Investment Income. Interest income not derived from investing the
funds of a business and all dividend income are exempt from tax-
ation. Royalties paid to a related person or related company may
be taxed at a rate of 16% in certain circumstances.

No withholding taxes are levied on dividends or interest paid to
nonresidents. However, royalties paid to a person not carrying on
a business in Hong Kong are subject to an effective 4.8% with-
holding tax, which is assessed on the payer as agent for the recip-
ient. A rate of 16% applies to royalties paid to a nonresident if the
recipient is related to the payer and if the property subject to the
royalties was previously owned by any person carrying on a pro-
fession, trade or business in Hong Kong.

Directors’ Fees. Directors’ fees are subject to salaries tax if the
company maintains its central management and control in Hong
Kong. Otherwise, directors’ fees are not taxable.

Taxation of Employer-Provided Stock Options. Employer-provided
stock options are generally taxable at the time of exercise. How-
ever, for an individual who is not employed in Hong Kong and who
is taxed on a pro rata basis by reference to his or her services in
Hong Kong, part or all of the option gain may be excluded from
taxable income. The amount to be excluded depends on whether
the option is granted on or before the individual begins services
in Hong Kong, whether the option is granted conditionally or un-
conditionally, and, if granted conditionally, the length of the vest-
ing period.

Capital Gains. Hong Kong does not tax capital gains.

Deductions

Deductible Expenses. To be deductible for purposes of salaries tax,
expenses must be incurred wholly, exclusively and necessarily in
the production of the taxpayer’s assessable income. Depreciation
allowances (capital allowances) may be claimed on plant and
machinery used in the production of assessable income. Certain
education expenses paid to specified institutions are deductible
up to HK$40,000 per year. Approved charitable donations are de-
ductible up to 25% of assessable income. Home mortgage inter-
est is deductible, up to HK$100,000 per year for a maximum of
10 years. Contributions to “recognized retirement schemes,” as
defined, are deductible up to HK$12,000 per year.

Personal Deductions and Allowances. Personal allowances below
the “break-even” point (that is, the point where the standard rate
of 16% applies, see Rates) are deductible. For the 2006-07 tax
year, the following are the personal allowances.
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Personal Allowances HK$
Prescribed allowances
Single (a) 100,000
Married (b) 200,000
Child allowance for
Ist child to 9th child (each) 40,000
Dependent parent/grandparent allowance (each)
Aged 60 and above
Residing with taxpayer 60,000
Not residing with taxpayer 30,000
Aged 55 to 59
Residing with taxpayer 30,000
Not residing with taxpayer 15,000
Elderly residential care expenses (c) Up to 60,000
Disabled dependent allowance 60,000
Dependent sibling allowance 30,000
Single-parent allowance 100,000

(a) Granted to a single person or a married person who has not elected joint
assessment.

(b) Granted to a married person whose spouse does not have assessable income or
to a person who, together with his or her spouse, has elected to be jointly
assessed.

(c) Those claiming this deduction are not eligible for an additional allowance for
the same dependant.

Business Deductions and Capital Allowances. To be deductible,
expenses must be incurred in the production of taxable profits.
Certain specified expenses are not deductible, including domes-
tic and private expenses, expenditure of a capital nature or any
loss or withdrawal of capital, the cost of improvements and tax
paid or payable. The deductibility of interest is determined in
accordance with detailed rules.

Capital expenditure for the acquisition of computer hardware or
software and of plant and machinery used for manufacturing qual-
ifies for an immediate 100% deduction. Capital expenditure for
most other plant and machinery qualifies for an initial 60%
allowance and an annual allowance on the reduced balance at a
rate of 10%, 20% or 30%, depending on the class of the asset. A
five-year straight-line deduction is allowed for refurbishment of
a building or structure other than a domestic building or structure
incurred by all businesses.

An initial allowance of 20% is granted for new industrial buildings,
as well as an annual allowance of 4% of the cost of construction.
No initial allowance is granted on buildings that are already in
use. Capital allowances may be subject to recapture if the assets
are sold for amounts in excess of their tax-depreciated value.

An annual allowance of 4% of the cost of construction is avail-
able on commercial buildings.

Rates. Three separate income taxes are levied in Hong Kong

instead of a single unified income tax. The following are the

taxes and rates for the year ending 31 March 2007:

* Profits tax, levied on professional, business and trade income at
a flat rate of 16%;

* Property tax, levied at a flat rate of 16% on rental income, less
a standard deduction of 20%; and
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* Salaries tax, levied at progressive rates ranging from 2% to 19%
after deduction of allowances or at a flat rate (maximum rate) of
16% on gross salary, whichever produces the lower tax liability.

The following are the progressive rates for salaries tax for the
year ending 31 March 2007.

Taxable Income Tax on Lower Rate on
Exceeding Not Exceeding Amount* Excess
HK$ HK$ HK$ %

0 30,000 0 2
30,000 60,000 600 7
60,000 90,000 2,100 13
90,000 — 3,900 19

* A special tax concession is granted for salaries tax for the year ending 31 March
2007. Under this concession, 50% of the salaries tax is waived, subject to a max-
imum waiver of HK$15,000. This concession also applies to individuals who
elect to be assessed on the total of his or her income from all sources.

For a sample tax calculation, see Appendix 2.

Relief for Losses. Losses are calculated in the same manner as
profits and may be carried forward indefinitely against future in-
come. Losses may also offset income from other sources. Losses
may not be carried back.

B. Estate Tax

Estate duty is abolished, effective from 11 February 2006. Estates
of persons who pass away on or after 11 February 2006 are not
subject to estate duty.

C. Social Security

Hong Kong does not impose any social security taxes. Employers
and employees are each required to contribute the lower of 5% of
the employees’ salaries or HK$1,000 per month to approved
mandatory provident fund schemes.

D. Tax Filing and Payment Procedures

The tax year in Hong Kong runs from 1 April to 31 March. Penal-
ties apply for breaches of time limits in filing returns. Individual
taxpayers are usually issued composite tax returns and are requir-
ed to report all income from the various sources subject to prof-
its tax, salaries tax or property tax. Salaries tax is automatically
levied separately on the employment income of married couples
and is paid separately by each spouse. However, a married couple
not wishing to be assessed separately may elect joint assessment
on their salaries or on all sources of income if beneficial.

No payroll or withholding tax requirements apply for purposes of
salaries tax. Profits, property and salaries tax all operate under a
system of prepaid tax, known as provisional tax. The provisional
assessment is an estimate, normally based on the previous year’s
assessment, and is payable in two installments: one equal to 75%
of the previous year’s tax liability, usually payable in the final
quarter of the year of assessment, and the remaining 25% payable
three months later, usually just after the end of the assessment
year. When the actual income for a year is determined, a final tax
assessment is issued, giving credit for provisional tax already
paid. The final tax assessment is combined with a provisional tax
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assessment for the following year. The final tax is payable at the
same time as the 75% installment of provisional tax for the fol-
lowing year.

E. Double Tax Relief and Tax Treaties

An employee of a Hong Kong establishment is exempt from
salaries tax on income derived from services performed outside
Hong Kong provided that the income is subject to tax in the for-
eign jurisdiction and that foreign tax has been paid on the income.

With few exceptions, no credit is given for foreign taxes paid, but
in certain circumstances, foreign taxes may be deductible for prof-
its tax purposes. One of the notable exceptions is the foreign tax
credit available to Hong Kong residents under the tax arrangement
between the Hong Kong Special Administrative Region and the
Chinese Mainland with respect to Chinese taxes paid on income
that is also taxable in Hong Kong.

F. Visitor Status

Most people may easily enter Hong Kong for visiting purposes
with their passports. The length of time one is permitted to stay
in Hong Kong under visitor status depends on the country that
issued the passport. For example, a U.S. passport holder is allowed
to stay in Hong Kong as a visitor for three months. However, for
passport holders of some Asian countries, the period may be as
short as one week. Visitor status does not permit the passport
holder to undertake employment in Hong Kong.

G. Work and Self-Employment Visas

To work in Hong Kong, a foreign national must obtain an employ-
ment visa.

Because of the change of sovereignty on 1 July 1997, the immi-
gration policies relating to British subjects have been revised.
Under the new law, British subjects may obtain six-month visitor
visas for first-time entry into Hong Kong, and must obtain em-
ployment visas to work in Hong Kong. The procedures for obtain-
ing visas are the same for British subjects as for other foreign
nationals.

Work Visas. The Immigration Department recommends that for-
eign nationals apply for work visas in their home countries or
where they reside prior to their arrival in Hong Kong. The entire
process takes six to eight weeks. However, an employee urgently
needed by his or her employer in Hong Kong may enter Hong
Kong with a visitor visa, then apply for a change of status from
visitor visa to work visa while in Hong Kong. This method is not
encouraged by the Hong Kong Immigration Department. If the
applicant is applying for a work visa in Hong Kong while still
holding a visitor visa, he or she must extend the visitor visa peri-
odically until his or her work visa is granted. An applicant may
not take up any employment in Hong Kong under a visitor visa.

Work visas are granted for a particular job with a particular em-
ployer. Generally, the employer must demonstrate that the appli-
cant has recognized professional qualifications, has relevant work
experience, and is uniquely qualified for the job.
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A work visa is valid for one year initially and may be renewed. The
first extension is granted for two years, followed by a second ex-
tension of two years, followed by a final extension of three years.

After seven years of employment in Hong Kong, an individual
may apply for permanent residence. This enables him or her to
work in Hong Kong without a work visa.

Applying in the Home Country. A prospective employee should
complete application Forms 1.D. (E) 936A, 936E, 936F and 936L,
and send them, with a photograph attached, to the local sponsor
in Hong Kong or directly to the Hong Kong Immigration Depart-
ment, together with the following documents:

* Photocopies of the applicant’s travel document containing its
date of issue, date of expiration and details of the re-entry visa
(if applicable).

* One additional identical photograph of the applicant.

» The name, contact address and telephone number of the appli-
cant’s local sponsor in Hong Kong.

* An up-to-date résumé of the applicant’s qualifications and work
experience. This must be accompanied by certification of the
applicant’s academic qualifications by a university, as well as
by proof of the applicant’s previous working experience.

* A copy of the applicant’s service contract or letter of appointment
with a detailed description of the position, salary and benefits.

* A letter, with supporting proof from the applicant’s employer (if
possible), stating the reason why the post cannot be filled locally.

» The most recent financial statements of the employer.

* Duly completed and signed Forms 1.D. (E) 936B and 936G.

* A copy of the local sponsor company’s business registration
certificate.

* Copies of the marriage certificate and birth certificates of the
children, if dependent visas are sought.

Application forms and sponsorship forms may be obtained from
the Hong Kong Immigration Department.

If an application is approved, an entry visa is issued to the local
sponsor who is asked to send it to the applicant. The applicant
must present this visa together with his or her passport or travel
document to the immigration officer on arrival in Hong Kong. At
the port of entry in Hong Kong, the official work visa is endorsed
on the applicant’s passport or travel document with the effective
period of one year. Extensions of the visa may be obtained sub-
sequently if applied for before the expiration date.

Applying in Hong Kong. The following completed documents are
submitted to the Immigration Department if an employee enters
Hong Kong initially with a visitor visa and then applies for a
change of status from visitor visa to work visa in Hong Kong:

» Forms 1.D. 428B and 428A (if a dependent visa is needed), .D.
520, and two sets of I.D. 91 from the Hong Kong Immigration
Department. The applicant must indicate the Hong Kong em-
ployer as his or her local sponsor. An applicant applying for
dependent visas for his or her family must indicate himself or
herself as the family’s sponsor.

* Original of certification from the applicant’s employer regard-
ing the terms of his or her employment.



398 HoNG KoNG

* The applicant’s résumé detailing qualifications and work expe-
rience.

* A company staff list of the local sponsor (optional).

* Copies of the applicant’s academic qualifications, for example,
a university diploma.

* Photocopies of the applicant’s and the dependants’ passports, if
applicable (personal particulars page and page with entry visa
stamp).

* The applicant’s detailed job description from his or her employer.

» The most recent annual financial statement of the employer’s
parent company.

* A copy of the business registration certificate from the appli-
cant’s local sponsor.

* Original of the marriage certificate and the birth certificates of
the children if dependent visas are sought.

* The local sponsor’s company ordinances listing the directors
and the shares of allotment (optional).

* A copy of the local sponsor’s office lease (optional).

The applicant must submit the above documents together with his
or her passport and the dependants’ passports to the Hong Kong
Immigration Department’s entry visa section. The original pass-
ports and certificates are required and are returned to the appli-
cant within one or two days. After the Immigration Department
approves the work visa and dependent visas, the applicant is noti-
fied for endorsement.

Extensions. To obtain an extension of a work visa, a month before
the expiration date of the visa, the applicant must obtain an
employment letter from his or her employer certifying that the
applicant’s employment with that employer will extend beyond
the expiration date. The letter, together with Forms I.D. 91, 481A
and 481B (if dependent visa extension required), and the appli-
cant’s and the dependants’ passports, must be submitted to the
Immigration Department’s extension section approximately one
month before the expiration date. It normally takes 14 working
days for the Immigration Department to process the visa exten-
sion application. This extension is usually valid for an additional
two years. If the work visa holder receives an extension, all
dependants are also granted extensions.

Self-Employment Visas. A foreign national wishing to invest in or
start a business in Hong Kong must apply for an employment
(investment) visa. To obtain this type of visa, the applicant must
demonstrate that the business that he or she proposes to invest in
and carry on will benefit the Hong Kong economy. Because the
application procedure for the employment (investment) visa is
more complicated than for other visas, it generally requires from
8 to 10 weeks to process.

Capital Investment Entrant Scheme. Foreigners who have been
the beneficial owners of net assets or net equity with a market net
value of HK$6.5 million or more for the preceding two years can
apply for a residence visa under the Capital Investment Entrant
Scheme. The applicant must prove that he or she has invested not
less than a net amount of HK$6.5 million in designated permis-
sible investment assets of which he or she is the beneficial owner.
Permissible investment assets are real estate, equities and other
eligible investments.
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Under the Capital Investment Entrant Scheme, applicants may
apply for Approval-in-Principle or for Formal Approval.

Approval-in-Principle is a provisional grant of approval by the
Immigration Department for the applicant to enter Hong Kong or
to maintain his or her current resident status in Hong Kong.
Approval-in-Principle is available to individuals who demon-
strate that they had a net worth of at least HK$6.5 million in the
two-year period preceding the date of the application.

Formal Approval is a confirmed grant of approval. An individual
who has obtained an Approval-in-Principle is initially allowed to
remain in Hong Kong as a visitor for three months. If the indi-
vidual can provide evidence of active progress in investment in
permissible investment assets for the purposes of the Capital
Investment Entrant Scheme, his or her visitor status is extended
for an additional three months. After the required amount of
investment in permissible investment assets is attained, Formal
Approval to stay in Hong Kong under a two-year residence visa
is granted subject to the condition that the applicant must contin-
ue to satisfy the requirements of the scheme throughout this peri-
od. Two further extensions of two years each and a three-year
extension are granted on the same conditions.

H. Residence Visas

In addition to work visas, other visas permitting residence in Hong

Kong include the following:

* Trainee visas: Issued to foreign nationals coming to Hong Kong
for training purposes. This visa is granted for the period of
training or for 12 months, whichever is shorter.

* Student visas: Issued to foreign nationals coming to Hong Kong
to study. It is granted for the academic year or for 6 to 12 months,
whichever is shorter. The visa does not allow its holder to take
up employment in Hong Kong.

» Dependent visas: See Section 1.

Residence visas and the procedures for obtaining visas are the
same for British subjects as for other foreign nationals.

I. Family and Personal Considerations

Family Members. If an applicant wants to bring his or her family
to Hong Kong, the family members may apply together with the
applicant as his or her dependants for dependent visa status. De-
pendent visas are granted for the same period of time as the work
visa. The applicant’s spouse and dependent children younger than
18 years of age who are granted dependent visas after 1 July 2003
are prohibited from working in Hong Kong. Dependent visas may
be granted to other close relatives who are fully supported by the
applicant or who are handicapped.

Work visas allow the applicant to work and stay in Hong Kong for
one year, and dependent visas issued after 1 July 2003 allow the
applicant’s family to stay in Hong Kong for one year. Within one
month after the issuance of the work visa and dependent visas, the
applicant and his or her family may apply for Hong Kong identity
cards from the Immigration Department. All Hong Kong residents
are required by law to carry with them at all times identity cards
or their passports for identification purposes.
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Marital Property Regime. No community property or other mari-
tal property regime applies in Hong Kong.

Forced Heirship. Hong Kong law does not provide for forced
heirship.

Drivers’ Permits. A foreign national may drive legally in Hong
Kong using his or her home country driver’s license for up to one
year or until the approval of his or her Hong Kong work visa, if
the individual currently holds a visitor visa and if his or her home
country is one of the following.

Australia Ireland Norway
Austria Israel Pakistan
Bangladesh Italy Portugal
Belgium Japan Singapore
Canada Korea South Africa
China Luxembourg Spain
Denmark Macau Sweden
Finland Malaysia Switzerland
France Netherlands Taiwan
Germany New Zealand United Kingdom
India Nigeria United States

After a foreign national obtains a work visa from the Immigration
Department, his or her home country driver’s license becomes in-
valid in Hong Kong; therefore, he or she must obtain a Hong
Kong driver’s license immediately.

A person is eligible for the direct issuance of a Hong Kong dri-
ver’s license without a test if all of the following conditions are
satisfied:

» The person possesses a driver’s license issued by one of the
above countries (not an international driving permit) during the
past three years.

 The person is applying for driving privileges comparable to
those authorized by the issuing country.

* The license was obtained by passing the relevant driving tests
in the issuing country.

* The overseas license is valid or has not been expired for more
than three years.

* One of the following circumstances exist:

— The driver resided in the issuing country for a period of not
less than six months and the license was issued during the
period of residence;

— The individual has held the license for five years or more
preceding the date of the application; or

— The driver holds a passport or equivalent travel document of
the issuing country.

The following documents (both copies and originals) are neces-

sary for the direct issuance of a Hong Kong driver’s license:

* The applicant’s Hong Kong identity card.

* The applicant’s passport.

* The applicant’s home country driver’s license (an officially cer-
tified translation is essential if the license is in a language other
than English or Chinese).

* Application fee of HK$900 for 10 years for applicants between
18 and 60 years of age. The application fee is HK$90 for one
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year for applicants aged 70 or above, renewable each year or
HK$270 for a 3-year license.

* A duly completed and signed Form TD-63A (7/2004).

« If the applicant is 70 years of age or older, a Transport Depart-
ment medical examination report Form TD-256, duly completed
by a registered medical practitioner to prove that he or she is
medically fit to drive.

The applicant must submit the above documents in person or
through authorized personnel to the Transport Department’s Hong
Kong Licensing Office. The entire process takes about one to two
weeks.

APPENDIX 1: TAXABILITY OF INCOME ITEMS
Not

Taxable* Taxable Comments
Compensation
Base salary X — —
Employee contributions
to home country
benefit plan
Bonus
Retained hypothetical tax
Cost-of-living allowance
Housing allowance
Employer-provided housing
Housing contribution
Educational allowance
Hardship allowance
Other allowance
Premium allowance
Home-leave allowance
Other compensation income
Moving expense
reimbursement — X (b)
Tax reimbursement:
(current and/or prior,
including interest, if any) X — —
Value of meals provided X

Other Items

Foreign-source personal

ordinary income

(interest and dividends) — X —
Capital gain from sale

of personal residence in

home country — X —
Capital gain from sale

of stock in home

country — X —

~_~
~
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*  Bracketed amounts reduce taxable income.

(a) A cash allowance is taxable if the employer has no control over its use. If the
employer pays the rent directly or if the employee is reimbursed for the rent
based on receipts, the employee is not taxed on the actual rent. The benefit is
imputed to be 4% to 10% of the employee’s other assessable income, depend-
ing on the type of accommodation.

(b) Reimbursements and allowances in excess of actual expenses are taxable.
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APPENDIX 2: SAMPLE TAX CALCULATION

A sample tax calculation for the 2006-07 year is provided below
for a single individual who resides in Hong Kong for the entire
year. The individual works entirely within Hong Kong and is paid
an annual salary and bonus of HK$600,000. The employer pro-
vides the person an apartment that is rent-free to the employee.
The cost to the employer for the apartment is HK$250,000 per

year. The following is the tax calculation.

Calculation of Assessable Income
Salary and bonus

Rental value of housing

(10% of salary and bonus)
Total compensation

Less allowances for the taxpayer
Net assessable income

Calculation of Income Tax

Tax Computed at Progressive Rates
Tax on first HK$90,000
Tax on HK$470,000 at 19%

Less: Tax rebate
Total

Tax Computed at Standard Rate
Total compensation of HK$660,000
at a rate of 16%

Less: Tax rebate

Total

Tax Payable
Tax (lesser of the tax computed under
the progressive rates or the standard rate)

HK$
600,000

60,000
660.000

(100,000)
560,000

6,600
89.300
95,900

(15,000)
80.900

105,600

(15,000)
90,600

80.900

HUNGARY

Country Code 36

BUDAPEST

GMT +1

Ernst & Young
1132 Budapest
Vaci at 20
Hungary

Executive Contacts

lldik6 Hadas (1) 451-8228

E-mail: ildiko.hadas@hu.ey.com

lldiko Antal-Ferencz (1) 451-8186

E-mail: ildiko.ferencz@hu.ey.com

Gizella Szalay (1) 451-8171

E-mail: gizella.szalay@hu.ey.com

Immigration Contact

Méria Kocsis (1) 451-8583

E-mail: maria.kocsis@hu.ey.com
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A. Income Tax

Who Is Liable. Residents are subject to income tax on worldwide
income, regardless of whether the funds are transferred into Hun-
gary. Nonresidents are taxed on income from Hungarian sources
only. However, tax treaty provisions may alter or override the
domestic rule.

Hungarian citizens are generally considered residents unless they
do not have a permanent home or a habitual abode in Hungary.

The following individuals are also considered Hungarian tax

residents:

» European Economic Area (EEA) nationals spending at least
183 days in Hungary;

¢ Third-country (non-Hungarian and non-EEA) nationals with a
permanent residence permit; and

* Foreign individuals who are domiciled in Hungary.

Individuals who have permanent homes in Hungary and another
jurisdiction or do not have a permanent home anywhere are
deemed resident if their center of vital interests is located in
Hungary. Individuals present in Hungary for at least 183 days in
a calendar year are deemed to maintain their usual place of abode
in Hungary. These individuals are regarded as residents if either
of the following conditions is satisfied:

* They have a residence both in Hungary and another jurisdiction

or they do not have a residence in Hungary; or
* The sole center of their vital interests cannot be determined.

Income Subject to Tax. The taxation of various types of income is
described below. For a table outlining the taxability of income
items, see Appendix 1.

Employment Income. Gross employment income includes all com-
pensation and most allowances, employer contributions to an em-
ployee’s pension fund and most insurance policy premiums paid
by an employer for an employee. In general, benefits in kind and
the personal use of a company car are taxed at the company level.

Rent and other housing allowances provided to an expatriate who
has an employment relationship with a non-Hungarian employer
and receives housing as a result of this relationship are not con-
sidered to be income to the expatriate, regardless of which com-
pany (Hungarian or foreign) pays the amounts, if the amounts are
paid directly to the landlord).

Education and health care benefits from the Hungarian state sys-
tem, as well as ordinary and necessary employee business expens-
es borne by the employer, are not considered income for income
tax purposes.

Fringe benefits (for example, housing payments or school fees paid
directly to the landlord or to the school by the Hungarian host
entity) may be taxable to employers at a rate of 54% (attracting
also an 11% health tax for EEA national expatriates who are not
employees of the Hungarian company) if the benefit is listed in
the Hungarian tax law as an in-kind benefit (except housing for
expatriates seconded to Hungary, which is not taxed; see above).
Otherwise, the relationship between the provider and the recipi-
ent determines the legal title of the income. If an employment
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relationship exists and if the in-kind benefit is not listed in the
law, the benefit is considered employment income and taxed
accordingly. Benefits provided by foreign employers abroad are
generally considered taxable income to the employee.

Non-Hungarian tax residents who work in Hungary are general-
ly subject to personal income tax on their income relating to their
Hungarian workdays if the income relating to their non-
Hungarian workdays is taxed in another country.

Foreign individuals are generally taxed on their wages, salaries
and other remuneration for services performed in Hungary.

Income from Independent Activities. All activities that are not in-
cluded in employment (dependent) activities and for which an indi-
vidual receives income are considered to be independent activities
(for example, the activities of private entrepreneurs, agricultural
producers and appointed auditors).

Investment Income. Dividend income from Hungarian sources is
subject to a final withholding tax at rates ranging from 25% to
35%.

Hungarian residents are subject to a 25% tax on foreign-source
dividends. Dividend income derived from a security listed on an
accredited European Union (EU) stock exchange is taxable at a
rate of 10%.

Withholding tax is imposed on Hungarian-source interest income
at a rate of 20%. Resident individuals are subject to 20% tax on
foreign-source interest income.

Royalty income is included in ordinary taxable income, and is
taxed at the normal progressive rates after the deduction of
expenses.

Rental income is generally taxable at a flat rate of 25%. However,
the taxpayer may elect independent activities treatment for rental
income derived from real property. Under this election, the
income is taxed at the normal progressive personal income tax
rates, but deductions for expenses are possible (see Rates).

Non-Hungarian residents who are residents of treaty countries
are subject to Hungarian withholding tax at the reduced treaty
rate (certain treaties provide for no withholding tax) if specified
administrative requirements are met (for example, certificate of
residence).

Directors’ Fees. Directors’ fees are generally subject to tax at the
same rates as employment income. Directors’ fees are sourced in
the country in which the payer company is resident. Tax treaty
provisions covering directors’ fees generally state that if a resi-
dent of one treaty country receives a director’s fee from a com-
pany resident in the other treaty country, the fee may be taxable
in the other country.

Other Income. Other income includes certain types of income
listed in the Hungarian tax law, such as amounts paid by a volun-
tary or a private pension fund as a benefit (excluding pension
payments), taxable insurance premiums paid by a payer that is
not the employer, and interest or dividends paid by a legal entity
located in a low-tax country and student wages.
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Taxation of Employment-Related Stock Options. Employment-
related stock options are taxed at the time of exercise. The taxa-
tion of the option income is determined by the relationship of the
provider and the recipient and the circumstances of the acquisi-
tion. If the employee of a Hungarian company receives his or her
other employment income directly from abroad, the employee is
subject to tax at regular income tax rates on the market value of
the stock at the date of exercise, less the strike price and the
acquisition and transaction costs, if any. Foreign-source stock
option income is also subject to both employer and employee
social security contributions that are payable by the employee.
However, the employee part of the social security contributions
may be assumed by the Hungarian employer. If the employee’s
income is paid through a local Hungarian company, the local
company must withhold personal income tax and employee
social security contributions and pay employer social security
contributions regarding the income.

Capital Gains. Capital gains are taxed at a flat rate of 25%. In
determining taxable capital gains, substantiated transaction
expenses may be deducted. Capital gains derived from transac-
tions on the Hungarian Stock Exchange or stock exchanges of
other EU or Organization for Economic Cooperation and Devel-
opment (OECD) member states are considered to be “income
deriving from stock exchange transactions,” which are subject to
a 20% tax rate.

Deductions

Personal Tax Credits and Deductions. The most important per-
sonal tax credits (expressed as a percentage of the applicable
amount) for 2007 are outlined below.

Type of Tax Credit Amount of Tax Credit (a)
Wage income 18%, subject to
limitations (b)

Supplementary payments 30% of the tax calculated,
for private pension funds up to a maximum
of HUF 100,000 (c)

Charitable contributions to 30%, up to a maximum
foundations of HUF 50,000 (c)
Life and pension insurance 20%, up to a maximum
premiums of HUF 100,000 (c)

Family credit
(per child per month if the taxpayer
has three or more children) HUF 4,000 (d)

(a) The total tax credit claimed may not exceed the tax payable (that is, credits are
not refundable).

(b) The percentage is 18% for income received in 2007, up to a maximum of HUF
9,000 per month, if total annual taxable income does not exceed HUF
1,500,000; for income between HUF 1,500,000 and HUF 2,100,000, the tax
credit is reduced by 18% of the excess over HUF 1,500,000.

(c) These three tax credits may not exceed HUF 100,000 in total. If the annual

income of the individual exceeds HUF 3,900,000, he or she is not entitled to

the three tax credits.

For example, the total annual credit for three children equals HUF 144,000 if

the number of dependants any day of the year equals 3. If the annual income

of the taxpayer exceeds HUF 6,000,000, the amount of the family tax credit is
decreased.

d

=
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Business Deductions. An individual may deduct from independent
activities income a 10% standard deduction or the actual and sub-
stantiated deductible expenses recognized by the income tax law.

Income derived from activities in Hungary based on an employ-
ment contract concluded abroad is also considered employment
income for Hungarian tax purposes. Consequently, the 10% stan-
dard deduction or the actual and substantiated deductible expens-
es are not allowed for a foreign national working under an
employment contract with a non-Hungarian employer.

Rates. Hungarian residents and foreign individuals are taxed at
the following rates for 2007.

Taxable Income Tax on Lower Rate on
Exceeding Not Exceeding Amount Excess
HUF HUF HUF %

0 1,700,000 0 18
1,700,000 — 306,000 36

In addition, effective from 1 January 2007, a solidarity surtax of
4% is also payable if annual income exceeds HUF 6,748,850. As
a result, the marginal tax rate is 40% for income above this
threshold.

Nonresidents are subject to tax on income derived from Hun-
garian sources at the rates that apply to residents.

For a sample tax calculation, see Appendix 2.

B. Inheritance and Gift Taxes

Resident foreigners and non-residents are subject to inheritance
and gift tax on assets located in Hungary at rates of up to 21%.

C. Social Security

As aresult of Hungary’s accession to the EU on 1 May 2004, new
social security rules apply to citizens of the EEA and expatriates
from outside the EEA, effective from that date. These rules
reflect the EU’s social security coordination regulations.

Coverage. In Hungary, social security contributions cover health,
pension and unemployment insurance. Participation in the Hun-
garian social security system is mandatory for all individuals who
work in Hungary under an employment contract, regardless of
their nationality. A third-country national (non-Hungarian, non-
EEA and non-totalization agreement country national) employed
in Hungary by a foreign employer not registered in Hungary is
not required to participate in the social security system.

Individuals holding a valid E101 certificate of coverage are not
required to contribute to the Hungarian social security system.
Nevertheless, EEA citizens who do not possess an E101 and are
employed by a non-Hungarian company must register in Hungary
for social security purposes as a representative of their foreign
employer, pay employee and employer social security contribu-
tions and file monthly electronic social security returns. Under
this regime, employer social security contributions may be reim-
bursed to the individual without generating any further tax and
social security contribution liabilities.
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Contributions. For 2007, employers must contribute at a rate of
33.5% (29% social security contribution, 3% unemployment fund
contribution, 1.5% training fund contribution) of gross salary
plus an itemized health fund contribution of HUF 1,950 per
month per employee. In most cases, the social security base equals
the personal income tax base. No ceiling applies to the amount of
income subject to social security contributions by the employer.

For 2007, each employee is subject to a 15.5% social security
contribution on wages from his or her principal employment. For
employees, income in excess of HUF 6,748,850 is exempt from
the pension component (8.5%) of the social security contribution.

For 2007, in addition to the above contributions, a 14% health tax
is payable on capital gains, income from securities borrowing,
dividends subject to 25% or 35% tax, and the total amount of
income from real estate rentals exceeding HUF 1,000,000. If the
total amount of the annual Hungarian employer health care con-
tribution (8%) and the 14% health care tax paid during the tax
year exceeds HUF 450,000, the 14% health tax is not payable.

Employers and employees must make contributions to the
Unemployment Solidarity Fund. Employers must contribute an
amount equal to 3% of employees’ total wages. Employees must
contribute 1.5% of wages from principal employment.

Totalization Agreements. To provide relief from double social secu-
rity taxes and to assure benefit coverage, Hungary has entered into
totalization agreements, which usually apply for an unlimited peri-
od of time, with Austria, Bulgaria, Canada, the Commonwealth of
Independent States (CIS), Croatia, the Czech Republic, Germany,
Poland, Romania, the Slovak Republic and Switzerland. However,
the EU social security rules, which are effective from 1 May 2004,
generally override the totalization agreements that had been enter-
ed into with the new EU member states.

D. Tax Filing and Payment Procedures

Hungary has essentially a self-assessment tax system but, effec-
tive from 2004, an individual may request that the tax authorities
compute personal income tax on the basis of submitted informa-
tion. Residents must declare their worldwide income, compute
their tax, file tax returns and pay the tax. Married persons are
taxed separately, not jointly.

Employers must withhold the appropriate amount of income tax
(personal income tax, solidarity surtax and social security contri-
butions, if applicable) by taking into account employee
allowances and other items that reduce employees’ total income.

Expatriates who receive income from foreign employers must
make quarterly advance tax payments, calculated on the basis of
actual income earned, by the 12th day of the month following the
end of the quarter.

The tax year is the calendar year. Tax returns are due by 20 May
of the year following the end of the tax year.

E. Double Tax Relief and Tax Treaties

Most of Hungary’s treaties follow the Organization for Economic
Cooperation and Development (OECD) model convention. Hungary
has entered into double tax treaties with the following countries.
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Albania Indonesia Poland
Australia Ireland Portugal
Austria Israel Romania
Belarus Italy Russian Federation
Belgium Japan Singapore
Brazil Kazakhstan Slovak Republic
Bulgaria Korea Slovenia
Canada Kuwait South Africa
China Latvia Spain

Croatia Lithuania Sweden

Cyprus Luxembourg Switzerland
Czech Republic Malaysia Thailand
Denmark Malta Tunisia

Egypt Moldova Turkey

Estonia Mongolia Ukraine

Finland Morocco United Kingdom
France Netherlands United States
Germany Norway Uruguay

Greece Pakistan Vietnam
Iceland Philippines Yugoslavia
India

A double tax treaty with Bosnia-Herzegovina has been negotiat-
ed, but is not yet in force. Hungary is currently negotiating double
tax treaties with Mexico and Paraguay. In addition, negotiations
are expected with Barbados and Saudi Arabia.

Hungarian residents with foreign-source income from nontreaty
countries are entitled to a credit for 90% of the foreign taxes paid
on the income, up to the amount of Hungarian tax imposed on the
foreign-source income.

F. Entry Visas

Foreign nationals entering Hungary must have valid passports
and, in certain cases, visas. Citizens of EEA countries may enter
Hungary without visas. Based on international treaties, citizens
of some non-EEA countries may enter Hungary without visas.

Visas may be obtained for official, private or immigration pur-
poses for either short-term (up to 90 days) or long-term (longer
than 90 days) periods.

Hungary issues the following types of temporary visas:

« Airport transit visa: for entering the international areas of the
airport and remaining there until the departure of the flight to
the destination country;

* Transit visa: for single or multiple entry, with a maximum stay
of 5 days;

* Short-term entry visa: for a maximum stay of 90 days in Hun-
gary; and

* Residence visa: entitles the holder without an additional permit
to multiple entries and to a stay exceeding 90 days but not more
than one year for a specified purpose in Hungary.

G. Work Permits and Visas

As aresult of Hungary’s accession to the EU on 1 May 2004, new
rules regarding work permits and visas entered into force.
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Work Permits. The Hungarian government has opened the
Hungarian labor market for most of the EU countries. However,
all non-EU nationals need a valid work permit to perform work
in Hungary. A work permit is also required if the foreign citizen
is not employed by a local company but performs work in
Hungary. The work permit cannot be retroactive, and working in
Hungary is not allowed before the permit is issued.

As an exception to the above rule, EEA nationals legally employ-
ed in Hungary for at least one year on or after 1 May 2004 do not
need work permits if they continue to work for the same employ-
er. However, this rule applies only to those who are employed in
accordance with the measures in the Hungarian Labor Code or
Civil Code. It does not apply to seconded employees.

Hungary also reserves the right to introduce a transitional period
if such period is needed to protect its labor market. Consequently,
employees from the new EU countries (with the exception of Malta
and Cyprus) must be registered with the labor office when they
begin to work in Hungary.

Citizens of non-EEA countries may work in Hungary only with

work permits issued by one of the provincial or municipal labor

bureaus. The labor bureau grants a work permit to a foreign citi-

zen under the following conditions:

A Hungarian citizen with appropriate skills and credentials can-
not be found to fill the position;

 The foreign citizen’s qualifications are appropriate for the re-
quirements of the position; and

* The type of work does not fall under the exceptions set out by
the Ministry of Labor.

In general, a work permit is issued in about two to three months
and is valid for a maximum of one year. In certain cases, a permit
may not be necessary (see Exempt Categories).

Work permits must be requested by a local employer. The applicant
must attach a notarized copy of his or her qualifications. All appli-
cants must provide a medical certificate stipulating that the em-
ployee’s health is adequate to meet the demands of the position.

Work Visas. Citizens of non-EEA countries who wish to work in
Hungary may enter only if they have visas issued for this purpose.

After an employer obtains a work permit, the applicant must take
the work permit to a Hungarian embassy or consulate in the coun-
try of his or her permanent residence. The embassy or consulate
then issues a work visa. Individuals exempt from the work permit
requirements (see Exempt Categories) must present an assign-
ment letter and certain company documentation to the embassy
or consulate to receive a work visa.

The time period for obtaining a work visa after receiving all appro-
priate documents from an expatriate, including the work permit,
is usually one to two months; however, in some countries, the
procedure may take longer.

Exempt Categories. Work permits are not required in the follow-
ing cases:
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* Provisions in treaties that Hungary has concluded with other
countries stipulate that a work permit is not required,

* The foreign national is a member of a diplomatic corps or an
employee of an entity created by international or interstate
agreements;

* The foreign national is pursuing activities connected with the
starting up of an operation or the servicing of equipment under
a contract concluded with a foreign supplier, including related
services (allowed for no longer than 15 working days at a time);

* The foreign national is a senior official or member of the board
of a Hungarian company that is wholly or partially owned by
foreigners or is in association with foreign nationals; and

* The foreign national is invited by a Hungarian institution of high-
er education, scientific research or public education to pursue
internationally recognized educational, scientific or artistic activ-
ities (allowed for no more than five working days in a calendar
year).

Self-Employment. Citizens of EU-member countries may be self-
employed in Hungary.

H. Residence Visas and Permits

Residence Visas. For citizens of Non-EEA countries the residence
visa requirement remains in effect.

After the Hungarian host employer obtains a work permit, the for-
eign national may apply in person for a residence visa at the
Hungarian embassy or consulate in the country of his or her per-
manent residence. If the applicant meets all requirements, the
embassy may issue a residence visa within 60 days. In excep-
tional cases, if a work permit is not required (see Section G) a
Letter of Assignment and/or employment contract, and the com-
pany’s documentation regarding court registration must be sub-
mitted to the embassy.

The applicant must submit the following documentation to obtain

a visa:

* A valid passport, which is valid for at least another 12 or 18
months;

* Necessary permissions to work in Hungary;

* A property rental agreement or proof of ownership of property
in Hungary; and

* Proof of financial means to live in Hungary.

Residence Permits and Residence Registration Cards. For non-
EEA nationals, residence permits are issued by the Hungarian
Immigration Office when the individual’s residency visa expires.
An application for a residence permit must be filed 30 days
before the expiration date of the residency visa. It takes up to 30
days to process the application. In certain cases, a residence per-
mit may be valid for a term of two years.

An applicant must submit the following documents with the
application:

* A valid passport;

* Two photographs of the applicant;

* A completed application form;

* Original work permit, if necessary;
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* Employment contract or a Letter of Assignment;

* Certification of the applicant’s financial means;

* Certification of the applicant’s housing arrangements in Hungary;
« Official medical certificate or health insurance card; and

* Certain company documentation, if a work permit is not required.

EEA nationals and their family members may stay in Hungary
for 90 days without any permission. If they intend to stay longer,
they must request EEA residence registration cards at the
Immigration Office before the 75th day of their stay in Hungary.

EEA nationals must support their residence card application with

the following:

* A valid passport;

¢ Original work permit, if necessary;

* Documents confirming the purpose of their stay in Hungary;

* Certification of the applicant’s financial means; and

* A property rental agreement or proof of ownership of a prop-
erty in Hungary.

In addition to the above, family members may also need to prove
their family relations.

An application for a residence registration card takes one day to
process if all required documents are provided.

I. Family and Personal Considerations

Family Members. The spouse or children of an expatriate may
obtain the same visas, permits and residence registration cards as
the expatriate.

Expatriates working in Hungary and their family members may
import a car and their personal belongings without paying import
duties and value-added tax (VAT). These belongings must be reg-
istered with the Customs Office.

Drivers’ Permits. Foreign nationals may drive legally in Hungary
with a license issued by an EU country for as long as it is valid
or with their non-EU home country drivers’ licenses for up to one
year. After one year, a local driver’s license must be obtained. It
is useful to have an international driver’s license for the one-year
period.

To obtain a Hungarian driver’s license, citizens of countries that
have not signed the Vienna Convention on Public Vehicular Traffic
must take exams on traffic rules, technical knowledge and first aid.

APPENDIX 1: TAXABILITY OF INCOME ITEMS
Not
Taxable* Taxable Comments
Compensation
Base salary X — —
Employee contributions
to home country

benefit plan X — (a)
Bonus X — —
Retained hypothetical tax X) — —
Cost-of-living allowance X — —
Employer-provided housing X — (b)

Housing contribution X) — (b)
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Not
Taxable* Taxable Comments

Housing allowance
Education allowance
Hardship allowance
Other allowances
Premium allowances
Home-leave allowances
Medical/hospital expenses
Other compensation income
Moving expense
reimbursement
Tax reimbursement:

Current gross-up

One-year rollover
Deferred compensation
Value of meals provided

MK B K K
|
|

©
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Other Items

Foreign-source personal

ordinary income

(interest and dividends) X — —
Capital gain from sale

of personal residence in

home country — X (e)
Capital gain from sale of

stock in home country — X ®

*  Bracketed amounts reduce taxable income.

(a) Employee contributions are not deductible from compensation.

(b) These items, including payments for utilities, are taxable only if the employer
is Hungarian. They are generally not taxable to individuals employed by non-
Hungarian-registered entities who are assigned or seconded to work in
Hungary.

(c) Deferred compensation is not taxable until it is paid. However, amounts that

are vested before payment can be taxable at the earlier date. In general, deferred

compensation requires careful tax planning.

The value of meals is not taxable if it is provided in the form of meal vouch-

ers up to HUF 5,000 per month. If a hot meal is provided to the employee in

kind or through the use of vouchers, the exempt amount is HUF 10,000 per
month.

(e) The gain is not taxable if it is protected by treaty or if the residence is located
outside Hungary.

(f) The gain is not taxable if it is protected by a treaty or if the seller is not resi-
dent in Hungary at the time of the sale. However, capital gains derived from
transactions carried out on the Hungarian or other EU or OECD member
state’s stock exchange are taxed at a rate of 20%. All other capital gains are
taxable at a rate of 25% if the conditions mentioned in the first sentence of this
footnote are not met.

APPENDIX 2: SAMPLE TAX CALCULATION

The sample tax calculation below is for a non-Hungarian EU cit-
izen who worked the entire year in Hungary for a Hungarian
company. The expatriate receives his remuneration from a for-
eign employer and holds an E101 certificate of coverage.

d

=

HUF
Remuneration
Income paid by the non-Hungarian
employer 2,000,000
Income tax assumed by the foreign employer 3,000,000

Gross taxable employment income 5,000,000
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HUF
Calculation of Income Tax
Tax on HUF 1,700,000 at 18% 306,000
Tax on HUF 3,300,000 at 36% 1,188,000
HUF 5,000,000
Total tax liability 1,494.000
ICELAND
Country Code 354
REYKJAVIK GMT
Ernst & Young

Borgatin 30
105 Reykjavik
Iceland

Executive Contact
Elva Osk Wiium 595-2500
Fax: 595-2501
E-mail: elva.wiium@is.ey.com
Immigration Contact
Asbjorn Bjornsson 595-2500
Fax: 595-2501
E-mail: asbjorn.bjornsson@is.ey.com

A. Income Tax

Who Is Liable. Residents of Iceland are subject to tax on their world-
wide income. Nonresidents are subject to tax on their Iceland-
source income only.

Individuals are considered residents if they permanently reside in
Iceland. An individual is deemed to permanently reside where he
or she is located, stays during his or her spare time, and maintains
a home.

Income Subject to Tax. Icelandic income tax law distinguishes
among several categories of income, including income from em-
ployment, self-employment, and a trade or business.

The taxation of various types of income is described below. For a
table outlining the taxability of income items, see Appendix 1.

Employment Income. Resident and nonresident employees are sub-
ject to income tax on remuneration received from employment.
Employment income includes wages, salaries, bonuses, pensions
and all other compensation for services rendered.

Self-Employment and Business Income. All individuals, whether
resident or nonresident, who act independently in their own name
and at their own risk are taxed on income derived from self-
employment or business activities.

In general, taxable income includes all income and capital gains
attributable to self-employment or business activities.

If a nonresident conducts business through a permanent establish-
ment located in Iceland, taxable income is computed in the same
manner as for resident individuals.
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Investment Income. Dividend income received by a resident from
a resident or nonresident company is generally subject to personal
financial income tax at the applicable tax rate of 10%. Interest in-
come, royalties and income from the rental of real property are
also subject to personal financial income tax.

Nonresidents are subject to final withholding tax at a rate of 10%
for dividends and rental income. Nonresidents are not subject to
withholding tax on interest income.

Directors’ Fees. Payments to managing directors for day-to-day
management are considered employment income and are taxed at
the rates set forth in Rates.

If a nonresident is a member of the board of directors of an
Icelandic company and bears the tax for his or her fees, the fees
are subject to a 15% withholding tax and a municipal tax of
12.97%, which is also withheld at source.

Taxation of Employer-Provided Stock Options. Stock options are
generally taxed on the date of exercise (not on the date of grant)
on the difference between the strike price and the fair market
value of the shares on the date of exercise. The taxable benefit is
subject to income tax and to social security contributions from
both the employer and the employee. A special regime is available
under limited circumstances, which taxes the difference between
the strike price and the fair market value at the personal net wealth
income tax rate of 10%.

Capital Gains. In general, a capital gains withholding tax at a rate
of 10% is levied on all capital gains realized by nonresidents.

The taxable gain on shares is the difference between the shares’
purchase price and selling price.

Capital Gains from Real Estate. Capital gains on sales of privately
owned buildings and land realized by nonresidents is subject to
10% withholding tax. Gains derived from the sale of a principal
residence are tax-exempt. Nonresident taxpayers are taxed on cap-
ital gains from real estate in the same manner as residents.

Capital Gains from Personal Property. Capital gains derived from
transfers of personal property not used in a business, including
stamps, jewelry or automobiles, are exempt from tax, unless such
sales are considered business activities.

Capital Gains Realized by a Business Enterprise. Capital gains
derived from investments and from the disposal of real estate that
forms part of the net asset value of an enterprise are taxable.

Deductions

Deductible Expenses. Expenses incurred by an employee are gen-
erally not deductible. However, pension payments are deductible.

Business Deductions. Generally, all expenses for business or pro-

fessional activities are deductible, including the following:

* Costs of material and stock;

* Personnel expenses, certain taxes, rental and leasing expenses,
finance charges, self-employment social security contributions,
and all general and administrative expenses;

* Depreciation of fixed assets; and

* Provisions for identified losses and expenses.
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Rates

Employment Income Tax. Tax is computed by adding a municipal
tax rate to the general rate. The income tax rates for 2007 are a
municipal rate of 12.97%, and a general rate of 22.75%, resulting
in an effective tax rate of 35.72%.

Business Profits Tax. Net business profits are subject to both in-
come tax and municipal business tax. The income tax rates on net
business profits are the same as those that apply to employment
income. Municipal business tax is levied on profits as computed
for income tax purposes. For 2007, the rate of municipal business
tax is 12.97%.

Nonresidents who carry on business through a permanent estab-
lishment in Iceland are taxed at the same rates as residents.

For a sample tax calculation, see Appendix 2.

Relief for Losses. Business losses may be carried forward for 10
years if accounts are kept in accordance with generally accepted
accounting principles. Losses may not be carried back and may
not be deducted by a successor. Investment losses may be offset
against capital gains in the year incurred, but may not be carried
forward.

B. Other Taxes

Net Worth Tax. The net worth tax was abolished, effective from
31 December 2005.

Inheritance and Gift Taxes. The rate of inheritance tax is 5% of
the market value of assets at the time of payment, exceeding ISK
1,000,000.

Gifts and donations are subject to income tax. Resident donees
pay gift tax.

C. Social Security

Contributions. Social security contributions apply to wages and
salaries and must be withheld by the employer. These contributions
cover health insurance, unemployment insurance, birth leave in-
surance and bankruptcy insurance. Social security contributions
are imposed at a flat rate of 5.34%.

Self-employed individuals must register for social security pur-
poses, and are subject to the same social security contribution rate.

Totalization Agreements. In accordance with the principle of free
movement of workers, Iceland has adopted the European Union’s
(EU) multilateral social security regulations for nonresident work-
ers. These regulations also apply to European Free Trade Associ-
ation (EFTA) countries, except Switzerland.

D. Tax Filing and Payment Procedures

Icelandic tax residents must file annual income tax returns for the
preceding calendar year by the end of March. Employers with-
hold taxes for salaried individuals.

Nonresident taxpayers earning Icelandic-source salaries and pen-
sions must file tax returns with the local tax authorities where the
salaries and pensions are earned.
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Self-employed individuals must make estimated monthly pay-
ments of tax on deemed salaries.

Married persons are taxed separately on all types of income.
However, married persons are jointly liable for their spouse’s tax
payments.

E. Double Tax Relief and Tax Treaties

Iceland has entered into double tax treaties with 22 countries, in
addition to a multilateral treaty with the other five Nordic coun-
tries. Residents with income from nontreaty countries include the
foreign-source income in their taxable income and may apply for
a credit for foreign taxes paid, up to the amount of tax imposed by
Iceland on the foreign-source income.

Iceland has entered into double tax treaties with the following
countries.

Belgium Germany Portugal

Canada Greenland Russian Federation
China Ireland Slovak Republic
Czech Republic Latvia Spain

Denmark Lithuania Sweden

Estonia Luxembourg Switzerland

Faroe Islands Netherlands United Kingdom
Finland Norway United States
France Poland Vietnam

F. Temporary Visas

In general, foreigners from most countries do not need temporary
visas when traveling to Iceland. However, Iceland offers tempo-
rary short-stay visas. A short-stay visa is valid for employed or
self-employed persons staying in Iceland for less than three months
who do not derive income in Iceland, for example, tourists, stu-
dents enrolled in training courses in Iceland for less than three
months and business people on business trips.

In general, renewals are not granted for a longer stay. However a
license to stay for longer than three months without seeking work
may be obtained.

G. Work and Residence Permits and Self-Employment

Icelandic law regulates the right of foreign nationals to enter,
reside and work in Iceland. To take up paid employment in
Iceland, a foreign national must satisfy conditions entitling him
or her to enter and reside in Iceland and must hold a work permit.

For purposes of entry, residence and work in Iceland, foreign
nationals are divided into different categories of workers,
depending on whether they are EU nationals, EFTA nationals or
nationals of other countries.

Work Permits. Non-EU citizens and non-EFTA citizens must
obtain work permits. An application for a work permit must be
filed before the commencement of work.

Icelandic law provides for five categories of work permits. Each
type of work permit may be revoked if the activities of the permit
holder become inconsistent with the conditions for the permit.
The categories of work permits are discussed below.
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Work Permit 1 — Temporary Work Permit. A Work Permit 1, which
is known as a Temporary Work Permit, is issued to the employer
to allow the employment of a foreign national. The following are
the conditions for granting Work Permit 1:

* Qualified persons cannot be found in Iceland, occupational sec-
tors in the country lack workers, or other special reasons exist
for granting such permits;

* The local trade union in the relevant branch of industry, or the
appropriate national union, has provided its comment on the
application;

* A signed employment contract covers a specific period or task
and guarantees the employee wages and other terms of service
equal to those enjoyed by local residents;

» The employer takes out health insurance for the foreign
employee, which provides the same coverage as the coverage
provided under the Social Security Act;

* The employer guarantees the payment of the cost of sending the
employee back to his or her home if the employee becomes
incapable of working for a long period as a result of illness or
accident or if the employment is terminated because of reasons
for which the employee is not responsible; and

* A satisfactory health certificate for the employee is submitted.

Work Permit 1 is granted for an initial period of up to one year.
It may be renewed for up to two years at a time.

Work Permit 2 — Specialist Work Permit. A Work Permit 2, known
as a Specialist Work Permit, may be granted to a foreign nation-
al if a company without a branch in Iceland plans to send the
individual to Iceland to perform services for the company. To
qualify for a Work Permit 2, the last four conditions for Work
Permit 1 must be satisfied and a service contract must be entered
into with a company in Iceland. Work Permit 2 may be granted
for a period of up to six months and may not exceed the duration
of the relevant service contract.

Work Permit 3 — Unlimited Work Permit. A foreign national may

be a granted a Work Permit 3, which is known as an Unlimited

(Permanent) Work Permit. To obtain Work Permit 3, the follow-

ing conditions must be satisfied:

* The foreign national has been legally domiciled and lived in
Iceland for three consecutive years;

« The foreign national has obtained a residence permit in Iceland;
and

* A Work Permit 1 was previously issued to the foreign national.

A Work Permit 3 is valid for as long as the foreign national is
legally domiciled in Iceland.

Work Permit 4 — Student Work Permit. A Work Permit 4, which is
known as a Student Work Permit, is granted to an individual who
studies in an Icelandic school. This work permit is limited to jobs
connected to the student’s studies or jobs during school holidays.
This work permit may be granted for periods of up to six months
at a time.

Work Permit 5 — Au Pair Work Permit. Work Permit 5, which is
known as an Au Pair Work Permit, is granted to an individual
who performs domestic services in an Icelandic home. The terms



418 ICELAND

of the engagement of the individual performing the services must
be presented in the application for the permit. Work Permit 5 is
available only to persons between 18 and 26 years of age. This
work permit may not be issued for the engagement of an individ-
ual for a period exceeding one year.

Exceptions. The following nonresident individuals do not need

work permits to work for up to four weeks per year in Iceland:

* Scientists and lecturers who teach;

* Artists, except musicians performing in restaurants;

* Athletic coaches;

 Representatives of companies that do not maintain a permanent
establishment in Iceland;

* Drivers of public transport vehicles registered in a foreign coun-
try that are used to transport foreign tourists;

* Foreign media reporters working for companies that do not main-
tain a permanent establishment in Iceland; and

* Specialized employees, consultants and advisors working on the
assembly, setup, inspection or repair of equipment.

Steps for Obtaining Work Permits. Employers must notify the For-
eign Nationals Administration (Utlendingaeftirlitio, or FNA) to
hire foreign individuals who are not from EU or EFTA countries.
An employee must obtain a visa at the Danish embassy in his or
her home country.

Once an employer decides to hire an individual, the following ad-
ministrative procedures must be followed and necessary permits
must be obtained, depending on the citizenship of the prospective
employee.

To apply for temporary work and residence permits, an employer
must complete an application form and request comments from
the relevant union. The union must recommend or deny the appli-
cation within 14 days. If recommended by the union, the employer
files an application with the FNA. If the FNA agrees to a resi-
dence permit, it sends the application to the Labor Administration,
(Vinnumalastofnun, or LA). If the LA agrees to a work permit, it
notifies the employer and foreign individual, and sends a copy of
its approval to the FNA. The FNA then issues a certificate for the
foreigner as proof of the granted residence and work permits. The
employer receives the certificate from the FNA.

To apply for student work and residence permits, a foreign stu-
dent must file an application with the relevant union, along with
the school’s verification of the student’s studies. The union must
recommend or deny the application within 14 days. If recom-
mended by the union, the student files the application with the
FNA. If the FNA agrees to a residence permit, the FNA forwards
the application to the LA. If the LA agrees to a work permit, it
notifies the student and the FNA. The FNA then issues a certifi-
cate for the student as proof of the granted residence and work
permits. The student then receives the certificate from the FNA.

To apply for unrestricted residence and work permits, the for-
eigner files an application with the FNA. If the FNA agrees to a
residence permit, the FNA forwards the application to the LA. If
the LA agrees to a work permit, it notifies the foreigner and the
FNA, and requests that the foreigner send two photographs to the
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FNA. The FNA issues a certificate as proof of the unrestricted
residence and work permits. The foreign individual then receives
the certificate from the FNA.

To apply for a license to operate a business, a foreign individual
must file an application with the FNA. If the business requires an
administrative license, such a license must be obtained and filed
with the application. If the FNA agrees to a residence permit, it
forwards the application to the LA, who then requests comments
from the relevant unions. The unions must provide their com-
ments within 14 days. If the unions recommend a permit, the LA
issues a permit to operate a business, notifies the foreign indi-
vidual, and sends a copy of the approval to the FNA. The foreign
individual then brings the approval to the relevant administrative
office to receive the permit for the business.

APPENDIX 1: TAXABILITY OF INCOME ITEMS
Not

Taxable* Taxable Comments
Compensation
Base salary X — —
Employee contributions
to home country
benefit plan X — —
Bonus
Retained hypothetical tax
Cost-of-living allowance
Housing allowance
Employer-provided housing
Housing contribution
Education reimbursement
Hardship allowance
Other allowance
Premium allowance
Home-leave allowance
Other compensation income
Moving expense
reimbursement — X —
Tax reimbursement
(current and/or prior,
including interest, if any) — X (a)
Value of hotel provided

Other Items

Foreign-source personal

ordinary income

(interest and dividends) X — —
Capital gain from sale

of personal residence

—~

D B R e e B
\ |
\ |

>
|
|

in home country X — (b)
Capital gains from sale of
stock in home country X — —

*  Bracketed amounts reduce taxable income.

(a) Tax reimbursements are not taxable. However interest relating to tax reim-
bursements is taxable.

(b) Capital gains derived from the sale of a personal residence are not taxable if
the period of ownership exceeded two years.



420 ICELAND — INDIA

APPENDIX 2: SAMPLE TAX CALCULATION

A sample tax calculation for 2007 is provided below for an expa-
triate, who is a resident in Iceland for all of 2007 and is married
with two dependent children under 7 years old. The expatriate’s
wife is not employed. During 2007, the expatriate received com-
pensation of ISK 6,000,000. The individual was also provided
housing by the employer. The expatriate earned dividends from
home-country investments of ISK 100,000. The following is the
tax calculation.

ISK ISK

Calculation of Taxable Income
Income:

Salary 6,000,000

Taxable value of housing

(5% of ISK 18,000,000) 900,000 (a)
Total income 6,900,000
Deductions:

Pension payments (480,000) (b)
Total deductions (480,000)
Taxable income 6,420,000
Calculation of Tax
Income tax at 35.72% 2,293,224
Children benefit (137,937)
Personal tax credits:

Taxpayer (385,800)

Wife (385,800)
Total personal tax credits (771.600)
Income tax payable 1,383,687
Finance tax on dividend at 10% 10,000

(a) Ifan employer provides an employee with a house or other dwelling, and if the
employee has the dwelling at his or her disposal free of charge, the employee
is deemed to receive income. For 2007, the amount of the income is deter-
mined by applying a rate ranging from 3.5% to 5% of the assessment value of
the house. The rate varies according to the location of the house. The rate is
5% for the Reykjavik area and 3.5% to 4% for other areas of Iceland.

(b) Payments to pension funds for private pension insurance are deductible up to
8% of total employment income. Otherwise, no significant deductions are
allowed from employment income.
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A. Income Tax

Who Is Liable. Residents are subject to tax on their worldwide
income. Persons who are resident but not ordinarily resident are
taxed only on Indian-source income, income deemed to accrue or
arise in India, income received in India or income received out-
side India arising from either a business controlled, or a profession
established, in India. Nonresidents are taxed only on Indian-source
income and on income received, accruing or arising in India.
Nonresidents may also be taxed on income deemed to accrue or
arise in India through a business connection, through or from any
asset or source of income in India, or through the transfer of a
capital asset situated in India (including a share in a company
incorporated in India).

Individuals are considered resident if they meet either of the fol-

lowing criteria:

* Presence in India for 182 days or more during the tax year (that
is, the year in which income is earned; in India the tax year runs
from 1 April to 31 March); or

* Presence in India for 60 days or more during the tax year and
presence in India for at least 365 days in aggregate during the
preceding four tax years (the 60 days’ condition is increased to
182 days in certain cases).

Individuals who do not meet the above criteria are considered to
be nonresidents.

Individuals are considered “not ordinarily resident” if, in addition

to meeting one of the above tests, they satisfy either of the fol-

lowing conditions:

* Nonresident in India in 9 out of the preceding 10 tax years; or

* Present in India for 729 days or less during the previous 7 tax
years.

All employees are subject to tax, unless they are exempt under
the Income Tax Act, 1961 or applicable tax treaties.

Income Subject to Tax. In general, all income received or accrued
in India is subject to tax.

The taxation of various types of income is described below. For a
table outlining the taxability of income items, see Appendix 1.

Employment Income. All salary income relating to services ren-
dered in India is deemed to accrue or arise in India regardless of
where it is received or the residence status of the recipient.
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Employees of foreign enterprises who are citizens of foreign

jurisdictions are not subject to tax if all of the following condi-

tions are satisfied:

* The enterprise is not engaged in a trade or business in India;

» The employee does not stay in India for more than 90 days in
the tax year; and

» The compensation paid is not claimed by the employer as a
deduction from taxable income in India.

Similar exemptions are available under tax treaties if the stay is
less than 183 days, but conditions vary. Nonresident foreign citi-
zens employed on foreign ships who stay in India no longer than
90 days in a tax year are also exempt from tax on their earnings.

In general, most elements of compensation are taxable in India.
However, the following benefits may receive preferential tax
treatment, subject to certain requirements:

» Company-provided housing: The benefit of company-provided
housing is taxed at the lower of 20% of salary (15% of salary in
cities having a population of less than 400,000, according to the
2001 census) or the actual rent paid. However, if a recovery is
made from the employee with respect to the accommodation
provided, the housing is taxed at 15% (in cities having a popu-
lation of more than 2,500,000, according to the 2001 popula-
tion census), 10% (in cities having a population of more than
1,000,000, according to the 2001 population census) or 7.5%
(in other cities) of salary or the actual rent paid, reduced by the
amount recovered from the employee. Furniture and appliances
provided by the employer are taxed at a rate of 10% of the cost
if the employer owns the items, or the rent paid if the employer
hires the items.

Hotel accommodation: If an employee is provided with hotel
accommodation, tax is imposed on the lower of hotel charges
paid by the employer or 24% of salary, reduced by any amount
recovered from the employee, unless the accommodation is pro-
vided for up to 15 days on relocation. Such accommodation
provided for relocation is exempt from tax.

Interest-free or low-interest loans: The benefit of interest-free
loans or low-interest loans exceeding Rs. 20,000 to an employ-
ee or a member of an employee’s household is taxable based on
the purpose of the loan. The interest rate is the rate notified by
the banks.

Employer-paid taxes on nonmonetary benefits: In general, the
amount of tax paid by an employer on behalf of an employee is
grossed up and taxed in the hands of the employee. The employ-
er may pay taxes on “nonmonetary” benefits without the gross-
up, but the term “nonmonetary” has not been defined and is
open to interpretation. However, the employer cannot deduct
such taxes paid in computing its taxable income.

The following employer-paid items are not included in an employ-
ee’s taxable compensation to the extent that they do not exceed
specified limits: reimbursed medical expenses; and contributions
to Indian retirement benefit funds, including provident, gratuity
and superannuating funds.

Certain allowances, including house rent allowances and leave
travel allowances, are either tax-exempt or included in taxable
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income at a lower value, subject to certain conditions. A bonus
paid at the beginning or ending of employment is included in tax-
able salary income.

An education allowance provided by the employer to an employ-
ee to meet the cost of education of the employee’s children is
exempt up to Rs. 100 per month per child for up to two children.
An allowance granted to an employee to meet the hostel expen-
diture (boarding and lodging expenses in residential schools and
colleges) of the employee’s children is exempt up to Rs. 300 per
month per child for up to two children.

Self-Employment and Business Income. All individuals who are
self-employed or in business in India are subject to tax. All in-
come received or deemed to be received, or accrued or deemed to
be accrued, in India is subject to tax.

A resident’s worldwide income is taxable. Persons who are “not
ordinarily resident” and nonresident are taxed only on Indian-
source income, income received in India or income received out-
side India arising from either a business controlled or a profession
established in India.

Investment Income. Dividends are taxed in the following manner:

* Domestic companies are required to pay dividend distribution
tax on profits distributed as dividends at a rate of 15% plus the
applicable surcharge (10%) and education cess (3%, effective
from 1 April 2007); and

* Amounts declared, distributed or paid as dividends by Indian
companies are not taxable in the hands of the shareholders.

Dividends received from foreign companies are subject to tax in
the hands of shareholders.

Interest payable on savings bank deposits and other fixed
deposits in India is taxable and taxes are withheld at source by the
banks if the interest exceeds Rs. 10,000 in the tax year. The rate
of the withholding tax is 10% (plus applicable surcharge and
cess). This withholding tax is not a final tax.

The following interest is exempt from tax: interest earned on
nonresident external (NRE) accounts of individuals who qualify
as persons resident outside India according to the exchange con-
trol laws (see Section I) or who are permitted by the Indian
Reserve Bank to maintain such accounts; and interest payable by
scheduled banks (on approved foreign-currency deposits) to non-
residents and to persons who are not ordinarily resident.

Nonresident Indian nationals (including persons of Indian origin)
may exercise an option to be taxed at a flat rate of 20% on gross
investment income (without any deductions) arising from foreign-
currency assets acquired in India through remittances in convert-
ible foreign exchange. The tax must be withheld at source.

Directors’ Fees. Directors’ fees are taxed at the progressive rate
listed in Rates. Expenses incurred wholly and exclusively for
earning fees are allowed as deductions.

Sums Received Above Rs. 50,000. Any sum of money in excess of
Rs. 50,000 received by an individual, on or after 1 April 2006,
without consideration is taxable in the hands of the recipient.
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However, certain exclusions to the rule exist, such as the follow-
ing amounts: amounts received by an individual from a relative
(as defined in the Indian domestic tax rules); amounts received
on the occasion of the marriage of the individual; or amounts
received under a will, by way of an inheritance or in contempla-
tion of death of the payer.

Capital Gains and Losses

Capital Gains on Assets Other Than Shares and Securities Listed
on a Stock Exchange in India. Capital gains derived from the
transfer of short-term assets (other than shares and securities) are
taxed at normal rates.

The sales proceeds from a depreciable asset must be applied to
reduce the declining-balance value of the class of assets (includ-
ing additions during the year) to which the asset belongs. If the
sales proceeds exceed the declining-balance value of a relevant
class of assets, the excess is treated as a short-term capital gain
and is taxed at a rate of 30%.

Long-term capital gains are gains on assets that have been held
for three years or more. Long-term capital gains are exempt from
tax in certain cases if the gains are reinvested within six months
in specified long-term assets. Exemptions are available for long-
term gains derived from the sale of a residential house and other
capital assets if the gains are used to acquire a residential house
or specified bonds within the prescribed time. If, within three
years after purchase, the new assets are sold or, in certain cases,
used as a security for a loan or an advance, the capital gains
derived from the sale of the original asset are subject to tax in the
year the new assets are sold or used as a security.

If a taxpayer or a taxpayer’s parents use land for agricultural pur-
poses for at least two years immediately preceding the date of
transfer, capital gains arising from the transfer of the land is
exempt from tax if the taxpayer uses the gains to purchase other
land for agricultural purposes within two years after the date of
the transfer. Gains from the sale of agricultural land that are not
reinvested are taxed as short-term gains if the agricultural land is
held for less than three years, and as long-term gains if the agri-
cultural land is held for more than three years.

Capital Gains on Shares and Securities Listed on a Stock
Exchange in India. Long-term capital gains (gains derived from
listed securities held longer than one year) derived from the
transfer of equity shares or units of an equity-oriented fund on a
recognized stock exchange in India on or after 1 October 2004
are exempt from tax if Securities Transaction Tax (STT) is
payable on such transaction.

The purchase or sale of such shares (or units of an equity-oriented
fund) are subject to STT at prescribed rates, payable on the value
of the transaction. Different rates apply based on the nature of the
transaction. STT is paid by the purchaser or seller of the shares
or units or by both the purchaser and the seller, depending upon
the type of transaction. For example, in the case of delivery-based
transactions in equity shares or units of equity-oriented funds,
STT is payable by both the purchaser and seller, while for non-
delivery-based transactions, STT is payable only by the seller.
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Short-term capital gains derived from the transfer of equity
shares or units of equity-oriented funds on a recognized stock
exchange in India are taxable at a reduced rate of 10% (plus
applicable surcharge and cess) if the transaction is entered into on
or after 1 October 2004 and if STT is payable on such transaction.

Inflation Adjustments. In calculating long-term capital gains, res-
idents may adjust the cost of assets for inflation. For assets held
on or before 1 April 1981, the market value on 1 April 1981 may
be substituted for cost in calculating gains; for residents, the mar-
ket value is also adjusted for inflation.

Setting Off Capital Losses. Short-term and long-term capital
losses may not offset other income. Short-term capital losses
arising during the tax year can be set off against short-term cap-
ital gains or long-term capital gains. The balance of short-term
losses may be carried forward to the following eight tax years and
offset short-term or long-term capital gains arising in those years.

Long-term capital losses arising during the tax year can be set off
only against long-term capital gains and not against any other
income. The balance of long-term losses may be carried forward
to the following eight tax years and offset long-term capital gains
arising in those years. To claim the set-off of losses, the tax return
must be filed within the prescribed time limits.

Capital Gains on Foreign-Exchange Assets. Nonresident Indian
nationals may be subject to a 10% withholding tax on long-term
capital gains on specified foreign-exchange assets.

Nonresidents are protected from fluctuations in the value of the
Indian rupee on sales of shares or debentures of an Indian com-
pany because the capital gains are computed in the currency used
to acquire the shares or debentures. After being computed, the
capital gains are converted into Indian rupees. Inflation adjust-
ments are not permitted for this computation.

Fringe Benefit Tax. Fringe Benefit Tax (FBT) was introduced on 1
April 2005. Fringe Benefit Tax (FBT) is payable by employers.
FBT is imposed at a rate of 30% (plus applicable surcharge and
cess) on specified percentages of the following:

* Fringe benefits provided; and

* Deemed fringe benefits.

Typically, deemed fringe benefits include prescribed percentages
of certain expenses that may result in personal benefits to employ-
ees. However, perquisites that are taxed in the employee’s hands
are not subject to FBT.

The specified percentages of fringe benefits and deemed fringe
benefits subject to FBT are 5%, 20%, 50% and 100%. These
rates vary among various categories of fringe benefits and
deemed fringe benefits. The 100% rate applies to the following:
free or concessional tickets provided by employers for private
journeys undertaken by employees or their family members; and
employers’ contributions to approved superannuation funds.
Effective from 1 April 2007, FBT covers stock-incentive schemes
(see Taxation of Employer-Provided Stock Options).

The Central Board of Direct Taxes has also issued a circular that
is intended to assist in the interpretation of the law relating to
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FBT. The circular is organized in a frequently-asked questions
format (with 107 questions and answers).

Among other clarifications, the circular indicates that foreign
companies with employees “based in India” are subject to FBT.
In addition the circular clarifies the allocation of expenses sub-
ject to FBT with respect to international operations.

Taxation of Employer-Provided Stock Options. Before 1 April
2007, special rules applied to the taxation of stock-incentive
schemes in India. Taxability was determined based on whether a
plan was a “qualified plan” or a “non-qualified plan” under the

Indian Income Tax Law. Effective from 1 April 2007, the FBT

covers stock-based income. The following are significant aspects

of the rules governing the taxation of such income:

» FBT is levied on the employer with respect to an allotment or
transfer (directly or indirectly) of any specified securities or
sweat equity shares (shares issued by a company to employees
or directors at a discount or for consideration other than cash in
exchange for the providing of know-how or making available
rights in the nature of intellectual property or value additions)
to its employees (including any former employee or employees);

* FBT is payable on the difference between the fair market value
of the securities on the date of vesting and the amount recov-
ered from the employee;

* Fair market value is computed under the method prescribed by
the tax authorities in India;

 The amount subject to FBT is considered an acquisition cost for
computing capital gains tax in the hands of the employee at the
time of sale of such securities; and

» The employer can recover the FBT from the employees, and
plans may be amended to allow recovery.

Deductions

Deductible Items. For individuals, a deduction of up to Rs.
100,000 from gross total income may be claimed for prescribed
contributions to savings instruments, pension funds and schemes
and certain other recipients. In addition, interest paid on loans
obtained for pursuing higher education is fully deductible. How-
ever, no deduction is available for repayment of the principal
amount.

Medical insurance premiums for recognized policies in India may
be deducted, up to a maximum of Rs. 10,000 (Rs. 15,000 for tax-
payers over 65 years of age) against aggregate income from all
sources.

Business Deductions and Tax Concessions. Taxpayers may gen-
erally deduct from gross income all business-related expenses.
Personal expenses and capital expenditure other than expenditure
for scientific research are not deductible. Allowable depreciation
must be claimed, up to the available limit.

Rates. The following tax rates are proposed to apply to resident
and nonresident individual taxpayers for the year ending 31 March
2008.
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Taxable Income

Exceeding Not Exceeding Rate*
Rs. Rs. %
0 110,000 0
110,000 150,000 10
150,000 250,000 20
250,000 — 30

*

If the net taxable income exceeds Rs. 1,000,000, a surcharge is levied at a rate
of 10%. The surcharge rate applies to total tax payable. In addition, an educa-
tion cess of 3% is also levied on the tax and surcharge payable. The maximum
marginal rate of tax on annual income in excess of Rs. 1,000,000 is effectively
33.99% (30% + 10% surcharge + 3% education cess).

Resident individuals with income up to Rs. 110,000 do not pay the
income tax and education cess. The exemption limit is increased to
Rs. 145,000 for resident women younger than 65 years of age and
to Rs. 195,000 for resident individuals who are 65 years of age or
older.

For a sample tax calculation, see Appendix 2.

Relief for Losses. Business losses incurred in the current year can
be set off against any other income under other heads except for
income under the salaries head. If business losses in the current
year cannot be wholly set off, such business losses may be car-
ried forward for eight years if the income tax return for the year
of the loss is filed on time. However, these loss carryforwards can
be set off against business income only. Unabsorbed losses from
speculative transactions may be carried forward for four years
only and can be set off against profits from speculative business
only. Unabsorbed depreciation may be carried forward indefinitely.

B. Other Taxes

Net Wealth Tax. Indian wealth tax is payable at a rate of 1% if the
taxable value of net wealth exceeds Rs. 1.5 million. Assets sub-
ject to tax include residential houses, cars, yachts, boats, aircraft,
urban land, jewelry, bullion, precious metals, cash in excess of
Rs. 50,000, any amount not recorded in the books of account and
commercial property not used as business, office or factory prem-
ises. However, a residential house and houses owned by an em-
ployer and provided to employees earning less than Rs. 500,000 a
year are exempt from tax. The above assets, other than urban
land, are exempt from tax if they are owned as stock-in-trade or
are used for hire. Productive assets, including shares, debentures
and bank deposits, are not subject to wealth tax. A deduction is
allowed for debts owed that are incurred in relation to the taxable
assets. The tax is levied on net wealth as of 31 March preceding
the year of assessment.

Estate and Gift Taxes. India does not impose tax on estates, inher-
itances or gifts. However, any sum of money received by an indi-
vidual in excess of Rs. 50,000 on or after 1 April 2006 without
consideration is taxable in the hands of recipient, subject to cer-
tain exceptions.

C. Social Security
No social security taxes are levied in India.
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D. Tax Filing and Payment Procedures

Income Tax Filing and Payment. All income is taxed using a fiscal
tax year from 1 April to 31 March. All taxpayers, including non-
residents, must file returns if their taxable income exceeds the
exempt amount.

Income tax returns for salary income must be filed by 31 July;
returns for self-employment or business income must also be
filed by 31 July or, if the accounts are subject to a tax audit, by
31 October. Wealth tax returns for individuals must be filed by
the deadline applicable for income tax returns.

India does not have a concept of joint filing. As a result, married
persons are taxed separately. If an individual directly or indirect-
ly transfers an asset to his or her spouse for inadequate consider-
ation, income derived from the asset is deemed to be income of
the transferor spouse. If an individual has a substantial interest in
a business, remuneration paid by the business to the individual’s
spouse is taxed to the individual, unless the remuneration is attrib-
utable solely to the application of the spouse’s technical or pro-
fessional knowledge and experience. Passive income of minor
children is aggregated with the income of the parent with the
higher income.

Taxpayers with employment income pay tax through tax withheld
by employers’ from monthly salaries each pay period. Taxpayers
with tax liability exceeding Rs. 5,000 must make advance pay-
ments, after deducting credit for tax withheld, in three installments
on 15 September, 15 December and 15 March.

Nonresidents are subject to the same filing requirements as resi-
dents. However, nonresident citizens (including persons of Indian
origin) who have only investment income or long-term capital
gains on foreign-exchange assets need not file returns if the
required tax is withheld at source. Nonresidents are subject to
assessment procedures in the same manner as residents.

Before leaving the country, any individual not domiciled in India
is required to furnish an undertaking to the prescribed authority
and obtain a No Objection Certificate if he or she is in India for
business, professional or employment activities. Such undertak-
ing must be obtained from the individual’s employer or the payer
of the income, and the undertaking must state that the employer
or the payer of income will pay the tax payable by the individual.
An exemption from obtaining the No Objection Certificate is
granted to foreign tourists or individuals visiting India for pur-
poses other than business or employment, regardless of the num-
ber of days spent by them in India. At the time of departure of an
individual domiciled in India, the individual must provide his or
her permanent account number, the purpose of the visit outside
India and the estimated time period for the stay outside India to
the prescribed authority. However, a person domiciled in India may
also be required to obtain a No Objection Certificate in certain
specified circumstances.

Quarterly Statement of Tax Withheld at Source. An entity with-
holding tax on or after 1 April 2005 is required to file quarter-
ly statements of tax withheld in a prescribed format with the
prescribed authority.
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Annual Information Return. Effective from the 2006-07 tax year,
in new income tax return forms, all taxpayers must disclose the
amounts with respect to the following specified financial trans-
actions:

* Deposits of cash (excluding check or money transfers) totaling
Rs. 1,000,000 or more in any savings bank account for the year;

* Total payments made against bills raised with respect to India
credit cards totaling Rs. 200,000 or more for the year;

* A payment in the amount of Rs. 200,000 or more for purchase
of units of a mutual fund in India during the year;

* A payment in the amount of Rs. 500,000 or more for acquiring
bonds or debentures issued by a company or institution in India
during the year;

* A payment in the amount of Rs. 100,000 or more for the acqui-
sition of shares issued by a company in India during the year;

* Purchase of immovable property valued at Rs. 3,000,000 or
more in India during the year;

* Sale of immovable property valued at Rs. 3,000,000 or more in
India during the year; and

* Payments totaling Rs. 500,000 or more for investments in
bonds issued by the Reserve Bank of India (RBI), during the
year.

E. Double Tax Relief and Tax Treaties

Tax treaties provide varying relief for tax on income derived from
personal services in specified circumstances. In certain circum-
stances, the treaties also provide tax relief for business income if
no permanent establishment exists in India. India has entered into
double tax treaties with the following countries.

Afghanistan Ttaly Romania

Armenia Japan Russian Federation*
Australia Jordan Saudi Arabia
Austria Kazakhstan Singapore
Bangladesh Kenya Slovenia

Belarus Korea South Africa
Belgium Kuwait Spain

Brazil Kyrgyzstan Sri Lanka

Bulgaria Lebanon Sudan

Canada Libya Sweden

China Malaysia Switzerland

Cyprus Malta Syria
Czechoslovakia Mauritius Tanzania

Czech Republic Mongolia Thailand

Denmark Morocco Trinidad and Tobago
Egypt Namibia Turkey

Ethiopia Nepal Turkmenistan
Finland Netherlands Uganda

France New Zealand Ukraine

Germany Norway United Arab Emirates
Greece Oman United Kingdom
Hungary Pakistan United States
Indonesia Philippines Uzbekistan

Iran Poland Vietnam

Ireland Portugal Yemen

Israel Qatar Zambia

* Cargo, merchant shipping and other treaties.
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If no applicable double tax treaty exists, resident taxpayers may
claim a tax credit on foreign-source income equal to the lower of
the tax imposed by the foreign country or the tax imposed by
India on the foreign income.

F. Visas and Other Formalities

Visa on Arrival. The law does not provide for a visa on arrival in
India, and no fee is charged for immigration facilities at the air-
ports. In general, foreign passengers should ensure that they are
in possession of a valid Indian visa before they begin their jour-
ney to India. However, nationals of Bhutan and Nepal do not need
a visa to enter India, and nationals of Maldives do not require a
visa for entry in India for a period up to 90 days. A separate visa
regime exists for diplomatic and official passport holders.

Temporary Landing Facility/Temporary Landing Permit. A
Temporary Landing Facility (TLF)/Temporary Landing Permit
(TLP) allows the entry of foreigners arriving in emergency situ-
ations, such as death, serious illness in the family, without an
Indian visa on the cash payment of US$40. This facility can also
be extended to transiting foreigners who have confirmed onward
journey tickets within 72 hours. In addition, foreign tourists in
groups of four or more arriving by air or sea who are sponsored
by recognized Indian travel agencies and have a preset itinerary
can be granted a collective landing permit for a specified time
period on the written request of the travel agencies to the immi-
gration officer. This written request must provide the full person-
al and passport details of the group members, contain an under-
taking to conduct the group in accordance with the itinerary and
assure that no individual will be allowed to drop out from the
group in any location in India. The above mentioned measures
with respect to TLF/TLP are not available to the nationals of
Afghanistan, Algeria, Bangladesh, Ethiopia, Iran, Nigeria,
Pakistan, Somalia and Sri Lanka.

Tourist Visa. Visitors to India need visas to enter the country
unless they are Indian citizens. Under a bilateral arrangement, a
10-year tourist visa is available to U.S. citizens only. Nonresident
Indians holding citizenship in another country also must obtain
visas before arriving in India unless they hold a Person of Indian
Origin (PIO) card (see Section I) issued by the Indian govern-
ment. Visas must be obtained from the Indian embassy or con-
sulate in the applicant’s home country. Special permits are
required for visiting the Andaman and Nicobar Islands, Bhutan,
Lakshadweep, Sikkim and remote northeastern states.

Tourist visas are valid for one to six months, usually beginning
on the date the visa was issued and not on the date of entry into
India. Tourist visas are usually multiple-entry visas. However, this
feature should be specifically requested at the time of application.

Business and Employment Visas and Self-Employment

Business Visas. Multiple-entry business visas for short-term stays
are issued to persons visiting India to conduct business. These
visas are issued for a period of up to six months.

Multiple-entry business visas for long-term stays are issued to
individuals visiting India to conduct business for an extended
period. This type of visa enables foreign nationals to travel in and
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out of the country without having to reapply for visas every six
months. A letter from the sponsoring organization must accom-
pany the application. This letter must indicate the nature of appli-
cant’s business, probable duration of stay, validity of visa, and
places and organizations to be visited. A guarantee of mainte-
nance and other expenses must also accompany the application.

Employment Visas. Employment visas are issued to individuals
entering India for the purpose of employment. These multiple-
entry visas are valid from one to five years. An employment visa
may be obtained in the home country or in the country where the
foreigner is currently a resident. An appointment letter, contract
letter, the applicant’s resume and proof that the organization is
registered in India are required. The duration of the visa depends
on the period of the contract.

Self-Employment. Foreign nationals wishing to practice their pro-
fessions or carry out occupations, trades or businesses in India
must register with the RBI.

Journalists. A journalist visa is issued to professional journalists
and photographers. Persons intending to make a documentary in
India may contact the Press and Information wing of an embassy
or consulate-general of India.

Others. Other types of visas issued in India include the student
visa, yoga visa, research visa, missionary visa and conference
visa.

G. Residence Permits

All foreign nationals must register with the police authorities at
the local registration office within two weeks after their date of
arrival if their visas are valid for longer than six months or if the
visa stamp specifically requires this registration. A foreign
national holding a visa with a duration of six months or less who
wishes to stay in India beyond the period of validity must regis-
ter within two weeks after 180 days from the time of arrival in

India. A PIO card holder (see Section I) whose continuous stay

in India exceeds 180 days is required to register within 30 days

after 180 days from the time of arrival in India. To register with
the local registration office, the following documents must be
presented:

* Application form;

* Photocopy of the passport and initial visa;

* Ten photographs of the applicant;

¢ Details of residence in India;

* Notarized documents submitted to the President of India by a
guarantor who will reimburse the government if the individual
continues to reside in India, or if he or she is supported by the
government;

* Copy of the marriage certificate for persons seeking extension
of stay on grounds of being married to an Indian national,

* Accreditation certificate from the Press Information Bureau for
a journalist visa;

* Approval of the Department of Company Affairs for board-
level appointees in public limited companies;

» Two copies of the approval of government of India, for a joint
venture or a collaboration;



432 INDIA

* Copy of permission from the RBI for a business, joint venture
or a collaboration;

* Terms and conditions of appointments and copies of contract or
agreements, for an employment visa; and

* Undertaking from the concerned Indian company (typically
providing information regarding the nature of work), for an
employment or business visa.

The original passport and visa are also required at the time of fil-
ing for verification by authorities.

Registration is valid for the term of the visa and may be extend-
ed upon application.

Failure to register may result in the immigration authorities’
refusal to allow the foreign national to leave the country.

Formalities to be Observed by Registered Foreigners. A registered
foreigner is issued a registration booklet containing his or her lat-
est photograph, details of residence and certain other informa-
tion. Also, An endorsement is made in the passport regarding reg-
istration. A foreigner must notify the registration authorities
regarding any permanent change in his or her address. A foreign-
er also must inform the registration officer if he or she proposes
to be absent from his registered address for a continuous period
of eight weeks or more. Similarly, a foreigner, who stays for a
period of more than eight weeks in a district other than the dis-
trict of his or her registered address, must inform the registration
officer of that district of his or her presence.

H. Family and Personal Considerations

Family Members. Entry visas are issued to accompanying fami-
ly members of individuals visiting India on business or for
employment.

Spouses or dependants of working expatriates must obtain sepa-
rate work permits to be employed in India.

Family members intending to reside with a working expatriate must
register separately at the local registration office (see Section G).
Children of working expatriates must obtain student visas to attend
Indian schools.

Drivers’ Permits. Foreign nationals are not permitted to drive in
India using their home country drivers’ licenses. Foreign nationals
should obtain international drivers’ licenses in their home countries.
International drivers’ licenses are normally valid for six months.

To obtain an Indian driver’s license, individuals should apply to
the Regional Transport Authority, which issues learners’ permits.
This enables the individual to drive when accompanied by an
adult who has a valid Indian driver’s license. One month after the
learner’s permit is issued, a driving test and a verbal examination
of the local driving laws must be taken. On successful completion
of the examinations, the Regional Transport Authority issues a
driver’s license.

I. Other Matters
Exchange Controls. Under the prevailing foreign-exchange rules,
salaries earned locally may be repatriated only by individuals
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holding employment visas (see Section F). Foreign nationals who
are not permanent residents of India, but who are regularly
employed with Indian firms or companies on a monthly salary,
are permitted to remit their salaries (net of retirement plan con-
tributions and Indian taxes) to their home countries for mainte-
nance of close relatives abroad. The definition of residential sta-
tus of individuals under the exchange control law differs from the
definition under the Income Tax Act, 1961.

An expatriate worker who is employed by a foreign company, but

who is either resident (or resident but not permanently resident)

in India or a citizen of India employed by a foreign company out-
side India, may open and maintain a foreign-currency account with

a foreign bank while assigned to a corporate entity of the foreign

company in India. The salary received for services performed in

India may be paid into that account by the foreign company if the

following conditions are satisfied:

» The amount paid into the foreign bank account may not exceed
75% of the salary. This implies that 25% of the salary must be
received in India. An employee who wishes to receive more
than 75% outside India must file a request for approval to do so
with the Reserve Bank of India (RBI).

* The remainder of the salary must be paid in rupees in India.

* Indian income tax must be paid on the entire salary amount, re-
gardless of the bank account into which the salary is paid.

India regulates the holding, transferring, borrowing, or lending of
foreign exchange, and the acquisition of foreign security or
immovable property located outside India by persons resident in
India. However, a person resident in India may hold, own, trans-
fer or invest in foreign currency, foreign security or an immov-
able property located outside India if the person acquired, held or
owned such currency, security, or property when he or she was
resident outside India or such person inherited the currency, secu-
rity or property from a person who was resident outside India.

Under a liberalized remittance scheme for resident individuals,
which has been notified, total remittances of up to US$100,000 per
calendar year are allowed for permissible current-account and per-
missible capital-account transactions, subject to certain exceptions.
The scheme allows individuals to acquire and hold immovable
property or shares, maintain foreign-currency accounts or other
assets outside India without RBI approval, subject to the fulfill-
ment of specified conditions.

Person of Indian Origin Card. A Person of Indian Origin (PIO) card

can be obtained by any individual who satisfies any of the fol-

lowing conditions:

¢ The individual has held at any time an Indian passport.

¢ The individual or any of his or her parents, grandparents or great-
grandparents were born in and permanently resident in India.

* The individual’s spouse is a citizen of India or a person of Indian
origin. This implies that even a foreign spouse of a citizen of
India or of a person of Indian origin may apply for a PIO card.

PIO card holders are granted certain benefits such as the following:
* The waiver of the requirement for obtaining a visa for visiting
India;



434 INDIA

* Exemption from the requirement of registration if the individ-
ual’s stay in India does not exceed 180 days;

* The acquisition, holding, transfer and disposal of immovable
properties in India; and

* Facilities for obtaining admission to educational institutions in
India.

Dual Citizenship. In December 2003, the Indian parliament passed
a bill to allow persons of Indian origin who are also citizens of one
of the listed countries (16 countries have been listed including the
United Kingdom and the United States) to acquire “Overseas
Citizenship” of India without surrendering the citizenship of the
other country. The benefit of dual citizenship was recently
extended to all persons of Indian origin who migrated from India
after 26 January 1950. Overseas Citizens of India will be entitled
to certain rights and benefits, which will be prescribed by the cen-
tral government.

Restricted Areas. Advance permission is required from Indian
diplomatic missions abroad or, for U.S. citizens currently in India,
from the Ministry of Home Affairs (MHA) in New Delhi, to visit
the states of Arunachal Pradesh, Manipur, Mizoram, Nagaland,
Sikkim, parts of Kulu district and Spiti district of Himachal
Pradesh, border areas of Jammu and Kashmir, some areas of
Uttaranchal, the area west of National Highway No. 15 running
from Ganganagar to Sanchor in Rajasthan, the Andaman and
Nicobar Islands, and the Union Territory of the Laccadives
Islands (Lakshadweep). U.S. citizens who visit the Tibetan Colony
in Mundgod, Karnataka, must obtain a permit from the MHA
before visiting. Tourists should exercise caution while visiting
Mahabillipuram. The Indira Gandhi Atomic Research Center,
Kalpakkam, is located directly adjacent to the site and is not
clearly marked as a restricted and dangerous area.

APPENDIX 1: TAXABILITY OF INCOME ITEMS

Not
Taxable Taxable Comments
Compensation

Base salary X — (a)
Bonus X — (a)
Cost-of-living allowance X — (a)

Tax perquisite
(that is, tax paid by

employer) X — (b)
Rent-free housing X — (c)
Utilities X — (a)
Education reimbursement X — (a)
Hardship allowance X — (a)
Entertainment allowance X — (a)
Other allowance X — (a)
Moving expenses — X (d)
Medical reimbursement — X (e)

Value of meals
provided during
working hours — X —
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Not

Taxable  Taxable Comments
Other Items
Foreign-source personal
ordinary income
(interest and dividends) — X ®)
Capital gain from sale
of personal residence
in home country — X )
Capital gains from sale
of other assets
in home country
(stocks and shares) — X )

(a) Compensation paid for services performed in India is taxable in India, regard-
less of where the compensation is paid. Remuneration includes any salary
payable to the employee for a rest or leave period, which is preceded or fol-
lowed by the performance of services in India and is provided for in the
employment contract.

(b) Tax paid by the employer is a taxable perquisite in the hands of the employee.
However, tax paid on nonmonetary benefits provided to an employee is not
treated as income in the hands of the employee, subject to the satisfaction of
certain conditions.

(c) The taxable value of a perquisite with respect to rent-free housing is calculat-
ed using a formula (see Appendix 2).

(d) Relocation expenses incurred at the time of transfer are not taxable to the
employee, subject to the satisfaction of certain conditions. However, these
expenses may be subject to FBT.

(e) Medical expenditures or reimbursements are exempt, subject to certain condi-
tions and limits.

(f) This item is nontaxable for individuals who are considered resident and not
ordinarily resident or who are considered nonresident, provided the income is
not received in or directly remitted to India.

APPENDIX 2: SAMPLE TAX CALCULATION

The tax calculation below is for an expatriate who was sent to
India on 1 April 2007 for a period of two years.

uss$ uss$

Calculation of Taxable Income
Basic salary 120,000
Bonus 12,000
Employer pension contribution

to home-country plan 8,400 (a)
Children education allowance

(after exemption) 12,000
Cost-of-living allowance 24,000
Foreign-service premium 30,000
Housing utilities 1,200
Total of salary, bonus and

taxable allowances 207,600
Perquisite (b):

Rent paid by employer

for unfurnished housing

(lower of amount paid of

US$36,000 or 20% of salary,

bonus and taxable allowances,

which equals US$39,600

[20% of US$198,000]) 36,000 (c)

Taxable income 243.600

Taxable income in Indian currency
(US$243,600 x 41) (d) Rs. 9.987.600
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Calculation of Tax Payable Rs.

Income tax 2,945,280
Surcharge at 10% 294,528
Education cess at 3% 97.194
Total tax payable 3,337,002

(a) Employer contributions to a home-country plan may be claimed as nontaxable
based on judicial pronouncements.

(b) Car hire and maintenance charges are not taxable in the hands of the employ-
ee because these charges are now subject to FBT payable by the employer.

(c) It is assumed that the city where accommodation is provided for the employ-
ee has a population exceeding 2.5 million, according to the 2001 census.

(d) For purposes of the example, the conversion rate is US$1 = Rs. 41.

INDONESIA

Country Code 62
JAKARTA GMT +7
PSS Consult Street Address:
Mail Address: Jakarta Stock Exchange Building
P.0. Box 1973 Tower 1, 12th to 14th Floors
Jakarta 10019 JI. Jend. Sudirman Kav. 52-53
Indonesia Jakarta 12190

Indonesia

Executive Contacts
Robert Darmadi (21) 5289-5004
Fax: (21) 5289-5200
E-mail: robert.darmadi@id.ey.com
Peter Ng (21) 5289-5228
Fax: (21) 5289-5150
E-mail: peter.ng@id.ey.com

Immigration Contact
Henry Tambingon (21) 5289-5033
Fax: (21) 5289-5058
E-mail: henry.tambingon@id.ey.com

A. Income Tax

Who Is Liable. Indonesian-resident taxpayers are subject to tax
on worldwide income. Nonresidents are subject to tax on
Indonesian-source income only. Diplomats and representatives of
certain international organizations are excluded from Indonesian
tax if the countries they represent provide reciprocal exemptions.

Individuals are considered resident for tax purposes if they are
present in Indonesia for more than 183 days within a 12-month
period or if, within the calendar tax year, they reside in Indonesia
with the intent to stay.

Income Subject to Tax. The taxation of various types of income is
described below. For a table outlining the taxability of income
items, see Appendix 1.

Employment Income. Taxable income of an employee includes
wages, salary, commissions, bonuses, pensions, directors’ fees
and other compensation for work performed. Compensation in
kind for work or services is not taxable income for the employee
and is not a deductible expense for the employer. However, this
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treatment does not apply to employees of the following: oil and
gas companies under contracts entered into under pre-1984 law;
representative offices, which are not subject to Indonesian Corpo-
rate Income Tax; various international organizations and embas-
sies; employers who are taxed based on a “deemed profit” basis;
and employers who are subject to final tax. Although fringe ben-
efits provided to employees, including employer-provided hous-
ing and automobiles, are not included in an employee’s taxable
income, they are allowable deductions for the employer if the
employee works in a remote area. Benefits received in the form of
cash allowances are taxable.

Self-Employment and Business Income. Members of partnerships,
firms and associations, as well as other individuals, may be sub-
ject to tax on self-employment or business income.

Taxable income includes trading profits, profits from the sale of
property connected with a business, annuities and waivers of
debts (except waivers of debts for a small entrepreneur of up to
Rp 5 million).

Self-employment and business income is combined with other
income and taxed at the rates set forth in Rates.

Directors’ Fees. Directors’ fees are included in taxable employ-
ment income.

Investment Income. Dividends paid to individuals, rents, royalties
and certain interest are subject to withholding tax at various rates.
These types of investment income generally are combined with
other income and taxed at the rates set forth in Rates. However,
the 20% withholding tax on interest derived from the following in-
vestments is a final withholding tax: time deposits, including time
deposits placed abroad through a bank established in Indonesia
or through a branch of a foreign bank; certificates of deposit; and
savings accounts.

Taxation of Employer-Provided Stock Options. Employer-provided
stock options are not taxable to an individual at the time of grant
or exercise. Income tax at the individual’s marginal tax rate is
imposed at the time of sale on the difference between the sale
price of the shares and the strike price. Sales of stock on the
Indonesian stock exchange are also subject to a final withholding
tax at a rate of 0.1% on the gross sale value of the stock.

Capital Gains and Losses. Capital gains are taxed at the same rates
as business income and income from employment (see Rates).
Capital gains are added to income from other sources to arrive at
total taxable income.

The transfer of shares listed on the stock exchange is subject to
withholding tax at a rate of 0.1% of the gross value of the trans-
fer if the transferred shares are ordinary shares, and to an addi-
tional 0.5% of the gross value of the transfer if the transferred
shares are founding shares. Both withholding taxes are final. If
the founders do not elect to be taxed at 0.5% on listing, the cap-
ital gains that arise from the transfer of founding shares are taxed
at the same rates as ordinary income.

The base cost of property used in carrying on a business may be
depreciated for tax purposes. For normal disposals, the deprecia-
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tion base is deducted from proceeds. Any gain or loss relating to
extraordinary disposals, for example, closing down a significant
part of a business, should be separately identified.

Deductions

Deductible Expenses. To determine the taxable income of regular

employees, gross income is reduced by the following amounts:

* Standard deduction at a rate of 5% of gross income, up to a
maximum of Rp 1,296,000 a year; and

* Contributions to a pension fund approved by the Minister of
Finance and to TASPEN (Pension Insurance Saving Agency),
as well as old-age savings or old-age allowance contributions
to TASPEN and to the Employees’ Social Guarantee Program
(Jaminan Sosial Tenaga Kerja, or JAMSOSTEK), paid by
employees.

To determine the taxable income of a pensioner, the gross pen-
sion is reduced by a deduction of 5% of the gross pension, up to
a maximum of Rp 432,000 a year.

Personal Allowances. The following annual allowances are de-
ductible from taxable income.

Amount of Allowance

Type of Allowance Rp
Personal allowance 13,200,000
Married persons’ additional

allowance 1,200,000

Wife’s additional allowance if

receiving income not related

to husband’s or other family

member’s income 13,200,000
Additional allowance for each

dependent family member in

direct blood line and for adopted

children, up to a maximum of

three individuals 1,200,000

Business Deductions. A self-employed business person may de-
duct from gross income ordinary expenses connected with earn-
ing income, including costs of materials, employee remuneration,
bad debts, insurance premiums and administrative costs. Taxes
other than income tax are deductible. If employee income taxes
are borne by an employer, a grossing-up calculation must be
made to claim the expense as a deduction from gross profit.

A business may also deduct the following expenses:

* Depreciation and amortization, in accordance with specified rates;

* Contributions to approved pension funds;

* Losses from the sale of property or rights used in a business;

* Foreign-exchange losses;

* Costs of research and development performed in Indonesia;

* Scholarship, apprenticeship and training costs;

* Fifty percent of the cost of automobiles provided to employees;
and

* Office refreshments provided to all employees.

The following expenses may not be deducted:
* Provisions or reserves, with exceptions for certain industries;
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* Premiums for employees’ life and health insurance, unless paid
by the employers and treated as income taxable to the employees;

* Benefits in kind provided to employees, including housing;

* Gifts, support and donations;

* Personal expenses;

* Salary paid to a member of an association, partnership or a lim-
ited partnership whose capital is not divided into shares; and

¢ Income tax and administrative sanctions in the form of interest,
fines and surcharges, and criminal sanctions in the form of
fines in connection with provisions of the tax laws.

Rates. The following rates apply to individuals.

Taxable Income Tax on Lower Rate on
Exceeding Not Exceeding Amount Excess
Rp Rp Rp %

0 25,000,000 0 5
25,000,000 50,000,000 1,250,000 10
50,000,000 100,000,000 3,750,000 15

100,000,000 200,000,000 11,250,000 25
200,000,000 — 36,250,000 35

Nonresident taxpayers are subject to tax at a flat rate of 20% on
all Indonesian-source income.

For a sample tax calculation, see Appendix 2.

Credits. If nonemployment income is also taxed in the country in
which it arises, a foreign tax credit is allowed in computing the
Indonesian tax. The credit equals the lesser of the foreign tax or
the Indonesian tax applicable to that income.

Relief for Losses. In general, losses may be carried forward for up
to five years.

A spouse’s business losses may be offset against the business
profits of the other spouse.

B. Land and Buildings Tax

Land and buildings tax is levied on the sales value of the prop-
erty at a rate of 0.1% if the taxable sales value is Rp 1 billion or
less and at a rate of 0.2% if the taxable sales value is greater than
Rp 1 billion. The Minister of Finance determines the taxable sales
value. Property valued at Rp 60 million or less is exempt from
land and buildings tax.

C. Social Security

No social security taxes are imposed other than for worker’s acci-
dent insurance and the provident fund, called JAMSOSTEK.
Employees’ contributions for old-age pensions are deductible
from taxable income, up to a maximum of 2% of income.
Employers must contribute at least 3.7% of wages.

JAMSOSTEK is mandatory only for companies with more than
10 employees or a payroll exceeding Rp 1 million per month.
Contributions are also mandatory for expatriates, unless the ex-
patriates already receive similar benefits and protection under a
policy in their home country. To take advantage of this exemp-
tion, original insurance policies are required to prove that the
expatriate is protected.
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The following JAMSOSTEK contribution percentages of month-
ly salary are required of employers and employees. No ceiling
applies to the amount of wages subject to contributions, except as

noted below. Contribution Amount

Employer Employee

Program % %
Occupational accident benefit 0.24 to 1.74 0
Death benefits 0.3 0
Old-age pension 3.7 2
Health care benefits (a)

Worker who is not married (b) 3.0 0

Worker who is married (c) 6.0 0

(a) Contributions for health care benefits are not compulsory if an employer pro-
vides a better health insurance program.

(b) Up to a maximum of Rp 30,000 per month.

(c) Up to a maximum contribution of Rp 60,000 per month.

D. Tax Filing and Payment Procedures
The tax year in Indonesia is the calendar year.

Married persons are taxed separately on employment income and
jointly on all other income. Married persons may submit individ-
ual income tax returns separately if they entered into a prenuptial
agreement to separate their assets.

Employee taxes are withheld by the employer. An employer must
file a tax return based on the calendar year for all employees no
later than the following 31 March. The employer must also file a
monthly return by the 20th day of the following month.

Individuals are required to file individual income tax returns by
31 March following the end of the tax year. Individuals earning
income only from employment are not required to file monthly
tax returns.

Withholding tax is levied on a variety of payments to residents.
A self-employed professional, including an accountant, lawyer,
architect or consultant, has tax withheld at source on the settle-
ment of invoices. The rate of withholding tax is 7.5% of the gross
amount. Withholding tax is an advance payment of income tax.

Self-employed individuals must make monthly advance tax pay-
ments. The monthly payment amount is based on the previous
year’s tax liability, reduced by tax withheld at source during the
preceding year. The payment is due on the 15th day of the month
following the income month.

Nonresident foreign taxpayers are not required to file tax returns
in Indonesia, unless they conduct business or activities in Indonesia
through permanent establishments.

E. Double Tax Relief and Tax Treaties

A taxpayer who has income derived outside Indonesia that is sub-
ject to taxation abroad is entitled to a credit, not to exceed the
Indonesian tax payable on the foreign income.

Indonesia has entered into double tax treaties with the following
countries.
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Algeria
Australia
Austria
Belgium
Brunei
Darussalam
Bulgaria
Canada
China
Czech Republic
Denmark
Egypt
Finland
France
Germany
Hungary
India

Italy

Japan
Jordan

Korea (North)
Korea (South)
Kuwait
Luxembourg
Malaysia
Mexico
Mongolia
Netherlands
New Zealand
Norway
Pakistan
Philippines
Poland
Portugal*
Romania

Russian Federation

Seychelles
Singapore
Slovak Republic

* This treaty is not yet effective.

South Africa
Spain
Sri Lanka
Sudan
Sweden
Switzerland
Syria
Taiwan
Thailand
Tunisia
Turkey
Ukraine
United Arab
Emirates
United Kingdom
United States
Uzbekistan
Venezuela
Vietnam

The tax treaties generally provide for the elimination of double
taxation of personal income and include specific provisions per-
taining to artists, athletes, teachers, students and those engaged in
employment and independent personal services.

F. Temporary Visas

A visa is required for a visit to Indonesia of any duration. How-
ever, governmental visitors and tourists, as well as social, cultural
and business visitors from the following countries, can obtain free
visas on arrival for visits not exceeding 30 days.

Brunei Darussalam Malaysia Singapore
Chile Morocco Thailand
Hong Kong Peru Turkey
Macau Philippines

The 30-day free visas described above may not be extended or
changed into any other type of visa.

Visitors from 36 jurisdictions are required to obtain a 30-day visa
on arrival and pay a visa-on-arrival fee. The following are the
jurisdictions whose nationals may obtain a visa on arrival.

Argentina India Qatar
Australia Ireland Russian
Austria Italy Federation
Belgium Japan Saudi Arabia
Brazil Korea (South) South Africa
Canada Kuwait Spain

China Luxembourg Switzerland
Denmark Maldives Taiwan
Egypt New Zealand United Arab
Finland Norway Emirates
France Oman United Kingdom
Germany Poland United States

Hungary Portugal
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Visitors from other countries must apply for a 30-day temporary
visa at an Indonesian embassy or consulate abroad.

On application, a social visit visa, which is issued for a maximum
period of 60 days, is available from an Indonesian embassy or
consulate abroad. This visa is required for visiting family mem-
bers or social organizations. It is also required for nationals of
countries not eligible for a visa on arrival.

Business travelers wishing to engage in commercial transactions
or perform professional or technical services must obtain a sin-
gle entry business visa (Visa Kunjungan Usaha, or VKU) from an
Indonesian embassy or consulate abroad. Application must be
made by a sponsor to an office of the Directorate General of
Immigration in Indonesia. The immigration office informs the
overseas embassy or consulate via a telex confirmation when the
visa application is approved. The embassy or consulate then
issues the visa. VKUs are issued for visits of up to 60 days.
During the 60-day period, an application may be made for an ini-
tial two-month temporary work permit. The company or sponsor
must provide a valid reason for requesting the permit, which may
be renewed for additional one-month periods for up to a maxi-
mum of six months. This visa becomes invalid on exit from
Indonesia, and another similar visa is required for any subsequent
similar visits.

A multiple-entry visa (Visa Kunjungan Beberapa Kali, or VKUBP),
which is valid for 12 months, is available on application to an
Indonesian embassy or consulate abroad. Under this type of visa,
each visit may not exceed 60 days. A multiple-entry visa is rec-
ommended for people who regularly visit Indonesia to conduct
business meetings and who do not establish residency in
Indonesia. A holder of this visa is not eligible for a temporary
work permit.

Before submitting a visa application to an Indonesian embassy,
the applicant must obtain telex confirmation from the Directorate
General of Immigration Jakarta.

G. Work Permits and Self-Employment

The Indonesian government prefers that expatriates be employed
in Indonesia only in positions that cannot currently be filled by
Indonesian nationals. Companies that wish to hire expatriates
must provide the necessary education and training programs for
Indonesians who will replace the expatriates within a reasonable
time period.

Employers must require their expatriate employees to obtain
work permits. Obtaining the necessary visas and work permits in
Indonesia can be a protracted and complex process. It is strongly
recommended that a prospective employer work with a local
agent to obtain the permits and visas necessary to employ expa-
triates. Work permits are usually issued for 12-month periods and
may be extended, subject to approval from the government.

Application Procedure. First, an employer or sponsor must submit
a Utilization of Foreign Manpower Plan (Rencana Penggunaan
Tenaga Kerja Asing, or RPTKA) to the Department of Manpower
and Transmigration (Departemen Tenaga Kerja dan Transmigrasi,



INDONESIA 443

or Depnakertrans) or to the Investment Coordinating Board
(Badan Koordinasi Penanaman Modal, or BKPM). The Depnaker-
trans or BKPM contacts the other government departments
responsible for the industry in which the employer is engaged.
The manpower plan should include job titles for the expatriate
applicants, a description of the job requirements, the number of
individuals required, the timeframe planned for each function, the
number of Indonesians to be trained to replace the expatriates, and
the educational and training programs planned for the Indonesian
employees. With respect to the training of Indonesians to replace
expatriates, the employer must train at least three Indonesian coun-
terparts for every expatriate employed. A manpower plan must be
approved before the submission of a work permit application.

The work permit application is then submitted to the Director of

Manpower Education, Training and Placement or to the BKPM.

The application for each foreign national must include the fol-

lowing items:

* Copies of all pages of the expatriate passport (including blank
pages). Family members wishing to reside with the expatriate
must also submit passport copies.

* Color photos with red background of the expatriate and family
members.

» Résumé, including education and work experience.

* Copy of the most recent certificate of education or diploma.

* Letter of appointment for the expatriate.

* Copy of the company’s deed of establishment or, if the expatri-
ate is appointed as a director, the minutes of the meeting con-
firming the appointment of new directors.

* Copy of the employment agreement between the company and
expatriate (for expatriates employed at the manager level).

On approval of the application, the Depnakertrans or BKPM issues
a recommendation letter (TAO1) to the Directorate General of
Immigration to arrange for a limited stay visa (Visa Izin Tinggal
Terbatas, or VITAS).

The expatriate must identify an Indonesian embassy or consulate
abroad where the VITAS may be collected. The Indonesian em-
bassy in Singapore is commonly used for this purpose. The Direc-
torate General of Immigration informs the overseas embassy by
telex when clearance is given for the issuance of the VITAS. It is
recommended that the expatriate bring a copy of the telex to the
embassy with the request for the VITAS.

Within seven days after entering Indonesia, the holder of the
VITAS and all family members must report personally to the
District Immigration Office of the district where the applicant
resides to obtain limited stay permit cards (Kartu Izin Tinggal
Terbatas, or KITAS; see Section H). Fingerprinting is required.

The expatriate must also apply to the District Immigration Office
for a Foreigner Registration (Pendaftaran Orang Asing, or POA).
The District Immigration Office then issues an immigration con-
trol book (a blue book). The KITAS holder is granted a multiple
re-entry permit which is valid for six months and may be extend-
ed up to a maximum of one week before the KITAS expires.

Copies of all required documentation for a work permit applica-
tion are forwarded to the Depnakertrans or BKPM. For each new
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application and renewal, the employer must pay an annual Skill
Development Fund levy of US$1,200 (US$100 a month) before
the work permit (Ijin Kerja Tenaga Asing, or IKTA) can be
approved. Depnakertrans or BKPM then issues the work permit.
The work permit is valid for one year. The work permit expires
when the KITAS card expires, which is one year from the date of
issuance.

The expatriate and all of his or her family members must register
with police headquarters after the KITAS card and work permit
are issued.

On the expiration of the work permit and the final exit from
Indonesia, a final exit permit (EPO) is required.

Self-Employment. Only Indonesian citizens may conduct busi-
ness in Indonesia as self-employed persons. Citizens of other
countries must obtain the sponsorship of employers in Indonesia.

H. Residence Visas

A limited-stay visa (Visa Izin Tinggal Terbatas, or VITAS; see
Section G) is valid for a period of seven days on arrival. It is
issued exclusively to expatriates who are working in accordance
with the prevailing government regulations. Expatriates working
in Indonesia on full-year work permits must obtain residence
cards, called limited-stay permit cards (Kartu Izin Tinggal
Terbatas, or KITAS). They should apply for the KITAS within the
seven-day period mentioned above.

A residence visa is renewable up to five times. Each extension is
valid for one year.

I. Family and Personal Considerations

Family Members. A foreign national possessing a KITAS and
IKTA may apply for his or her spouse and children to reside in
Indonesia if they fulfill the necessary requirements. A copy of the
marriage certificate and a complete copy of the passport are
required for the spouse, and birth certificates and complete
copies of the passports are required for the children. In addition,
the spouse and children must register at the local immigration
office for KITAS cards, POAs and blue books (see Sections G
and H). The entire family must also register with the police.

The spouse of a foreign national who wishes to work in Indonesia
must obtain a separate work permit.

Drivers’ Permits. Foreign nationals may not drive legally in Indo-
nesia using their home country drivers’ licenses. International
drivers’ licenses are acceptable. Indonesia provides no driver’s
license reciprocity with other countries.

To obtain an Indonesian driver’s license, foreign nationals must
take a written and a physical exam. Photocopies of the pass-
port and KITAS card must be attached to the driver’s license
application.

In view of the driving conditions and commuting time, it is rec-
ommended that foreign nationals hire Indonesian drivers.
Drivers’ base salaries are about US$125 per month.
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APPENDIX 1: TAXABILITY OF INCOME ITEMS
Not

Taxable* Taxable Comments
Compensation
Base salary X — —
Employee contributions
to home country
benefit plan
Bonus
Retained hypothetical tax
Cost-of-living allowance
Housing allowance
Employer-provided housing
Housing contribution
Education allowance
Hardship allowance
Other allowance
Premium allowance —
Home-leave allowance — (a)
Other compensation income — (a)
Moving expense
reimbursement — X —
Tax reimbursement
(current and/or prior,
including interest, if any) —
Value of meals provided —

Other Items

Foreign-source personal

ordinary income

(interest and dividends) X — —
Capital gain from sale

of personal residence

in home country X — —
Capital gain from sale

of stock in home

country X — —

—~

D B B R A e
| |
| |

(b)

> <

*  Bracketed amounts reduce taxable income.

(a) The item is not taxable if paid directly by the employer rather than as an
allowance or reimbursement to the employee. However, it is nondeductible to
the employer.

(b) An employer can elect to make tax payments subject to individual tax on a
gross-up basis in order to claim a corporate tax deduction.

APPENDIX 2: SAMPLE TAX CALCULATION

A sample tax calculation is provided below for an expatriate with
four dependent children who resides and works in Indonesia for
the entire tax year. During the tax year, the expatriate receives the
following salary and benefits.

Rp
Salary and Benefits
Base salary 450,000,000
Bonus 30,000,000
Cost-of-living
allowance 20,000,000
Education 56,500,000

Housing 160,000,000
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Rp
Home leave 24,000,000
Indonesian income tax 134,496,400
Total 874,996,400

It is assumed that the payments of the education, housing, home
leave and Indonesian tax are not made directly to the employee.
As a result, these amounts are not taxable as benefits-in-kind.

In addition, the expatriate received interest and dividends from
sources in his home country in a total amount of Rp 20,000,000.
The expatriate paid home country income tax of Rp 5,000,000 on
such income.

The following is the tax computation.

Rp
Employer’s Return
Taxable compensation
(salary, bonus and COLA) 500,000,000
Less:
Occupational allowance (1,296,000)
Personal allowance (13,200,000)
Married person’s allowance (1,200,000)
Dependant’s allowance
(limited to maximum of three) (3.600,000)
Taxable income 480,704,000
Tax withheld by employer 134,496,400
Employee’s Return
Taxable employment income
(salary, bonus and COLA) 480,704,000
Add: Investment income 20,000,000
Taxable income 500,704,000
Tax 141,496,400
Less: Foreign tax credit (5,000,000)
Net tax liability 136,496,400
Less: Withholding from
employer’s return (134.496.400)
Balance of tax due 2,000,000
IRAQ
Country Code 964
BAGHDAD GMT +3
Ernst & Young
Al-Amerat Street
P.0. Box 6004
Al-Mansounr
Baghdad
Iraq

Executive Contact
Ashraf lbrahim (1) 543-0357
Fax: (1) 543-9859
E-mail: ashraf.ibrahim@iq.ey.com
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IRELAND, REPUBLIC OF

Country Code 353

DUBLIN GMT

Ernst & Young

Ernst & Young Building
Harcourt Centre
Harcourt Street
Dublin 2

Republic of Ireland

Executive and Immigration Contacts
Jim Ryan (1) 221-2434
Fax: (1) 475-0569
E-mail: jim.ryan@ie.ey.com
Fred Kerr (1) 221-2572
Fax: (1) 475-0594
E-mail: fred.kerr@ie.ey.com
Aileen Downes (1) 221-2236
Fax: (1) 475-0569
E-mail: aileen.downes@ie.ey.com

Emer Dufficy (61) 319-988
(resident in Limerick) Fax: (61) 319-865

E-mail: emer.dufficy @ie.ey.com
Sinead Langan (1) 221-2443

Fax: (1) 475-0569

E-mail: sinead.langan@ie.ey.com
Gareth Carroll (1) 221-2475

Fax: (1) 475-0569

E-mail: gareth.carroll@ie.ey.com

International High Net Worth Group Contacts

Fred Kerr (1) 221-2572

Fax: (1) 475-0594

E-mail: fred.kerr@ie.ey.com
Jim Ryan (1) 221-2434

Fax: (1) 475-0569

E-mail: jim.ryan@ie.ey.com
Catriona Coady (1) 221-2432

Fax: (1) 475-0594

E-mail: catriona.coady@ie.ey.com
Deirdre Donaghy (1) 221-2548

Fax: (1) 475-0594

E-mail: deirdre.donaghy @ie.ey.com
Margaret Coleman (1) 221-2587

Fax: (1) 475-0594

E-mail: margaret.coleman@ie.ey.com

A. Income Tax

Who Is Liable. Income tax liability in Ireland depends on an indi-
vidual’s tax residence and domicile.

For the 2007 tax year, an individual is regarded as an Irish tax res-

ident if he or she meets any of the following conditions:

* Spends 183 or more nights in Ireland during the period from
1 January 2007 to 31 December 2007;

* Spends an aggregate of 280 or more nights in Ireland during the
two-tax-year period from 1 January 2006 to 31 December 2007,
with more than 30 nights in Ireland in each tax year; or

* Elects to become tax resident for the tax year in which he or she
comes to Ireland with the intention to be resident in the following
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tax year, and is tax resident under one of the tests listed above
in the following tax year.

Tax concessions apply to the year when an individual becomes,
or ceases to be, an Irish resident.

Domicile in Ireland is not defined in tax law but is a legal concept
based on the location of an individual’s permanent home. Irish law
treats domicile as acquired at birth (usually it is the domicile of
the father) and retained until an individual takes positive steps to
change to another domicile.

Individuals who are tax resident in Ireland are normally subject

to tax on worldwide income, including employment income, re-

gardless of whether the employment is carried on in Ireland or

abroad. However, exceptions apply to the following individuals:

* Individuals who live in border areas and work in Northern Ireland;
and

* Seafarers, subject to special conditions.

Until 31 December 20035, certain individuals could benefit from
the remittance basis of assessment for employment income. The
remittance basis permitted returning Irish nationals who had been
out of Ireland for more than three years and foreign-domiciled
individuals coming to work in Ireland to limit their Irish income
tax liability to income brought into Ireland if the employer and the
paypoint were located outside Ireland and the United Kingdom.
Effective from 1 January 2006, the remittance basis is withdrawn
with respect to employment earnings (including benefits) relating
to the exercise of duties in Ireland. However, this favorable tax
treatment continues to apply to investment income and the portion
of employment earnings relating to duties performed outside
Ireland and all other income sourced outside Ireland and the
United Kingdom.

If the individual is on Irish payroll, Pay As You Earn (PAYE)
withholding must be accounted for on all employment earnings,
including benefits. If an individual who previously availed of the
remittance basis remains on a payroll outside Ireland and the
United Kingdom, PAYE withholding is required on the amount of
employment earnings (including benefits) attributable to duties
performed in Ireland.

Advance approval may be granted by the Irish Revenue on the
proportion of the earnings to which PAYE should be applied if
the proportion is unclear and if only a portion of earnings is like-
ly to be assessable in Ireland.

Nonresidents generally are subject to Irish tax on income arising
in Ireland, unless they are protected by the provisions of a double
tax treaty.

Income Subject to Tax. The taxation of various types of income is
described below. For a table outlining the taxability of income
items, see Appendix 1.

Employment Income. Most payments made by an employer, includ-
ing salary, bonuses, benefits in kind and expense allowances, are
subject to income tax, unless a prior agreement is made with the tax
authorities.
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In general, noncash benefits are taxable and are valued at the cost

incurred by an employer in providing the benefits. However,

special measures govern the valuation of the following taxable
benefits:

» Car—up to 30% of the original market value of the car. The tax-
able benefit is reduced if the employee makes a financial con-
tribution to the employer or if a high percentage of the car’s use
is for business purposes.

e Loans—12% of the amount of the loan, with a reduction for
interest paid by the employee. The rate is 4.5% for a home loan.

» Housing—8% of the market value of the property or rent paid,
plus utilities paid by the company, and 5% for the use of assets
and furnishings provided by the employer.

* Any employee benefits that are not expended wholly, exclu-
sively and necessarily in the performance of employment duties,
including private travel and entertainment.

Education allowances provided by employers to their employees’
children 18 years of age and under are taxable for income tax and
social security tax purposes.

Employers must withhold Pay Related Social Insurance (PRSI;
see Section C) and apply the Pay-As-You-Earn System (PAYE;
see Section D) with respect to the value of benefits in kind pro-
vided to employees during the tax year. Employers’ PRSI at a rate
of 10.75% also applies to any benefits granted to employees.

In general, nonresidents are subject to income tax on employ-
ment income, regardless of their domicile, if their duties are car-
ried on and if their salary is paid in Ireland.

Self-Employment and Business Income. Individuals resident in
Ireland are subject to tax on income from trades and professions
carried on in Ireland and abroad. Nonresidents are taxed on
income from trades and professions carried on in Ireland only.

Taxable profits normally consist of net business profits as dis-
closed in the financial accounts and adjusted to account for
deductions not allowed or restricted by legislation.

Except for years when a business begins or terminates, taxable
profits generally are those for the tax year ending 31 December
or for the 12-month accounting period ending in that year.

Investment Income. An individual resident and domiciled in
Ireland is taxed on worldwide income from dividends and inter-
est. If resident but not domiciled, an individual is taxed on all
investment income arising in Ireland and the United Kingdom
and on income remitted to Ireland from other countries. A credit
for foreign taxes paid is generally available if a double tax treaty
applies. A nonresident is taxed on Irish-source income only.

Dividends received by individuals from Irish tax-resident compa-
nies are taxed in full. Dividends may be subject to withholding
tax at a rate of 20%, which is creditable against a resident indi-
vidual’s income tax liability.

Interest on Irish government securities is subject to income tax
and is generally not taxed at source, but may not be taxable if re-
ceived by nonresident persons.
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Interest on most bank and building society deposits is taxed at
source at a rate of 20%, except if paid or credited to nonresidents.
A credit is given for any tax withheld if the person is taxed on the
interest. The final income tax on deposit interest taxed at source
is 20%.

Losses from Irish rental properties may be offset against other
Irish-source rental income or may be carried forward indefinite-
ly and offset against rental income in future years.

Nonresidents are subject to a 20% withholding tax on nonexempt
interest, royalties and rental income.

Directors’ Fees. Directors’ fees paid by companies incorporated
in Ireland are taxable in Ireland, regardless of the tax residence of
the director or the place where duties are performed. Directors’
fees paid by non-Irish companies to Irish residents are taxable in
Ireland. Nondomiciled individuals do not pay tax on directors’
fees from foreign (excluding U.K.) companies, unless that income
is remitted to Ireland.

Directors are regarded as employed for tax purposes and as either
self-employed or employed for social insurance purposes, depend-
ing on the circumstances. Tax is withheld under the Pay-As-You-
Earn (PAYE system, see Section D) on the basis of income earned
during the tax year. Directors must submit personal tax returns by
31 October following the tax year to avoid a surcharge liability (see
Section D).

Exempt Income. A portion of income from the following sources

is exempt from income tax:

* For tax-resident individuals only, income derived from writing,
composing music, painting and sculpting;

* Income from patents developed in Ireland if the individual was
involved in developing the process or product that is the subject
of the patent;

* Shares provided to an employee under an Approved Profit Shar-
ing Scheme, up to a value of €12,700 in a tax year;

* Profits or gains from forestry activities; and

* Profits or gains from the sale of breeding stallions and grey-
hounds kept in Ireland.

Effective from 1 January 2007, an individual may use the first
two reliefs mentioned above to reduce the tax liability on only
50% of his or her total income if the total income exceeds
€250,000. A tapering relief applies for income between
€250,000 and €500,000. The last relief mentioned above will be
eliminated on 31 July 2008. However, effective from such date,
depreciation relief can be claimed.

Taxation of Employer-Provided Stock Options. Employer-provided
share options not approved by the tax authorities are subject to
income tax at the date of exercise on the market value of the
shares at the date of exercise, less the sum of the option and exer-
cise prices. New legislation, which is expected to be enacted dur-
ing 2007, will impose income tax at exercise by reference to the
number of work days spent in Ireland during the vesting period.
When the shares are disposed of, capital gains tax is charged on
the difference between the market value of the shares at the date
of exercise and the market value at the date of disposal. If the
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option is capable of being exercised in a period exceeding seven
years after the date of grant, income tax may be charged at the
date of grant in addition to a charge at the date of exercise.

Employer-provided share options approved by the tax authorities
are not subject to income tax. For these options, capital gains tax
is charged on the difference between the option price and the
market value of the shares at the date of disposal. The exercise of
options granted with respect to foreign employment when the
employee was not resident may not be subject to Irish income tax.
If an element of nonresidence exists, the income tax charge on
certain options may be abated.

Restricted stock unit and stock appreciation rights are generally
taxed at the date of vesting.

Capital Gains and Losses. Individuals resident in Ireland general-
ly are subject to tax on worldwide capital gains. Nondomiciled
individuals are not taxed on gains arising outside Ireland and the
United Kingdom, unless the proceeds are remitted to Ireland.
Capital gains are taxed at a rate of 20%.

Nonresidents are taxable on capital gains derived from the fol-

lowing assets situated in Ireland:

* Land and buildings;

* Mineral rights;

 Exploration or exploitation rights on the Continental Shelf;

* Assets used by a trade carried on in Ireland through a branch or
agency; and

* Shares that derive the greater part of their value from the first
three items listed above.

Gains are calculated by deducting from the proceeds the greater
of the cost of the asset or, if the asset was owned by the seller on
6 April 1974, its value on that date. Cost (or the 1974 value) is in-
creased by an index factor to adjust for inflation up to 31 Decem-
ber 2002. If the asset is purchased on or after 1 January 2003, the
value of the asset cannot be increased for inflation. Indexation
relief is also restricted on land situated in Ireland that is held for
development and on shares that derive the greater part of their
value from such land.

Exemptions are available for the following capital gains:

* The first €1,270 of taxable gains derived during the 2007 tax
year;

* Capital gains derived from the taxpayer’s principal residence;

 Assets transferred on death; and

» Wasting chattels (that is, tangible movable property with a use-
ful life of less than 50 years).

Retirement relief for capital gains is available, subject to certain
conditions.

Capital losses may be offset against capital gains derived in the
same year or carried forward to offset capital gains in future years.

Income Tax Deductions

Deductible Expenses. Few deductions are allowed for employees.
To claim a deduction, an employee first must show that the expense
was incurred wholly, exclusively and necessarily in the perfor-
mance of employment. Tax deductions for expenses incurred by
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employees are granted only for exceptional items, including pur-
chases of protective clothing.

Personal Credits and Allowances. The principal credits for the
2007 tax year are listed in the table below. Credits are deducted
from the individual’s income tax liability.

Credits Amount (€)
Married persons jointly assessed 3,520
Single person 1,760
Widowed person 2,310
Widowed person in year of bereavement 3,520
Pay-As-You-Earn (PAYE) allowance

(if salary is subject to tax at source) 1,760

Mortgage interest on new or existing
mortgages (varies)*

Maximum relief (single person) 800
Maximum relief (married couple) 1,600
Medical and dental insurance 20% of the gross
premium*

* The tax relief is granted at source.

The principal allowances for the 2007 tax year are listed in the
table below. Allowances reduce the amount of income of the indi-
vidual that is taxable at the top income tax rate.

Allowance at Top Rate Amount
Pension contributions to Varies from 15% to 40%
approved schemes* of earnings, depending

on age of individual
Investments in Business

Expansion Schemes €150,000
Investment in qualifying film 80% of investment,
production companies up to €31,750
Relief for seed capital €100,000 plus a carryback
investments of €600,000 against any of

previous six years
Employee share subscription Up to €6,350
Employee Approved Share Scheme €12,700

* Effective from 7 December 2005, a cap of €5 million applies to all individual
retirement funds. If the value of such a fund was higher at 7 December 2005, the
higher amount is considered to be the maximum fund amount. The cap is
indexed, effective from 2007. For the 2007 tax year, the adjustment factor is
1.033, resulting in a cap of €5,165,000. Until 31 December 2006, any excess
was subject to a once-off charge of 42% on drawdown. For 2007, this excess is
subject to a charge of 41% that reflects the reduction in the higher rate.

In general, a nonresident is not entitled to tax credits or personal
allowances, but exceptions may apply under Irish income tax law
or the provisions of a double tax treaty.

Business Deductions and Capital Allowances. Expenses incurred
wholly and exclusively for the purposes of a trade or profession
generally are deductible. Entertainment expenses are not deduc-
tible. Deductions for automobile expenses are restricted.

Capital expenditures and financial depreciation amounts are not
deductible, but annual capital allowances ranging from 4% to 15%
may be granted. The basic annual straight-line rates are 4% for
industrial buildings and 12.5% for plant and machinery. The
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original cost of motor vehicles, including used cars, for depreci-
ation purposes is restricted to €24,000. Rates in excess of the
basic rates are permitted for certain assets.

Rates. The following table presents the 2007 income tax rates for
single or widowed individuals.

Taxable Income Tax on Lower Rate on
Exceeding Not Exceeding Amount Excess
€ € € %
0 34,000 0 20
34,000 — 6,800 41

The following are the 2007 income tax rates for a married couple
jointly assessed.

Taxable Income Tax on Lower Rate on
Exceeding Not Exceeding Amount Excess
€ € € %
0 43,000* 0 20
43,000 — 8,600 41

*

If both spouses have income, married couples are entitled to have more of their
income taxed at the 20% rate. The income bracket is increased by €1 for every
€1 received by the second spouse, up to a maximum additional €25,000.
Consequently, for a married couple, the maximum amount of taxable income
potentially subject to the 20% rate is €68,000.

Nonresidents are taxed at the same rates as residents.
For sample tax calculations, see Appendix 2.

Relief for Losses. A loss arising from a trade or profession, as cal-
culated for income tax purposes, may be offset against all income
for the tax year in which the loss is incurred, or may be carried for-
ward indefinitely and offset against income from the same trade
or profession in future years; however, the loss must be used as
early as possible in the years when a profit arises. A loss incurred
in the final 12 months of a trade or profession may be carried back
and offset against profits from the same trade or profession for
the three tax years prior to the year of cessation.

B. Inheritance and Gift Tax

Capital Acquisitions Tax (CAT) includes both gift and inheritance
tax and is primarily payable by the beneficiary of a gift or an
inheritance.

CAT is payable if any of the following conditions are met:

* The donor or decedent is resident or ordinarily resident in Ireland;
* The beneficiary is resident or ordinarily resident in Ireland; or
* The gift or inheritance consists of Irish property.

If the donor or decedent or beneficiary is not domiciled in Ireland,
he or she is not regarded as resident or ordinarily resident for CAT
purposes unless he or she has been resident for five consecutive
years immediately preceding the year of the gift or inheritance.

CAT at a rate of 20% is payable on the amount exceeding the rel-
evant tax-free threshold. Three tax-free thresholds exist. The
thresholds vary depending on the relationship between the donor
or decedent, and the beneficiary. For 2007, the following are the
relevant thresholds.
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Group Threshold (€) When Applicable

A 496,824 If the beneficiary is a child (including
certain foster children), or minor child
of a deceased child of the disponer;
parents also fall within this threshold
if they receive an inheritance from a
child

B 49,682 If the beneficiary is a brother, sister,
niece, nephew or lineal ancestor or
lineal descendent of the decedent

C 24,841 All other cases

Any benefit received since 5 December 1991 within the same
group threshold is aggregated for the purposes of determining
whether any CAT is payable on the current benefit.

An exemption from CAT applies to gifts or inheritances received
by a spouse. Gifts of €3,000 or less are also exempt. Relief from
CAT is available on gifts or inheritances of agricultural property
and business property.

Ireland has entered into inheritance tax treaties with the United
Kingdom and the United States.

C. Social Security

Ireland imposes payroll taxes for Pay Related Social Insurance
(PRSI) and for health contributions on all employment income,
including most benefits. The rates of social security contributions
for the year beginning 1 January 2007 are listed in the following
table.

Social Security Taxes Contribution Rate (a)

Pay Related Social Insurance
(PRSI); paid by

Employee 4%, up to a maximum
income of €48,800 (b)

Employer 10.75% on gross income
(no maximum income)

Self-employed 3% on gross income
(no maximum income)

Health contributions 2% on gross income

(no maximum income) (c)

(a) Lower rates apply for low-paid workers.

(b) An allowance of €127 per week, noncumulative, is available in calculating the
employees’ liability.

(c) A 2.5% rate applies to income exceeding €100,100.

Social Insurance. Employed individuals are generally subject to
PRSI on income from employment, including benefits in kind, up
to the contribution ceiling. A contribution based on each employ-
ee’s salary and benefits is payable by employers. Self-employed
persons are subject to social insurance contributions on total in-
come, including investment income and rental income.

The payment of PRSI contributions may secure the following

benefits:

* Contributory old-age pension (for employees and self-employed
persons);

» Unemployment benefits (for employees only);

« Sickness benefits (for employees only);
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* Limited dental benefits (for employees only); and
» Limited medical benefits (for employees and self-employed
persons).

Social insurance is payable by individuals employed in Ireland.
However, non-European Economic Area (EEA; the EEA countries
consist of the European Union [EU] countries and Iceland, Liech-
tenstein and Norway) nationals, other than individuals from
Australia, Canada, New Zealand, Switzerland and the United States,
are exempt for the first 52 weeks of their assignment in Ireland if
the assignment is temporary and if the employer’s principal place
of business is outside Ireland, the United Kingdom and the Isle of
Man. EEA nationals, Americans, Australians, Canadians and New
Zealanders may remain covered by their home-country social
insurance systems for a specified time period.

Some individuals leaving Ireland on short-term assignments may
remain covered under the Irish system for a limited period, sub-
ject to approval of social welfare authorities.

Health Contributions. Both employees and self-employed individ-
uals are liable on their total income, including investment income,
for health contributions.

D. Tax Filing and Payment Procedures

Filing. The tax year for individuals runs from 1 January to 31 Dec-
ember. Individuals who are subject to income tax for the tax year
must file tax returns for earned and investment income and cap-
ital gains under the self-assessment rules. To avoid a surcharge
penalty, taxpayers must file their returns by 31 October following
the end of the tax year. If a return is filed between 1 November and
31 December, the surcharge is 5%. If a return is filed after 31 Dec-
ember, the surcharge is 10%.

Capital gains are included in the tax return or in a separate form
for individuals not subject to income tax. The tax filing require-
ments also apply to the separate form.

Nondomiciled individuals are not required to provide details of
worldwide investment income or capital gains. However, they
must file tax returns and supply information concerning the fol-
lowing: details of employment earnings subject to Irish income
tax; and remittances of investment income and capital gains to
Ireland during the year. Nondomiciled individuals are subject to
the filing dates mentioned above.

Married persons are taxed jointly or separately, at the taxpayers’
election.

Payment. Tax on salaries and benefits normally is collected
through the Pay-As-You-Earn (PAYE) system.

Income tax self-assessment applies to self-employed individuals.
These individuals include persons receiving rental income and
investment income. Ninety percent of the tax due or an amount
equal to 100% of the final liability of the preceding year must be
paid by 31 October in the tax year to avoid an interest charge.
Alternatively, income tax may be paid in 12 equal monthly instal-
Iments throughout the tax year. The aggregate of these instal-
Iments must equal 105% of the second preceding year’s liability,
and must be paid by direct debit mandate (under this system, tax
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payments are deducted monthly from an individual’s bank
account) if the individual had income tax liability in the second
preceding year. A tax return must be filed and any balance of tax
due must be paid by 31 October following the end of the tax year.
A limited number of cases are selected for subsequent in-depth
examination by the Revenue Commissioners.

The payment date for capital gains tax has changed with respect
to disposals made on or after 1 January 2003. Capital gains tax
on gains arising on disposals during the period from 1 January to
30 September must be paid by 31 October in that tax year, and
the tax on gains arising on disposals from 1 October to 31 Dec-
ember must be paid by the following 31 January.

The following table presents important tax administration dates
for the year ending 31 December 2007.

Due Date
Pay balance of 2006 income tax
liability 31 October 2007
File 2006 income tax return 31 October 2007

Pay 2007 preliminary tax equal to
90% of the actual income tax
liability or 100% of the previous
year’s final income tax liability 31 October 2007
Capital gains tax due
For period of 1 January 2007

through 30 September 2007 31 October 2007

For period of 1 October 2007

through 31 December 2007 31 January 2008
File 2007 return 31 October 2008
Balance of 2007 tax due 31 October 2008

E. Double Tax Relief and Tax Treaties

Ireland has entered into several double tax treaties to avoid dou-
ble taxation and to establish a right of taxation between Ireland
and those countries. In general, the treaties provide for a credit for
foreign taxes paid against the individual’s Irish income tax liabili-
ties. Some treaties provide rules to determine the country where
the individual is considered to be resident for tax purposes.

Ireland has entered into double tax treaties with the following
countries.

Australia Greece Norway

Austria Hungary Pakistan
Belgium Iceland Poland

Bulgaria India Portugal

Canada Israel Romania

Chile* Italy Russian Federation
China Japan Slovak Republic
Croatia Korea Slovenia

Cyprus Latvia South Africa
Czech Republic Lithuania Spain

Denmark Luxembourg Sweden

Estonia Malaysia Switzerland
Finland Mexico United Kingdom
France Netherlands United States
Germany New Zealand Zambia

* This treaty has not yet been ratified.
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If double tax treaty relief is not available, foreign income tax and
foreign capital gains tax are deductible from the foreign-source
income or capital gain for purposes of computing Irish taxable
income.

F. Entry Visas

EU nationals are exempt from all visa requirements regardless of
the purpose of their visits to Ireland.

In addition, nationals of the following countries do not need a visa.

EEA countries Hong Kong San Marino
Andorra Hungary Seychelles
Antigua and Barbuda Iceland Singapore
Argentina Israel Slovak Republic
Australia Japan Slovenia
Bahamas Kiribati Solomon Islands
Barbados Korea (South) South Africa
Belize Latvia St. Kitts and
Bolivia Lesotho Nevis
Botswana Liechtenstein St. Lucia

Brazil Lithuania St. Vincent and
Brunei Macau the Grenadines
Canada Malawi Swaziland
Chile Malaysia Switzerland
Costa Rica Maldives Tonga

Croatia Malta Trinidad and
Cyprus Mauritius Tobago

Czech Republic Mexico United Kingdom
Dominica Monaco and colonies
Estonia Nauru United States
Fiji New Zealand Uruguay
Grenada Nicaragua Vanuatu
Guatemala Panama Vatican City
Guyana Poland Venezuela
Honduras Samoa (Western)

Nationals of countries not mentioned above must apply for visas
before their arrival in Ireland at any Irish consular office or em-
bassy abroad, or to the Department of Foreign Affairs in Dublin.

Non-EU nationals may require work permits if they intend to take
up employment in Ireland. If a work permit is required, non-EU
nationals must have work permits in their possession at the point
of entry to Ireland.

G. Work Permits and Self-Employment

Work Permits. Six categories of work permits exist in Ireland.
Each of these categories has its own qualification requirements.
In general, EU nationals are not required to have work permits to
live and work in Ireland. The Department of Enterprise, Trade
and Employment issues work permits. An employer wishing to
hire a nonexempt individual is required to apply for a work per-
mit on behalf of the applicant. An individual may also apply for
a work permit if he or she has received a job offer that is condi-
tioned on the holding of a valid work permit. In addition to work
permits, depending on their country of origin, non-EU nationals
may also need an entry visa (see Section F). The categories of
work permits in Ireland are summarized below.
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Standard Work Permits. To obtain a Standard Work Permit, a min-
imum salary of €30,000 must be paid, excluding any benefits
such as subsistence and accommodation. In addition the employ-
er must advertise the vacancy with the FAS (government spon-
sored job agency)/EURES network and in both national and local
newspapers for three days, and demonstrate that they were unable
to fill the vacancy with an EEA national. Individuals engaged in
all occupations except those that are contrary to public interest
may qualify for standard work permits. Work permits are avail-
able for an initial period of either six months (€500 fee) or two
years (€1,000 fee). An extension of three years is available after
the initial 2 years (€1,500 fee). After five years, an indefinite
extension may be available for no fee. No more than 50% of
employees in an Irish entity may be from non-EEA countries.

Special Green Card Permits. To obtain a Special Green Card
Permit, a salary of between €30,000 and €59,999 must be paid,
excluding any subsistence or accommodation allowances.
Special Green Card Permits are available to employees in the fol-
lowing sectors:

* Natural sciences;

* Information technology;

« Finance;

* Health care;

* Engineering;

* Research; and

* Certain construction professions.

An initial permit is available for a period of two years (€1,000
fee). An indefinite extension may be obtained for a €1,500 fee.
No more than 50% of employees in the Irish entity may be from
non-EEA countries.

Normal Green Card Permits. To obtain a Normal Green Card
Permit, a minimum salary of €60,000, excluding subsistence and
accommodation, must be paid. All occupations except those that
are contrary to public interest may qualify for a Normal Green
Card Permit. Permits are available for an initial period of two
years (€1,000) with an indefinite extension thereafter (€1,500).
No more than 50% of employees of the Irish entity can be from
non-EEA countries.

Intercompany Transfer Work Permits. To obtain an Intercompany
Transfer Work Permit, a minimum salary of €40,000, excluding
subsistence and accommodation, must be paid. Intercompany
Transfer Work Permits are available only to senior management,
key personnel and individuals who are assigned to Ireland for
specific training purposes. The individual must be employed for
a minimum period of 12 months by a sister company in another
jurisdiction. Intercompany Transfer Work Permits are available
for an initial period of six months (€500 fee) or two years
(€1,000 fee). An extension for an additional three years is avail-
able (€1,500 fee). No further extensions are available. The num-
ber of individuals working under an Intercompany Transfer Work
Permit may not exceed 5% of the Irish work force. This 5%
restriction reduces the 50% percentage mentioned with respect to
the other work permits on a one-for-one basis.

Graduate Scheme. No minimum salary requirement applies
under the Graduate Scheme. It is available for all occupations if
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the applicant received his or her third-level university or college
education in Ireland. To facilitate job applications, an application
must be submitted to the Irish National Immigration Services for
permission to stay in Ireland for a period of six months from date
of qualification.

Spouse and Dependent Permits. No minimum salary requirement
applies to spouse and dependent permits. Advertising the job
vacancy is not required. The permits are available for all occupa-
tions. No application fee is payable. The permit expires on the
same date as the spouse’s or primary dependant’s permit. No
more than 50% of employees of the Irish entity can be from non-
EEA countries. The spouse or dependant must be legally resident
in Ireland.

Other Work Permit Exemptions. The following individuals are not

required to obtain work permits to take up employment in

Ireland:

* Individuals with permission to reside in Ireland because they
are married to an Irish national;

* Individuals with permission to reside in Ireland because they
are the parent of an Irish citizen; and

¢ Individuals who have been given temporary leave to remain in
Ireland on humanitarian grounds as part of the asylum process.

Self-Employment. A non-Irish or non-EU national who enters
Ireland intending to establish a business or to engage in self-
employment activities must first apply to the Department of
Justice to obtain business permission. Business permission—the
right to carry out business in Ireland—is required in addition to
relevant work permits.

To obtain this permission from the Department of Justice, an

applicant must complete the following requirements:

* Apply for permission in writing;

* Present a full description of the business venture and business
plan;

* Produce evidence of financing for the business venture (currently
a minimum of €300,000, subject to change); and

* Provide details of the number of staff to be employed and their
nationalities.

Individuals qualifying for one of the exempt work-permit cate-
gories described in Work Permit Exemptions may engage in busi-
ness or in a profession without seeking permission from the
Department of Justice.

H. Residence Permits and Naturalization

Residence Permits. In general, EU nationals are not required
to have residence permits to live and work in Ireland. Non-EU
nationals who intend to remain longer than 90 days in the Dublin
area must register their residency with the Aliens Registration
Office at police headquarters in Dublin. In areas outside Dublin,
registration is obtained at the local police station.

In cases of intracompany transfers (secondments) and trainees,
application for a residence permit must be made with the evidence
described in Section G, Work Permit Exemptions. An individual
temporarily residing in Ireland who is covered by a work permit
while engaged in an intracompany transfer or training may be
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granted permission to remain in the country without extending
the work permit if he or she produces the evidence described in
Section G, Work Permit Exemptions.

Naturalization. The procedure allowing a non-Irish national to
take up Irish citizenship is governed by the Irish Nationality and
Citizenship Acts of 1956 and 1986. In general, an application for
naturalization must fulfill several requirements, including five
years of continuous residence in Ireland within a nine-year period
(excluding absence for holidays and business reasons). All work
permits and registration of residence should be kept up-to-date,
especially during the period of application.

The completed application for citizenship should be addressed to
the Department of Justice.

I. Family and Personal Considerations

Family Members. If the spouse or dependants of a working expa-
triate intend to work, they must apply independently for work per-
mits. Dependants of working expatriates do not need student visas
to attend schools in Ireland.

Drivers’ Permits. Foreign nationals may drive legally in Ireland
using their home country drivers’ licenses without restriction for
one year.

Ireland has driver’s license reciprocity with all EU-member
countries.

To obtain an Irish driver’s license, an individual must take writ-
ten, verbal, practical and vision tests.

APPENDIX 1: TAXABILITY OF INCOME ITEMS

Not
Taxable* Taxable Comments

Compensation
Base salary X — (a)

Employee contributions
to home country

benefit plan X) — (b)
Bonus X — (a)
Retained hypothetical tax X) — —
Cost-of-living allowance X — (a)
Housing allowance X — (a)
Employer-provided housing X — (c)
Housing contribution X) — —
Education allowance X — (a)
Home leave — X —
Hardship allowance X — (a)
Other allowance X — (a)
Premium allowance X — (a)
Home-leave allowance X — (a)(d)
Home-leave flights — X (e)
Other compensation income X — (a)
Moving expense

reimbursement — X f)
Tax reimbursement

(current and/or prior,

including interest, if any) X — —

Subsistence allowances X — (g)
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Not
Taxable* Taxable Comments

Company pension

contributions X — (b)
Private use of an

automobile X — —
Other Items

Foreign-source personal

ordinary income

(interest and dividends) — X (a)
Capital gain from sale

of personal residence in

home country — X (h)
Capital gain from sale

of stock in home

country — X (a)

%

(@)

®

=

—
o
N

!
(e)
6]

=

(8
(h)

Bracketed amounts reduce taxable income.

These items are taxable if they are derived from Irish or UK. sources.
Individuals who are not tax resident in Ireland and individuals who are not
Irish domiciled and are employed outside Ireland and the United Kingdom are
taxable only on the proportion of their salary and benefits attributable to duties
performed in Ireland, and on investment income and capital gains that are
remitted into Ireland.

Employer contributions to pension schemes that have not been approved by the
Irish Revenue result in a taxable benefit. Assignees and their employers who
have been a member of their home country pension plan for 18 months before
moving to Ireland are generally exempt from Irish tax on employer and
employee pension contributions. In all other cases, if pension scheme provi-
sions broadly fall within the requirements of Irish law, approval may be grant-
ed for the scheme. EU nationals resident in Ireland can claim tax relief for con-
tributions made to qualifying overseas pension plans in other EU member
states, subject to certain conditions.

The taxable benefit arising from housing provided by an employer to an
employee is computed as the actual amount paid by the company in providing
the accommodation or, if the property is owned by the company, the fair mar-
ket rent that the property could be expected to generate on the open market. In
certain circumstances, the taxable benefit for the first 12 months can be
exempt.

These are generally taxable but, in some cases, the Irish Revenue has agreed
that some home-leave expenses may be tax-free.

The Irish Revenue exempts the cost of one return flight per year for an expa-
triate and his or her family.

Certain reasonable relocation expenses can be paid tax-free if employees need
to move from one location to another. Assignments would normally come
within these arrangements.

In general, subsistence allowances are exempt from income tax for the first 12
months, subject to certain conditions.

The pro rata portion of the gain may be taxable if the property has not been the
sole or principal residence throughout the period of residence.

APPENDIX 2: SAMPLE TAX CALCULATIONS

The following are sample 2007 tax calculations for a single indi-
vidual and a married couple with only one spouse earning

income.

Single Individual €
Calculation of Income Tax

Salary 30,000
Benefits 15,000
Total income 45,000
Tax on €34,000 at 20% 6,800
Tax on €11,000 at 41% 4,510

€45.000 11,310
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Less personal tax credit
Less PAYE tax credit
Net tax payable

Calculation of Social Taxes
Employee’s PRSI:
€45,000* at 4%
Health levies:
€45,000 at 2%
Total

Employer’s PRSI
€45,000 at 10.75%

1,760

Married Couple with One Income Earner

Calculation of Income Tax

Salary

Benefits

Total income

Tax on €43,000 at 20%

Tax on €15,000 at 41%
€58.000

Less personal tax credit

Less PAYE tax credit

Net tax payable

Calculation of Social Taxes
Employee’s PRSI:
€48,800* at 4%
Health levies:
€58,000 at 2%
Total

Employer’s PRSI
€58,000 at 10.75%

* This ignores the €127 weekly deduction.

ISLE OF MAN

Country Code 44

DOUGLAS

GMT

Ernst & Young

Rose House

51-59 Circular Road
Douglas

Isle of Man IM1 1AZ

Executive and Immigration Contacts
Gerard Mahr

Paula Coates

Jillian Kelly

(1624) 691-840

Fax: (1624) 691-801

E-mail: gmahr@im.ey.com
(1624) 691-842

Fax: (1624) 691-801

E-mail: pcoates@im.ey.com
(1624) 691-820

Fax: (1624) 691-801

E-mail: jdkelly@im.ey.com
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A. Income Tax

Who Is Liable. Residents are subject to tax on worldwide income.
Nonresidents are subject to tax on income from Isle of Man sources
only.

Individuals are considered resident in Isle of Man if either of the

following conditions applies:

* They are present for six months or more during the tax year.

* They are present for less than six months during a tax year, but
the length of physical presence and their specific circumstances
are sufficient to make them resident. The Assessor of Income
Tax considers several factors to determine residence status in
these cases.

A key indicator of residence is that the individual has accommo-
dation available for his or her use and is physically present in the
Isle of Man during the tax year.

Certificates of residence can be provided if the Assessor of Income
Tax is satisfied that the conditions of residence are fulfilled.

Income Subject to Tax. The taxation of various types of income is
described below. For a table outlining the taxability of income
items, see Appendix 1.

Employment Income. An employee is taxed on remuneration and
benefits received during a tax year (ending on 5 April). Taxable ben-
efits include directors’ fees, company cars and accommodation.

Education allowances provided by the employer to its employees’
children 18 years of age and under are taxable for income tax and
social security purposes. However, payments under Educational
Deeds of Covenants of up to £5,500 a year are deductible from tax-
able income. An Educational Deed of Covenant is an irrevocable
covenant for the benefit of a person between 18 and 25 years of
age who is undertaking a course of higher education. The covenant
must be made by a parent or grandparent of the donee, and the
donee must be within the qualifying age band when the covenant
is made and when the payment is made.

A nonresident is taxable only on remuneration received for duties
carried out in the Isle of Man.

Self-Employment and Business Income. Self-employment income
includes income from a trade, profession or vocation.

A self-employed individual is assessed on business profits. In gen-
eral, the assessment for a particular year is based on business
profits earned during an accounting period ending in the current
tax year. For tax purposes, profits are usually determined in accor-
dance with normal accounting principles, subject to certain ad-
justments (see Business Deductions).

Investment Income. For tax purposes, investment income, including
dividends, interest, royalties and rental income, is included in an
individual’s total income. If necessary, double taxation relief is
granted on income subject to withholding tax in another country
(see Section E).

Relocation of Key Employees. If an individual is contractually
obligated to take up residence in the Isle of Man to facilitate the
process of starting up of a new business or the diversification or
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expansion of an existing one and if the necessary approval is
obtained, the individual and his or her jointly assessed spouse is
subject to income tax on Manx-source income only for the first
three years of residence. For the company, financial assistance is
granted for any reasonable relocation package that needs to be
incurred with respect to the new business.

Taxation of Employer-Provided Stock Options. The Isle of Man
has no specific legislation addressing the taxation of employer-
provided stock options; however, if the shares are offered at a
discount at the date of granting the option, the difference between
the market value and the discounted price is taxable as a benefit
in kind. If the shares are offered under the option at the market
value, no taxable benefit arises. Any capital gain that arises at the
exercise of the option is not taxable.

Capital Gains. No capital gains tax is imposed in the Isle of Man.

Deductions

Deductible Expenses. Expenses are deductible if they are incur-
red wholly, exclusively and necessarily in the performance of em-
ployment duties. No allowance is available for travel between home
and work or for office attire. Allowable expenses include mem-
bership fees of approved professional bodies and contributions by
an employee to a personal pension scheme (the maximum deduc-
tion is 17.5% of relevant earnings for those younger than 36 years
of age, increasing to 40% for those older than 60 years of age).

In addition, the following expenses are deductible from total

income:

* Mortgage or other loan interest payable to an Isle of Man lender
(no limit or restriction until 6 April 2008 when a £15,000 annu-
al limit will take effect; the limit will be £30,000 for couples
electing to be taxed jointly);

* 50% of life insurance premiums (within certain limits);

* Private medical insurance premiums for residents 60 years of age
and over (up to £1,800 per year);

» Payments made under Educational Deeds of Covenant (up to
£5,000 per year; see Employment Income); and

* Nursing expenses incurred in caring for a dependent relative (up
to £8,000 per year).

Personal Deductions and Allowances. The following personal
allowances apply for the tax year ending 5 April 2008.

Type of Allowance Amount (£)
Single allowance 8,850
Married allowance 17,700
Single parent 6,040
Blind person (additional) 2,720
Disabled person (additional) 2,720

Business Deductions. Expenses incurred wholly, exclusively and
necessarily in producing self-employment or business income are
deductible. The following expenses are not allowed for tax pur-
poses:

* Depreciation;

* Local entertainment expenses; and

* Costs of a capital nature.
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Although costs of a capital nature are not deductible, capital
allowances (tax depreciation) are deductible in computing tax-
able profits. Capital allowances include a 100% first-year allow-
ance for plant and machinery and a 25% annual allowance on a
declining-balance basis for cars. The car allowance is limited to
an annual maximum of £3,000.

A 100% first-year allowance is available for qualifying expendi-
ture incurred to acquire, extend or alter qualifying industrial build-
ings, agricultural buildings and tourist premises. Government
grants received for capital expenses are not taken into account in
calculating the capital allowance that may be claimed.

For tourist premises, up to an additional 50% capital allowance is
available in each of the three years after the 100% allowance is
claimed, subject to the level of government grants received.

Rates. The following are the income tax rates for resident indi-
viduals for the tax year ending 5 April 2008.

Taxable Income Tax on Lower Rate on
Exceeding Not Exceeding Amount Excess
£ £ £ %
0 10,500 0 10
10,500 — 1,050 18

The 10% rate applies to the first £10,500 of income for each indi-
vidual above their personal allowance (see Personal Deductions
and Allowances). Married couples wishing to be taxed jointly
must make an election. If an election is made, the 10% rate applies
to the first £21,000 of joint income in excess of the married
allowance of £17,700.

A cap on an individual’s annual tax liability in the Isle of Man has
been introduced. The maximum amount of income tax payable by
an Isle of Man resident who has applied for the tax cap is
£100,000 (£200,000 for married couples electing to be taxed
jointly), regardless of the amount of his or her taxable income.

Nonresidents are taxed at a rate of 18% on all income arising in
the Isle of Man. They are entitled to a personal allowance of
£2,000. Nonresidents’ tax liability on certain types of income is
limited to any income tax deducted at source.

For a sample tax calculation, see Appendix 2.

Under the standard zero rate of corporate income tax, which took
effect on 6 April 2006, a Distributable Profits Charge (DPC)
applies to the extent that a zero-rate company has Isle of Man res-
ident shareholders. Under the DPC regime such company suffers
a tax charge on behalf of the Isle of Man resident shareholders at
arate of 18% on a certain percentage of profits unless those prof-
its are distributed. The percentages are 55% for trading compa-
nies and 100% for investment companies.

Relief for Losses. Business losses may be carried forward and off-
set against future profits from the same trade. Business losses in-
curred in the first four years of assessment may be carried back
against other income. On permanent discontinuance of a trade, a
terminal loss may be carried back and offset against profits from
the same trade in the three previous years of assessment. Certain
restrictions apply.
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B. Other Taxes

No inheritance or estate tax, wealth tax, stamp duty or stamp duty
land tax is imposed in the Isle of Man.

C. Social Security

In general, national insurance is payable on the earnings of indi-
viduals who work in the Isle of Man.

The rates of national insurance contributions are similar but lower
than those in effect in the United Kingdom. The Isle of Man has
a reciprocal agreement with the United Kingdom that permits
national insurance contributions to be paid in either place to count
toward total payments required.

For the 2007-08 tax year, an employee’s national insurance con-
tribution is 10% of weekly earnings between £100 and £670
(8.4% for employees who contract out of the state second pension
[S2P], which is permitted if the employee is a member of an
approved occupational pension scheme). The annual ceiling on
the amount of wages subject to national insurance contributions
by the employee is £34,840. An employer must pay contributions
of 12.8% of an employee’s weekly earnings exceeding £100
(£5,225 per year), with no ceiling.

A self-employed individual must pay a weekly flat-rate contribu-
tion of £2.20 per week if annual profits are expected to exceed
£4,635 plus an annual contribution of 8% of profits between
£5,225 and £34,840, collected together with his or her income tax.

D. Tax Filing and Payment Procedures

The tax year runs from 6 April to the following 5 April. Resident
individuals must complete annual tax returns containing details
of worldwide income arising or accruing during the tax year. The
tax return must be submitted by 6 October following the tax year.
A £50 penalty is imposed for late submissions.

Married couples may elect to be taxed jointly, enabling the shar-
ing of allowances and lower rate thresholds.

Income tax and national insurance are deducted at source from
employment income by the employer, in accordance with a tax
code issued by the tax authorities, which takes into account avail-
able allowances, deductions and thresholds. A payment on
account may be due by 6 January in the tax year or 30 days after
the notice of assessment if non-employment income (for exam-
ple, investment or self-employment income) is expected to arise
in the tax year. This payment equals 105% of the tax liability for
the preceding tax year.

When total income is assessed in accordance with the tax return
at the end of the tax year, any tax liability in excess of tax deduct-
ed at source or paid on account becomes payable, and any short-
fall is refunded. Any tax payable is due on 6 January following
the end of the tax year.

A separate assessment is issued for profit-related national insur-
ance contributions.

For late income tax payments, interest is charged at an annual rate
of 7% on the amount of overdue tax, or 9% if the return is not
submitted by 5 April following the year of assessment.
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Nonresidents are required to submit a tax return if any Isle of
Man-source income is received in the year, unless the income
was subject to withholding tax. Withholding tax at a rate of 18%
is imposed on rental payments to nonresident individuals, but no
withholding tax is imposed on dividends and interest.

By concession, the Isle of Man does not take action to tax bank
interest paid to nonresidents by approved financial institutions in
the Isle of Man.

E. Double Tax Relief and Tax Treaties

Double tax relief is available for foreign tax paid if evidence of

payment is produced. Relief is granted in an amount equal to the

lesser of the following amounts:

* The amount of foreign tax paid on the income; or

* The marginal amount of Isle of Man income tax attributable to
the foreign-source income.

Isle of Man has concluded a double tax treaty with the United
Kingdom.

F. Temporary Permits

The basic immigration law in the Isle of Man is the United King-
dom Immigration Act of 1971, which applies to almost everyone
who is not a British citizen or who does not have the right of abode
in the United Kingdom. However, under treaty rights, some Irish
citizens and citizens of European Economic Area (EEA) coun-
tries are exempt from many provisions of the act.

Any person seeking to enter the Isle of Man should initially con-
tact a British embassy, high commission or consulate for advice
on entering the country and to ascertain if it is necessary to obtain
a certificate of entitlement, visa entry certificate, governor’s let-
ter of consent or work permit.

Please refer to the United Kingdom chapter for the rules pertain-
ing to temporary permits applicable in the Isle of Man.

G. Work Permits and Self-Employment

Under the provisions of the Control of Employment Acts, any per-
son who is not an Isle of Man worker must obtain a work permit
issued by the Work Permit Committee of the Department of Indus-
try before taking up employment or self-employment on the Isle
of Man, except individuals in a few exempt categories (for exam-
ple, police officers, doctors, dentists and ministers of religion).
The employer of a foreign national must apply for a work permit
on behalf of the foreign national.

To qualify as an Isle of Man worker, a person must satisfy one of

the following conditions:

* Be born in the Isle of Man.

* Has lived in the Isle of Man for at least 10 consecutive years.

» Has been a continuous resident of the Isle of Man for a period
of five years commencing on or after 1 June 1963. However, the
person ceases to qualify as an Isle of Man worker if, within the
five years immediately following the completion of such resi-
dence, he or she ceases to reside in the Isle of Man and does not
resume residence within 15 years. If a person resumes residence
within the 15-year period and if, in the five years immediately
following such resumption, he or she again ceases to be a resident
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of the Isle of Man, the person ceases to qualify as an Isle of Man
worker.

* Be married to an Isle of Man worker.

 Has been married to an Isle of Man worker and has lived in the
Isle of Man for at least three years immediately before becom-
ing widowed or divorced and continued to live in the Isle of Man
thereafter.

* Be the child of an Isle of Man worker who was serving in the
armed forces at the time of birth.

* Has parents who were born in the Isle of Man and were contin-
uous residents of the Isle of Man for five consecutive years
immediately following the person’s birth in the Isle of Man.

* Has received full-time education either in the Isle of Man or
elsewhere while normally living in the Isle of Man, and contin-
ues to live in the Isle of Man thereafter.

Application for work permits is made to the Employment Section.
Employment may not begin before a permit is issued.

Before commencing self-employment, self-employed persons who
do not qualify as Isle of Man workers must obtain work permits
in the same manner as those seeking employment.

H. Residence Permits

No regulations restricting the entrance of new residents into the
Isle of Man currently exist, but the Residence Act 2001 may be
introduced if such restrictions become necessary.

I. Family and Personal Considerations

Family Members. Any application for a work permit by a spouse of
a working foreign national is automatically approved for a period
of up to one year and is renewable annually if certain conditions
arc met.

Marital Property Regime. Isle of Man does not have a communi-
ty property or similar marital property regime.

Drivers’ Permits. New residents must obtain Isle of Man drivers’
licenses. Persons holding current UK. and Channel Islands dri-
vers’ licenses may obtain Isle of Man drivers’ licenses by present-
ing their existing drivers’ licenses to the Vehicle Licensing Office.
Persons holding drivers’ licenses other than those issued in the
United Kingdom or Channel Islands may have to take driving tests.

UK.- and foreign-registered motor vehicles must be registered

as soon as possible after the owner takes up residence in the Isle

of Man. It is necessary for owners of vehicles from the United

Kingdom to register motor vehicles by presenting the following

documents:

* The existing vehicle registration.

* A current insurance certificate for the vehicle.

« [f the vehicle is more than three years old, a vehicle testing cer-
tificate. Motor vehicles may be tested in the Isle of Man and
owners issued testing certificates.

Persons wishing to register foreign vehicles from outside the
United Kingdom, as well as commercial and other types of vehicles,
must contact the Vehicle Licensing Office to inquire about addi-
tional registration requirements.
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APPENDIX 1: TAXABILITY OF INCOME ITEMS

Not

Taxable* Taxable Comments
Compensation
Base salary X — —
Employee contribution
to home country
benefit plan
Bonus
Retained hypothetical tax
Cost-of-living allowance
Housing allowance
Employer-provided housing
Housing contribution
Education reimbursement
Hardship allowance
Other allowance
Premium allowance
Home-leave allowance
Other compensation income
Moving expense
reimbursement
Tax reimbursement
(current and/or prior,
including interest, if any)
Value of hotel provided

Other Items

Foreign-source personal

ordinary income

(interest and dividends) X — (c)
Capital gain from sale

of personal residence

—~
~

P B R B B K R
|
|

|
=
~_~
=

>

in home country — X —
Capital gains from sale of
stock in home country — X —

*  Bracketed amounts reduce taxable income.

(a) Employer-provided accommodation is not taxable if it is occupied solely for
the purpose of employment, such as hotel accommodation while performing
duties away from home.

(b) Reimbursement for moving expenses is not taxable, up to the amount of
£10,000 plus the cost of travel between the individual’s old home and the Isle
of Man during the first six months of the individual’s stay in the Isle of Man.

(c) This income is taxable if the individual is resident for tax purposes in the Isle
of Man and if he or she is not an “approved key employee.”

APPENDIX 2: SAMPLE TAX CALCULATION

A sample tax calculation for the 2007-08 year of assessment is
provided below for an expatriate who is resident in the Isle of
Man for the entire year of assessment and is married with two
dependent children under 18 years old. The expatriate is classi-
fied as a “key employee” (see Section A). During the year of
assessment, the expatriate receives compensation of £50,000 and
the individual’s employer provides housing at a cost to the com-
pany of £20,000. The expatriate earned dividends of £5,000 from
home-country investments”. The following is the tax calculation.
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£ £
Calculation of Taxable Income
Salary 50,000
Taxable value of housing 20,000
Total income 70,000
Personal deduction:

Married couple (17.700)
Taxable income 52,300
Calculation of Tax
Tax on £21,000 at 10% 2,100
Tax on £31,300 at 18% 5,634

£52,300
Income tax payable 7.734

* Individuals approved as key employees are taxed only on Isle of Man-source

income for the first three years of residence. Consequently, the home-country
dividends are not taxable. If an individual is not a key employee, dividend
income is taxable, but double tax relief is available at the effective rate of tax
applied to the income in the home country.

ISRAEL

Country Code 972

Please send all e-mail inquiries to the following address:
korine.hagit@il.ey.com
Copies should also be sent to the following addresses:
leon.harris@il.ey.com and ofer.ezra@il.ey.com

TEL-AVIV GMT +2

Kost Forer, Gabbay & Kasirer
Certified Public Accountants
3 Aminaday Street

Tel-Aviv 67067

Israel

Executive and Immigration Contacts

Leon Harris (3) 627-8660
Fax: (3) 563-3424
Hagit Korine (3) 623-2733
Fax: (3) 563-3424
Yaki Itzhaki (3) 623-2798

Fax: (3) 563-3424

A. Income Tax

Who Is Liable. Resident individuals are subject to tax on their
worldwide income and worldwide capital gains. Nonresident indi-
viduals are subject to tax on income from Israeli sources, which
is income accrued or derived in Israel.

An Israeli resident is defined as an individual whose center of liv-
ing is in Israel, taking into account the person’s family, economic
and social links, including the following considerations:

¢ Permanent home;

* Place of residence of the individual and his or her family;
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* Habitual place of business, permanent place of employment;

* Place where assets and investments are situated; and

* Place of membership in organizations, associations and insti-
tutions.

Under the law, a rebuttable presumption of Israeli residency will

apply in either of the following circumstances:

* The individual is present in Israel at least 183 days in a tax year
ending 31 December; or

¢ The individual is present in Israel at least 30 days in the current
tax year and a cumulative of 425 days in the current and two
preceding tax years.

New immigrants are generally classified as residents for Israeli
tax purposes. However, they may enjoy certain income tax, capi-
tal gains tax and import tax benefits for specified periods.

Income Subject to Tax

Employment Income. Taxable employment income broadly covers
salary and virtually all cash and in-kind benefits and allowances
provided directly or indirectly to employees or for their benefit.
If benefits are provided on a net-of-tax basis, they must be grossed
up for tax purposes.

Company vehicles at an employee’s disposal are taxable based on
their prescribed usage value. The usage value for all types of vehi-
cles depends on the price group of the model shown on the vehi-
cle registration. These values are set forth in tax tables published
by the tax authorities.

The use of a cell phone provided by the employer is taxable.

Educational allowances provided by employers to their employ-
ees’ are taxable for income tax and national insurance purposes.

A portion of severance payments granted by employers to employ-
ees on termination of employment relationships is exempt from
tax, regardless of whether the payments are required by law or are
voluntary. The exempt portion is the lesser of one month’s salary
or NIS 10,220 per year of service.

Some Israeli employers provide a range of social benefits through
externally approved provident funds. These funds are adminis-
tered by Israeli banks, insurance companies or the Histradut labor
movement. The social benefits and the related Israeli tax relief
for employees typically include some or all of the benefits shown
in the following tables.
Contribution as a
Percentage of Salary

Employee Employer
Benefit % %
Retirement policy
Comprehensive pension plan 7 (a) 7.5 (a)
Long-term savings plan 7 (a) 7.5 (a)
Severance pay funding 0 8.33
Disability insurance 0 25
Educational funds (b) 2.5 (c) 7.5 (¢)

(a) These are the maximum rates. The first 5% of the employer’s contributions is
matched by a parallel contribution by the employee. The balance of the con-
tribution up to the maximum rate is voluntary.
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(b) These funds may be used after three years for training in Israel or, after six
years, for any reason. Different rules apply to 5% or greater shareholders and
to self-employed individuals.

(c) These are the maximum rates.

Employee Tax Relief Monthly
On On Salary
Employee’s Employer's Limit for
Contri- Contri- Tax Relief
Benefit butions butions NIS
Retirement policy
Comprehensive 35% tax
pension plan credit Exempt 7,200 (a)
Long-term savings 25% tax Exempt 7,200 (a)
plan credit
Educational funds (b) 0 Exempt 15,712

(a) Employer’s contributions are exempt from tax if contributions are made on
monthly employment income not exceeding NIS 30,148. Contributions exceed-
ing this amount are taxable as employment income.

(b) These funds may be used after three years for training in Israel or, after six
years, for any reason. Different rules apply to 5% or greater shareholders and
to self-employed individuals.

Self-Employment Income. Residents and nonresidents generally
are subject to Israeli income tax on income derived from a business
conducted in Israel and on income from one-time commercial
transactions. Residents are also subject to tax on overseas income.

Self-employed individuals are subject to tax on business profits
at the rates set forth in Rates.

Directors’ Fees. Directors’ fees and related expenses for participat-
ing in board meetings are taxable as income from self-employment.
A 15.5% value-added tax (VAT) liability also arises, but if the
director derives primarily employment income, the payer compa-
ny may account for the VAT under a reverse charge mechanism.
The company may recover the VAT as input VAT if it is a VAT
dealer. Directors’ remuneration for other managerial duties is tax-
able as employment income.

For private, closely held companies (controlled by five or fewer
individuals or their relatives), additional rules apply to the de-
ductibility of payments to employee-shareholders who directly or
indirectly control 10% or more of such companies.

Investment Income. The following tax rates apply to investment
income and gains derived by individuals.

Income Rate (%)
Real (inflation adjusted) capital gains
derived from publicly traded and
untraded securities
General rate for individuals on
gains accruing from 1 January 2003 20
Individuals who were 10%-or-greater
shareholders (material shareholders) in
the company concerned at any time within
the 12 preceding months 25
Gains accruing before the beginning of 2003;
old rates that apply to the time-based portion
of the gains 15 to 48
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Rate (%)
Capital gains from securities that are not
linked to the consumer price index or
foreign currency,
such as bonds, short term government bonds
and commercial paper 15
Interest on linked or foreign instruments
General rate for individuals 20
Material shareholders 25
Interest on “unlinked” Israeli instruments
General rate for individuals 15
Marginal rates for material shareholders Up to 48
Dividends
General rate for individuals 20
Material shareholders 25
Paid from the profits of an approved or
privileged enterprise or approved property under the
Law for the Encouragement of Capital
Investments, 1959 0/4/15
Real Estate Investment Trust (REIT),
if conditions met Up to 48
Residential rental income derived by
an individual landlord from individual
tenants, not exceeding NIS 4,200 per month
(any excess reduces the exemption by the Exempt
amount of the excess) up to ceiling

Double tax relief provisions may apply in certain cases (see
Section E).

Taxation of Employee Share Option Plans and Share Purchase
Plans. Detailed rules apply to employee share option plans and
share purchase plans. Capital gains tax treatment is allowed for
certain qualified plans called Section 102 plans, which are
administered by a trustee, if, for options granted on or after 1
January 2006, at least two years have elapsed since the options
were granted. Options granted according to the capital gains
alternative (see below) before 1 January 2006 are subject to a
minimum holding period of 24 months as of the end of the year
in which the options were granted or 30 months from the grant
date, depending on the election of the employee.

The tax authorities must approve the trustee and receive notice
concerning a Section 102 plan at least 30 days before the imple-
mentation of the plan. Individuals who move to another country
to work or reside may request tax rulings from the tax authorities
to mitigate uncertainty or address double taxation.

Employers may choose between alternative rules for dividing
gains between salary income (the employer deducts an option
expense and the employee is subject to income tax at rates of up
to 48% plus national insurance contributions; see Section C) and
capital gains (the employer receives no deduction and the
employee is subject to capital gains tax at a rate of 25%).

Capital Gains and Losses. Residents and nonresidents are gener-
ally subject to Israeli tax on their capital gains relating directly or
indirectly to assets in Israel, including Israeli securities, and to
rights related to such assets. However, under a relevant tax treaty,
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a resident of the other tax treaty country may be exempt from
Israeli tax on capital gains, except for gains derived from trans-
fers of real estate interests or business assets in Israel. Special
rules apply to publicly traded securities (see below). Resident
individuals are also subject to capital gains tax on their capital
gains derived abroad.

Exit Tax. Persons who cease to be Israeli residents are generally
liable to capital gains tax as if they sold all their assets one day
before they ceased to be residents. The tax is payable on depar-
ture or on sale of the assets concerned.

Calculation of Taxable Amount. Capital gains are divided into
real and inflationary components. In general, real gains derived
before 31 December 2002 are taxed at the regular personal tax
rates (30% to 48%). However, real gains derived from foreign
publicly traded securities before 31 December 2004 are general-
ly taxed at a rate of 35%. Any capital gains derived after these
dates are taxed at a rate of 20% (or 25% if a 10%-or-greater
shareholder [material shareholder]). The inflationary component
is exempt from tax to the extent it accrued after 31 December
1993, and is taxable at the rate of 10% to the extent it accrued
before that date.

Capital losses may be used to offset capital gains derived in the
same tax year or in subsequent tax years.

Detailed rules relate to deferrals of capital gains tax in certain cases,
including mergers, divisions and shares-for-assets exchanges.

Gains Attributable to Securities. Israeli residents are taxed at a

rate of 20% on the real (inflation adjusted) gains derived from

sales of traded securities in Israel and abroad, or 15% on the nom-

inal gain on the sale of certain bonds not linked to the consumer

price index or a foreign currency (see above). Regular tax rates up

to 48% apply if any of the following conditions are satisfied:

« Interest expense is deducted,

 The interest income is business income; or

* A special relationship exists (for example, customer-supplier,
employer-employee or related parties).

Gains derived from sales of bonds issued by a foreign country or
foreign mutual funds are subject to tax at the rate of 20% (or 25%
if a material shareholder). Nonresidents are exempt from Israeli
tax on capital gains derived on the Tel-Aviv stock exchange or on
Israeli securities on an overseas exchange. However, if an Israeli
resident owns at least 25% of a nonresident investor company,
such exemption does not apply.

Gains Attributable to Real Estate. Gains derived from sales of
Israeli real estate or from sales of interests in real estate entities
(entities whose primary assets relate to Israeli real estate) are
subject to land appreciation tax at the regular rates of up to 48%.
After that date, the applicable rate is 20% from 2007, with the
exception of material shareholders who are taxed at a rate of
25%. Assets acquired in 2002 are eligible for a tax rebate of 20%.
Assets acquired in 2003 are eligible for a 10% rebate. Various
exemptions apply to residential homes. A sales tax of 2.5% may
also be imposed, but not on certain homes or other real estate
acquired after 7 November 2001. In addition, the purchaser of
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real estate must pay transfer fees (acquisition tax) at various rates
ranging from 0% to 5%. For an interest acquired in a real estate
entity, acquisition tax is imposed on the underlying real estate
asset value without offsetting liabilities or borrowings.

Deductions

Deductible Expenses. Business-related expenses incurred by em-
ployees are deductible only in limited circumstances. For example,
expenses incurred to update existing professional knowledge are
deductible. However, to claim these deductions, employees gen-
erally must file annual personal Israeli tax returns, even if they
are otherwise exempt from filing.

To complement the tax deductions available to employees for
training, self-employed individuals may deduct payments made to
approved training funds that are used for training in Israel (or for
any purpose after six years). The amount of payments that may
be deducted is subject to the following limitations.

% of Income, Deduction

Up to Limit* Available
First 2.5 None
Next 4.5 Full amount
Over 7.0 None

* The annual income limit for 2007 is NIS 218,000. This limit is adjusted annually.

For example, if a self-employed person earns NIS 250,000 and
pays NIS 20,000 into an approved training fund in 2006, he or
she may deduct NIS 9,810 from taxable income. Because the tax-
payer’s income exceeds the limit, the deductible amount is calcu-
lated as follows:

NIS
Maximum deduction (NIS 218,000 at 7%) 15,260
Nondeductible amount (NIS 218,000 at 2.5%) (5.450)
Total deduction 9.810

Personal Deductions. In general, tax relief for individuals is in
the form of tax credits rather than tax deductions. Consequently,
relatively few items are deductible for tax purposes. The princi-
pal deductions for individuals are described below.

Self-funded contributions to an approved provident or pension
fund are generally deductible, up to a maximum of 7% of non-
employment income or, if the employer does not contribute to
any fund, up to a maximum of 5% of employment income. These
percentages are subject to an income ceiling. If contributions on
nonemployment income exceed 12% of the ceiling, a supplemen-
tary deduction of up to 4% may be claimed. Taxpayers who are
50 years of age or older may claim higher percentage deductions,
but the income ceiling is the same.

Business Deductions. Expenses are generally deductible if they
are incurred wholly and exclusively in the production of taxable
income. Additional rules apply to certain items, including car ex-
penses, travel, entertainment, and research and development. The
cash basis is acceptable for certain small businesses, and special
inflation-adjustment rules are prescribed for businesses. These
adjustments include inflation relief relating to inventories and
depreciation for certain small businesses.
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Special Rules for Expatriates. If no treaty exemption applies,
expatriate nonresidents working in Israel lawfully for an employ-
er may enjoy certain benefits. For the first 12 months in Israel, a
foreign expert is entitled to a deduction for accommodation
expenses incurred and a living expense deduction of up to NIS
270 per day if the employment income exceeds NIS 11,000 per
month.

Foreign journalists who are members of the Foreign Press
Association in Israel and foreign athletes are entitled to a tax rate
of 25% and the above-mentioned expatriate deductions for the
first 36 months of work in Israel for foreign journalists and the
first 48 months of work for foreign athletes.

A levy at the rate of 10% is imposed on foreign employees’
employment income unless the employees are journalists or ath-
letes or if the employment income exceeds NIS 14,767 per
month. The levy must be paid by the employer and is not deduct-
ed from the employment income.

Rates. The Israeli tax year is the calendar year. In principle, Israeli
personal tax liability is computed annually, although tax is typi-
cally withheld from salaries and reported each month. Monthly
tax brackets used during a year for payroll and other purposes are
updated annually for inflation and are totaled to produce the
annual tax brackets. The following table presents the monthly
taxable income brackets for 2007.

Monthly Taxable Income

Exceeding Not Exceeding Tax Rate

NIS NIS %

0 4,270 10*

4,270 7,600 21%
7,600 11,410 29
11,410 16,380 35
16,380 35,270 36
35,270 — 48

* These tax rates are restricted to income earned from employment and self-
employment and to rental income derived by persons over 60 years of age. In
other cases, a minimum tax rate of 30% applies.

As a result of the monthly withholding tax system, annual per-
sonal tax returns are not always required from employees who
earn less than a specified amount (see Section D).

A maximum tax rate of 25% for up to three years (extendible for
up to five more years) applies to an expatriate if an Israeli resi-
dent invites the expatriate to work in Israel and applies to the
Investment Center for approved specialist status for the expatri-
ate before his or her arrival in Israel. This status is granted on a
limited discretionary basis primarily to industrial or tourism spe-
cialists. If granted, the reduced tax rate usually applies only to the
first US$75,000 of annual salary.

Credits. Israeli resident individuals are entitled to personal tax
credits, which are known as credit points. These credit points are
deducted from the computed income tax liability of individuals.
Each credit point is currently worth NIS 178 per month.

The number of credit points granted to an individual reflects
family circumstances. For example, an unmarried male resident
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generally receives 2.25 credit points, and an unmarried female
resident generally receives 2.75 credit points. If both spouses
work and opt for separate tax computations, the husband receives
2.25 credit points and the wife receives 2.75 points; the wife also
generally receives one credit point for each child under 18 years
of age and one-half of a credit point for a child born or reaching
18 in the tax year.

The following are other significant tax credits granted to individuals:

* Credits with respect to savings fund contributions (see Income
Subject to Tux).

* A 25% tax credit for life insurance contributions to the extent
that pension and long-term savings policy tax limits are not fully
utilized (see Taxable Income).

* Tax credit for 35% of charitable contributions to recognized
institutions if a taxpayer’s annual contributions exceed NIS 380.
However, no credit is given for annual contributions exceed-
ing 30% of taxable income or NIS 4,000,000, whichever is
lower.

* Additional credits in various other cases, including new immi-
grants, one-parent families, divorcées, graduates of a higher
education institute in 2005 and subsequent years and residents
living and working in various priority areas.

Relief for Losses. In general, business losses may be offset against
income from any source derived in the same tax year, including
salary income. Unrelieved business losses may be carried forward
for an unlimited number of years to offset business income or cap-
ital gains derived from business activities (see Capital Gains and
Losses).

B. Other Taxes
Net Worth Tax. Net worth tax is not levied in Israel.

Estate and Gift Taxes. Israel does not impose taxes on inheri-
tances or bona fide gifts. For transfers by inheritance or by gift of
assets that would normally be subject to capital gains tax or land
appreciation tax, the recipient’s tax cost base and date of pur-
chase are generally deemed to be the same as those for the trans-
feror of the property.

Real Estate Tax. Sellers of real estate interests in Israel pay a 2.5%
sales tax on nonresidential assets purchased before 7 November
2001. In general, sellers of real estate assets are subject to land
appreciation tax on capital gains at rates of up to 48% on any
appreciation before 7 November 2001, and at a rate of 20% on
any appreciation after that date, with certain exceptions, includ-
ing exemption provisions for homes owned by an individual.

Purchasers of real estate interests in Israel pay an acquisition tax
at rates ranging from 0% to 5%.

C. Social Security

Contributions. National insurance contributions are generally pay-
able on taxable income as calculated for income tax purposes.
The following table sets out the rates of national insurance contri-
butions. For residents, these rates include a supplementary health
levy. Foreign residents generally arrange comprehensive private
health care.
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Contribution as Percentage of Income
Nonworking
Self- Passive
Employed Income
Employer Employee Persons Recipients
Category % % % (a) % (a)
Israeli residents (c)
Monthly income of
up to NIS 4,522 4.14 35() 9.82 9.61
Monthly income
from NIS 4,522
to NIS 35,760 5.68 12(b) 16.23 16.05
Nonresidents
Monthly income of
up to NIS 4,522 0.59 0.04 0.56 —
Monthly income
from NIS 4,522
to NIS 35,760 0.80 0.87 0.82 —

(a) 52% of national insurance contributions paid in a tax year on nonemployment
income is deductible for income tax purposes in that year.

(b) An organization levy at rates of 0.7% to 0.95% is also payable by Israeli resi-
dents who are members of certain unions or who work in a unionized work-
place.

(c) Lower contributions apply to Israeli residents who work abroad as self-employed
persons for continuous periods exceeding six months or for nonresident employ-
ers, unless they were hired in Israel.

Totalization Agreements. Isracl has entered into social security
totalization agreements with Austria, Belgium, Canada, the Czech
Republic, Denmark, Finland, France, Germany, Italy, the Nether-
lands, Poland, Sweden, Switzerland, the United Kingdom and
Uruguay.

D. Tax Filing and Payment Procedures

In principle, Israeli and foreign employers with personnel in
Israel must maintain an Israeli payroll withholding tax file. Income
tax and national insurance contributions relating to monthly em-
ployment income and benefits must generally be reported and
remitted by the 15th day of each following month. Various other
monthly or bimonthly filings may also be required from the em-
ployer, including company tax advances determined by the tax
authorities and supplementary company tax advances of 45% for
nondeductible expenses incurred, including car maintenance and
depreciation, travel and entertainment.

Capital Transactions. Capital gains transactions generally are re-
portable within 30 days after the transaction date. Land appreci-
ation tax transactions are generally reportable within 30 to 50 days.
Tax must be settled or paid on account within this period.

Annual Tax Returns. As a result of the withholding tax system, indi-
viduals are not always required to file annual personal tax returns
in Israel. Individuals who are currently required to file annual tax
returns include the following:

« Foreign residents who accrue or derive income in Israel. How-
ever, an exemption from filing may apply if tax is withheld at
source and if the income is derived either from a business or
profession conducted for no longer than 180 days in the tax year
or from salary, dividends, interest or royalties.
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* Resident individuals over 18 years of age at the beginning of the
tax year. However, an exemption from filing may apply if all of
the following conditions are satisfied:

— The individual’s primary income is employment income
taxed at source or residential rental income;

— The primary income did not exceed the ceiling for that year
per spouse; and

— Other income earned by the individual is both less than half
the primary income and less than the ceiling for that year per
spouse.

Notwithstanding the above, the following individuals must file

annual income tax returns:

* 10% or greater shareholders;

* Spouses who work together;

* Individuals (or their spouses) who receive severance pay or a
commuted pension allowed to be spread over several tax years;

* Trust settlors for the year in which they settle the trust;

* Recipients of a distribution or other transfer of assets from a
trust;

* Professional athletes and their spouses;

* Individuals (or their spouses or children) who had either a law-
ful right in a non-publicly traded foreign company or other for-
eign assets worth more than NIS 1.55 million at any time dur-
ing the tax year or a foreign bank account with a balance
exceeding NIS 1.55 million at any time during the tax year;

* Individuals required to file returns the previous year, unless a
specific exemption is granted; and

» Any other person or entity instructed to file a return by a tax
assessor.

Individuals must also file half-year returns for capital gains if the
full amount of the tax was not withheld at source. The returns are
due on 31 January and 31 July.

Due Dates for Tax Returns. For employees and taxpayers maintain-
ing single-entry books, the due date is 30 April. Taxpayers main-
taining double-entry books must file annual tax returns by 31 May
following the year-end. The tax authorities may grant filing exten-
sions. Individuals represented by an Israeli certified public accoun-
tant (CPA) may receive an automatic extension, up to 31 July,
based on the number of tax returns that the CPA must file with the
tax authorities.

Assessment. The Israeli tax system is based on the principle of
self-assessment. An annual tax return must be accompanied by
payment of any balance of tax due computed by the taxpayer for
the relevant tax year.

Married Persons. Married persons, or the tax assessor, may elect
one spouse to be the registered spouse in whose name the couple
is assessed. For the election to be binding, the registered spouse’s
income should be at least 25% of the other spouse’s income in the
year before the election and in the next five years. If the couple
does not elect otherwise, the tax assessor nominates the spouse
with the higher taxable income over the two years preceding the
assessment as the registered taxpayer. Joint tax computations are
allowed. However, if the spouses derive employment or self-
employment income from unrelated sources, many couples may
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benefit by opting to compute tax separately on the second spouse’s
income.

E. Double Tax Relief and Tax Treaties

Unilateral Relief. If no double tax treaty applies, Israeli residents
may claim relief from double taxation on foreign-source income.

Under Israeli domestic law or applicable tax treaties, foreign cap-
ital gains tax on dispositions of foreign assets may be credited by
Israeli residents against Israeli capital gains tax on such disposi-
tions. Any excess foreign tax credit may be carried forward for up
to five tax years.

Foreign residents who receive little or no relief for Israeli taxes in
their home countries may be granted a reduced Israeli tax rate by
the Minister of Finance. In practice, the reduced rate is usually at
least 25% and applies to capital gains only.

Tax Treaties. Isracl has entered into double tax treaties with the
following countries.

Austria Hungary Poland

Belarus India Romania
Belgium Ireland Russian Federation
Brazil Ttaly Singapore
Bulgaria Jamaica Slovak Republic
Canada Japan South Africa
China Korea Spain

Croatia* Latvia Sweden

Czech Republic Lithuania Switzerland
Denmark Luxembourg Thailand
Ethiopia Mexico Turkey

Finland Netherlands United Kingdom
France Norway United States
Germany Philippines Uzbekistan
Greece

* This treaty will be effective from 1 January 2008.

Israel is negotiating tax treaties with several countries, including
Portugal and Slovenia.

F. Transit and Visit Visas

All foreign nationals, except those from countries that do not
require entry visas from Israeli citizens, must obtain valid entry
visas to enter Israel. Citizens of certain countries may obtain
visas at the port of entry. Foreign nationals may enter Israel under
transit visas, visit visas, temporary residence visas or permanent
residence visas.

Transit visas are issued for transit purposes only. They are valid
for five days and are renewable for an additional 10 days (maxi-
mum total period may not exceed 15 days).

Visit visas are divided into the following categories:

* B1: For foreign nationals who wish to work and receive remu-
neration in Israel on a temporary basis.

* B2: For foreign nationals who wish to visit Israel for any pur-
pose other than paid or unpaid work. This is the typical
tourist visa.



ISRAEL 481

* B3: For foreign nationals whose entry status is not clear. This
visa is of limited duration (one month) until the entry sta-
tus is clarified and the entry visa is reclassified. The duty
of reclassifying the entry status rests on the foreign national
granted the B3 visit visa.

* B4: For foreign nationals who wish to volunteer (work without
earnings) in Israel.

Citizens of the following countries are generally exempt from ob-
taining transit and class B2 visit visas.

Argentina France Monaco
Australia Germany Netherlands
Austria Gibraltar New Zealand
Bahamas Greece Norway
Barbados Guatemala Panama
Belgium Haiti Paraguay
Bolivia Hong Kong Philippines*
Brazil Hungary Portugal

Canada Iceland St. Kitts and Nevis
Central African Ireland San Marino
Republic Isle of Man Slovenia
Channel Islands Italy South Africa
Chile Jamaica Spain

Colombia Japan Suriname

Costa Rica Korea Swaziland
Cyprus Lesotho Sweden
Denmark Liechtenstein Switzerland
Dominican Republic Luxembourg Trinidad and Tobago
Ecuador Malawi United Kingdom
El Salvador Malta United States
Fiji Mauritius Uruguay
Finland Mexico

* It is recommended that nationals of the Philippines submit an application to the
Ministry of the Interior to obtain advance approval.

In general, all visit visas, with the exception of Bl and B3 class
visas, are valid for 90 days and are renewable for an additional two
years (the maximum total period is 27 months).

Other than an application form and payment of a small fee, no
specific documentation is needed to obtain a visit visa.

Application takes place at an Israeli consulate or at a special unit
of the Ministry of Industry and Trade.

Transit and visit visas may be applied for in groups. Both B1 and
B4 class visas may be applied for by the employer.

G. Work Permits

A foreign national may work in Israel only if he or she enters the
country with a permanent residence visa, a temporary residence
visa, or a B1 or B4 visit visa.

An applicant for a temporary residence visa for employment must
file the following items:

* Recommendation of the Ministry of Industry and Trade;

» Employee’s certificate of valid medical insurance;

* Employment contract;
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* An employer’s undertaking assuring the employee’s departure on
termination of the employment contract;

» The employee’s accurate personal data, including his or her pass-
port number;

* Proof of the employee’s social security registration;

* Letter of an Israeli employer, or other Israeli party, explaining
the reasons why the employee’s presence is needed; and

« Affidavit on a specified form concerning the above items.

A B1 visa may be granted on a case-by-case basis to self-employed
foreign nationals to work in an Israeli business. Detailed rules
apply to employers and employees regarding, among other things,
pre-arrival medical examinations, as well as housing and medical
care.

For a BI1 visa application, the registration fees payable to the
Ministry of the Interior amount to approximately US$1,100.

H. Residence Visas

Temporary residence visas are divided into the following categories:

* Al: For Jewish foreign nationals only who wish to obtain Israeli
citizenship. The A1 class visa is valid for three years.

» A2: For foreign nationals who wish to study in Israel.

* A3: For members of the clergy who are invited to Israel by a
religious institute. The institute must apply for the visa.

* A4: For the spouse or children (under 18 years of age) of an A2
or A3 class visa holder.

* AS: For foreign nationals wishing to stay in Israel for any rea-
son other than those listed above.

A permanent residence visa is granted for an unlimited duration
of stay. Applications are considered by the Ministry of the Interior
on a case-by-case basis. An application may be filed after several
years of temporary residence.

I. Family and Personal Considerations

Family Members. A B2 visa may be granted to the spouse and chil-
dren of a foreign national who receives a B1 visa. In these cases,
the duration of the B2 visa corresponds to that of the B1 visa.

Marital Property Regime. For spouses who were married on or

after 1 January 1974, whose place of residence at the time of their

marriage was in Israel, on the termination of a marriage through

divorce or death of a spouse, each spouse has a right to half of the

value of the couple’s assets except the following:

* Assets owned by either spouse before the marriage;

* Assets received by gift or inheritance during the marriage;

* A pension paid to one of the spouses by Israel’s National
Insurance;

* A pension or compensation payable to one of the spouses by
reason of bodily injury or death; and

* Assets for which the spouses agreed in writing that their value
would not be distributed.

In the event that one spouse passes away, the right to the balance
of the resources is transferred to the heirs of that spouse.

For income that a spouse derives from property owned before
marriage or from property inherited while married, a separate tax
calculation may be prepared. If the spouse has other separately
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calculated income, then the income from the separate property is
added to this separate tax calculation.

Drivers’ Permits. Foreign visitors who hold valid foreign or inter-
national drivers’ licenses may drive a car legally in Israel for up
to 12 months per visit to Israel. If a visit exceeds 12 months, the
visitor must pass a short vehicle control test and receive an Israeli
drivers’ license. Different rules apply to commercial vehicles.

ITALY

Country Code 39

MILAN AND ROME GMT +1

Studio Legale Tributario
Via della Chiusa, 2
20123 Milan

Italy

Studio Legale Tributario
Via Giambattista Vico 9
00196 Rome

Italy

Executive and Immigration Contact
Claudia Giambanco (02) 7221-2946
Fax: (02) 7221-2915
Rome: (06) 3609-6332
Rome Fax: (06) 3609-6363
E-mail: claudia.giambanco@it.ey.com

International High Net Worth Group Contact
Claudia Giambanco (02) 7221-2946
Fax: (02) 7221-2915
Rome: (06) 3609-6332
Rome Fax: (06) 3609-6363
E-mail: claudia.giambanco@it.ey.com

A. Income Tax

Who Is Liable. Tax residents of Italy are subject to tax on their
worldwide income. Individuals who are not tax resident in Italy
are subject to tax on their Italian-source income only.

An individual is considered resident for income tax purposes if,

for the greater part of the tax year, he or she satisfies any of the

following conditions:

* His or her habitual abode is in Italy;

* The center of his or her vital interests is located in Italy; or

* He or she is registered at the Office of Records of the Resident
Population in Italy.

Italian citizens who move their residence for tax purposes to
countries considered to be tax havens (“black list” countries) are
deemed to be tax resident in Italy in all cases, unless they provide
specific evidence of their nonresident status.

Income Subject to Tax. Taxable income for personal income tax
purposes consists of income from the following categories:

* Income from employment;

* Income from self-employment;
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* Business income;

* Income from real estate;

* Income from capital (primarily, dividends and interest); and
* Miscellaneous income, including capital gains.

Each category, including miscellaneous income, is defined by law.
If income falls under a category not specifically mentioned in the
law, further investigation is needed to determine the tax treatment.
Uncategorized income may not be automatically aggregated with
miscellaneous income.

For a table outlining the taxability of income items, see Appendix 1.

Employment Income. Employment income is income derived
from work performed for an employer. It includes any compensa-
tion, either in cash or in kind, received during a tax period in con-
nection with employment, including any payments received as
shares, as acts of generosity or as reimbursement for expenses
incurred in the production of the income. Benefits in kind are val-
ued for tax purposes at the “normal value,” as defined by the
Italian tax code. For certain benefits in kind, the Italian tax code
provides specific rules for determining the applicable tax
value. All compensation received in connection with employ-
ment is considered employment income, even if the compensation
is paid by a third party (for example, the legal employer’s parent
company).

Employment income also includes income known as “income
deriving from a collaboration” unless the activity is performed by
an individual who is registered for value-added tax (VAT) pur-
poses and income derived by directors, auditors and contractors.

An Ttalian employer, which qualifies as a withholding tax agent,
must withhold income taxes monthly from payments of gross
employment income, including benefits in kind. Employment
income is also subject to social security contributions (see
Section C). The same rules apply to the determination of the tax
base for income taxes and social security contributions.

The following items are not included in the taxable employment

income:

* Mandatory contributions paid by an employer and by an
employee for social security as provided by law;

* Contributions, up to a ceiling of €3,615.20, paid by an employ-
er or an employee to entities or funds for the sole purpose of
medical assistance in accordance with collective labor contracts
or company agreements and regulations;

» Rewards in connection with holidays given to all employees or
to categories of employees up to certain annual limits;

* Stock options and share purchase plans granted under certain
conditions;

* Business trip indemnity, up to a maximum of €46.48 for trips
within Italy and up to €77.47 for trips abroad if the employer
reimburses only the travel expenses; and

* Certain benefits in kind, including meals in factory cafeterias
and transportation services provided to a majority of employ-
ees, up to certain amounts and under specified conditions.

Nonresidents are subject to tax on income from employment
derived from services performed in Italy and pensions paid by the
state or by Italian residents.
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A special tax regime applies to employees who meet all of the

following conditions:

* The individual is resident for tax purposes in Italy;

 The employment activity is rendered wholly and continuously
outside Italy for more than 183 days in a 12-month period; and

* The employee’s assignment outside Italy is regulated by an
employment contract or by another written agreement signed
by the parties.

Under the tax regime mentioned in the preceding paragraph, an
individual is subject to tax in Italy on a notional remuneration, as
determined each year by the Italian Ministry of Finance.

Directors’ Fees. For tax purposes, directors’ fees are treated as
employment income, subject to progressive income tax rates and
withholding tax. This tax treatment does not apply if the services
are performed by a professional individual who is registered for
VAT purposes (see Self-Employment Income).

Nonresident directors are subject to a final withholding tax at a
rate of 30% on directors’ fees received.

Self-Employment Income. Self-employment income consists of
income from a profession, including accounting, law and med-
icine. As mentioned in Employment Income, income from a
collaboration is treated as employment income, unless the
activity is performed by an individual who is registered for VAT
purposes.

Residents are subject to tax on worldwide self-employment
income at the rates described in Rates; a 20% withholding tax
applies to income derived from Italian sources. Nonresidents are
subject to tax on income from self-employment derived from ser-
vices performed in Italy. Nonresidents are subject to a final with-
holding tax of 30% on self-employment income and need not file
a tax return.

For professionals, taxable self-employment income consists of
the difference between compensation received during a tax peri-
od and related expenses incurred during the same period, subject
to certain limits.

Professional income is subject to VAT and to regional tax (IRAP)
at a rate of 4.25% or 5.25% (see Business Income), and book-
keeping is required.

Real Estate Income. Income from nonrental real estate located in
Italy is based on the cadastral value and is taxed as ordinary
income (see Rates). Rental income derived from real property is
also taxed as ordinary income (see Rates). Italian tax residents
must report income from real estate located outside Italy in their
Italian tax return, unless otherwise provided in an applicable dou-
ble tax treaty.

Real est