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Preface

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

The content is straightforward. Chapter by chapter, from Afghanistan
to Zimbabwe, we summarize corporate tax systems in 161 juris-
dictions. The content is current on 1 January 2014, with excep-
tions noted.

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

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

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

At the back of the book, readers will find a list of the names and
symbols for all national currencies and a list of contacts for emerg-
ing markets.

For many years, the Worldwide Corporate Tax Guide was joined
by two companion guides on broad-based taxes: the Worldwide
Personal Tax Guide and the Worldwide VAT, GST and Sales Tax
Guide. In recent years, those three have been joined by five other
tax guides on more specialized topics: the International Estate
and Inheritance Tax Guide, the Transfer Pricing Global Reference
Guide, the Global Oil and Gas Tax Guide, the Worldwide R&D
Incentives Reference Guide and the Worldwide Cloud Computing
Tax Guide.

Each represents thousands of hours of tax research, making the
suite of all eight the most reliably comprehensive product of its
kind. And the entire suite is available free online along with
timely Global Tax Alerts and other great publications on ey.com
or in our EY Global Tax Guides app for tablets.

Please contact us if you need more copies of the Worldwide
Corporate Tax Guide. Keep up with the latest updates at ey.com/
GlobalTaxGuides, and find out more about the app at ey.com/
TaxGuidesApp.

EY
April 2014



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

About EY's Tax services

Your business will prosper as you build it on
strong foundations and grow it in a sustainable
way. At EY, we believe that managing your tax
obligations responsibly and proactively can
make a critical difference. Our global teams of
talented people bring you technical knowledge,
business experience and consistency, all built
on our unwavering commitment to quality ser-
vice — wherever you are and whatever tax
services you need.

We create highly networked teams who can
advise on planning, compliance and reporting
and help you maintain constructive tax author-
ity relationships — wherever you operate. Our
technical networks across the globe can work
with you to reduce inefficiencies, mitigate risk
and improve opportunity. Our 35,000 tax pro-
fessionals, in more than 140 countries, are com-
mitted to giving you the quality, consistency
and customization you need to support your tax
function.

© 2014 EYGM Limited.
All Rights Reserved.
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EY Global Tax contacts
London GMT
EY Global +44 (20) 7980-0000

Becket House

1 Lambeth Palace Road
London SE1 7EU
England

EY Global Tax

David Holtze
Global Vice Chairman — Tax

Srinivasa Rao
Global Deputy Vice Chair — Tax

Area Tax leaders

Americas
Kate J. Barton

Asia-Pacific
James D. Hunter

Europe, Middle East, India and Africa

Stephan Kuhn

Japan
Kenji Amino

Fax: +44 (20) 7980-0275 (Tax)

+44 (20) 7980-0019

Mobile: +44 7825-938-783
Fax: +44 (20) 7980-0275
Email: david.holtze@uk.ey.com

+44 (20) 7980-0936

Mobile: +44 7825-341-657

Fax: +44 (20) 7980-0275

Email: srinivasa.rao@uk.ey.com

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

Mobile: +1 (617) 230-1500
Efax: +1 (866) 854-9928
Email: kate.barton@ey.com

+852 2849-9338

Mobile: +852 6119-3360
Fax: +852 2157-6581

Email: jim.hunter@hk.ey.com

+41 (58) 286-44-26

Mobile: +41 (58) 289-44-26

Fax: +41 (58) 286-30-04

Email: stephan.kuhn@ch.ey.com

+81 (3) 3506-2164

Mobile: +81 (80) 1394-9144
Fax: +81 (3) 3506-2412
Email: kenji.amino@jp.ey.com

Global Tax sub-service line leaders

Business Tax Services

David H. Helmer
Global Director

Global Compliance & Reporting

Aidan O'Carroll
Global Director

+44 (20) 7980-0373

Mobile: +44 7768-470-754

Fax: +44 (20) 7980-0275

Email: david.helmer@uk.ey.com

+44 (20) 7980-0789

Mobile: +44 7768-911-551

Fax: +44 (20) 7980-0275

Email: aidan.o’carroll@uk.ey.com
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Human Capital

Dina A. Pyron
Global Director

Indirect Tax

Philip Robinson
Global Director

International Tax Services

Alex Postma
Global Director

Transaction Tax

David Sreter
Global Director

Senior Tax Partner
James J. Tobin

Global Tax functional leaders

Paul Antrobus
Global Tax — Talent Leader

Mike Brorman
Global Tax — Business
Development Leader

Jim Miller
Global Tax —
Chief Financial Officer

Meg Salzetta
Global Tax —
Brand, Marketing & Communications

Michael Wachtel
Global Tax Quality Leader

+44 (20) 7980-0679

Mobile: +44 7876-877-200
Fax: +44 (20) 7951-1345
Email: dina.pyron@uk.ey.com

Mobile: +41 (58) 289-31-97
Email: philip.robinson@uk.ey.com

+44 (20) 7980-0286

Mobile: +44 7827-842-941

Fax: +44 (20) 7980-0275
Email: alex.postma@uk.ey.com

+1 (212) 773-5848

Mobile: +1 (917) 363-0032
Fax: +1 (212) 773-6350
Email: david.sreter@ey.com

+1 (212) 773-6400

Mobile: +1 (917) 365-9466
Fax: +1 (866) 862-1314
Email: james.tobin@ey.com

+420 225-335-811

Mobile: +420 731-627-015

Fax: +420 225-335-222

Email: paul.antrobus@cz.ey.com

+44 (20) 7951-2700

Mobile: +44 7748-920-092
Fax: +44 (20) 7980-0275
Email: mbrorman@uk.ey.com

+44 (20) 7980-0102

Mobile: +44 7768-818-456
Fax: +44 (20) 7980-0275
Email: jim.miller@uk.ey.com

+1 (312) 879-3683

Mobile: +1 (773) 817-9012
Efax: +1 (866) 288-3221
Email: meg.salzetta@ey.com

+61 (3) 8650-7619

Mobile: +61 408-994-646

Fax: +61 (3) 8650-7777

Email: michael.wachtel@au.ey.com

Editor — Worldwide Corporate Tax Guide

Ronald Anes

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



EY's Global Tax Desk network

EY’s Global Tax Desk network has 30 years of significant investment in
building an extensive network. It consists of a highly integrated team of
more than 200 professionals spanning approximately 45 countries. The
desks see that there is home-country tax experience integrated within
other jurisdictions and provide services across several of our tax disciplines
from hubs in the United States, Brazil, Europe, and Asia-Pacific and China.
The Global Tax Desk network offers clients a tremendous resource —
accessible, timely and integrated tax-planning advice on cross-border
investments, providing them worldwide with a forum for information and
idea exchange as well as offering cross-disciplinary tax workshops for
multinationals. Our Global Tax Desk network can be contacted at the
numbers listed below.

Head of Global Tax Desk network
Gerrit Groen (resident in New York) +1 (212) 773-8627

Head of Global Tax Desk network, Americas
Gerrit Groen (resident in New York) +1 (212) 773-8627

Head of Global Tax Desk network, Europe, Middle East, India

and Africa (EMEIA)
Shaun Lucey (resident in London) +44 (20) 7951-2567

Head of Global Tax Desk network, Asia-Pacific (APAC)

and Japan
Jonathan Stuart-Smith (resident in Singapore) +65 6309-6022

Australia

Sydney

Korea desk

Ki Seok Yang +61 (2) 9248-5478

Belgium
Brussels

Nordic desk
Timo Kanervo +32 (2) 774-93-93

Canada
Calgary

United States desk
Ryan Coupland +1 (403) 206-5405

Montreal

United States desk

Richard E. Felske
Denis Rousseau

Toronto

United States desk
George B. Guedikian
Asif Rajwani

Emad Zabaneh

+1 (514) 874-4428
+1 (514) 879-8058

+1 (416) 943-3878
+1 (416) 943-2626
+1 (416) 943-2221
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Vancouver

United States desk
Nelson Brooks

China

Beijing

Africa desk

Rendani Neluvhalani

Europe desk
Yee Man Tang

Japan desk
Manabu Takahama (Transfer Pricing)

Korea (South) desk
Hong Rae Jang

Russian Federation desk
Olga Sivolobchik

Shanghai

European VAT/Customs desk
Robert Smith

Germany desk
Joachim Giinther
Titus von dem Bongart

Europe desk
Bas Leenders

United States desk
David Allgaier
Lilian Liu

France

Paris

EMEIA Africa desk
Thibaud Boucharlat

Iris Francis

Meriem Hadj-Hammou
Deana Jouany-d’Almeida
United States desk
Diane Juzaitis

Germany
Duesseldorf
China desk
Linda Park
Wenjia Zhu

Japan desk
Kenji Umeda

Frankfurt

Japan desk
Jorg Neumeister
Zonne Takahashi

United States desk
Dmitri Bordeville
Lee-Bryan Serota

+1 (604) 891-8374

+86 (10) 5815-2831

+86 (10) 5815-3765

+86 (10) 5815-2834

+86 (10) 5815-3625

+86 (10) 5815-4346

+86 (21) 2228-2328

+86 (21) 2228-6824
+86 (21) 2228-2884

+86 (21) 2228-4782

+86 (21) 2228-3136
+86 (21) 2228-5395

+33 (1) 55-61-15-35
+33 (1) 55-61-10-18
+33 (1) 55-61-14-26
+33 (1) 55-61-12-05

+33 (1) 55-61-10-43

+49 (211) 9352-13959
+49 (211) 9352-20386

+49 (211) 9352-13461

+49 (6196) 996-21343
+49 (6196) 996-27437

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

United States desk
Tom Day

Scott Hes

Franzi Jendrian
Klaus Metz

Hong Kong SAR

France desk
Carine Sabot

Luxembourg desk
Domitille Franchon

United States desk

Alice Chan-Loeb

Joe Kledis

Peggy Lok

John MacArthur (Financial Services)
Dave Macklin

Michelle Yan (Financial Services)

Israel
Tel-Aviv

United States desk
Elad Brauner

Amir Chenchinski
Tal Levy

Itai Ran

Italy
Milan

Germany desk
Georg Augustin

Japan desk
Takahiro Kitte

Netherlands desk
Gérard Prinsen

Japan
Tokyo

Brazil desk
Audrei Okada

China desk
Cui Hong
Edward Shi

Germany desk
Gerald Lies
Hans-Peter Musahl

United Kingdom desk
Sachika Yamawaki

United States desk
Kevin Atkins
Hiroshi Uehara

+49 (89) 14331-16549
+49 (89) 14331-20418
+49 (89) 14331-19414
+49 (89) 14331-16976

+852 2629-9510

+852 2846-9957

+852 2629-3882
+852 2846-9808
+852 2629-3866
+852 2629-3808
+852 2846-9920
+852 2629-3843

+972 (3) 623-2525
+972 (3) 623-2525
+972 (3) 568-7151
+972 (3) 623-2525

+39 (02) 851-4433
+39 (02) 8066-9230

+39 (02) 851-4225

+81 (3) 3506-2411

+81 (3) 3506-2245
+81 (3) 3506-2071

+81 (3) 3506-2238
+81 (3) 3506-2087

+81 (3) 3506-2411

+81 (3) 3506-3893
+81 (3) 3506-1281
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Mexico
Mexico City

United States desk
Jorge Castellon (Transfer Pricing)

Singapore

Head of Global Tax Desk network, APAC and Japan

Jonathan Stuart-Smith

Australia desk
David Scott

India desk
Gagan Malik

Japan desk
Kenji Shimada
Jonathan Stuart-Smith

United Kingdom desk
Daniel Dickinson

United Arab Emirates
Dubai

Middle East/lraq desk
Chris Lord

United Kingdom
London

Head of Global Tax Desk network, EMEIA

Shaun Lucey

Africa desk
Leon Steenkamp

Brazil desk
Thiago Braichi de Carvalho
Felipe Fortes

China desk
Julie Hao

Hui Ming Zhang
Shan Zhou

Germany desk
Peter Zimmermann

Hungary and Luxembourg desk
Gergely Szatmari (until 30 June 2014)

India desk
Nachiket Deo

Ireland desk
Rory Maclver

Netherlands desk
Jelger Buitelaar
Erik Gerritsen

Nordic desk
Timo Kanervo

Singapore desk
Jasmine Chu

Sweden desk
Rikard Strém

+52 (55) 5283-8671

+65 6309-6022

+65 6309-8788

+65 6309-8524

+65 6309-8864
+65 6309-6022

+65 6309-6373

+971 (4) 312-9459

+44 (20) 7951-2567

+44 (20) 7951-1976

+44 (20) 7806-9357
+44 (20) 7806-9054

+44 (20) 7951-6195
+44 (20) 7980-9562
+44 (20) 7951-6896

+44 (20) 7951-4034

+44 (20) 7783-0582

+44 (20) 7783-0862

+353 (1) 221-1609

+44 (20) 7951-5648
+44 (20) 7951-7632

+44 (20) 7951-6850

+44 (20) 7951-2850

+46 (8) 520-592-08
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United States desk

Rebecca Attwell

Matt Caraco (Financial Services)

Meghan Cerretani (Financial Services)

Rebecca DiGangi (Quantitative Services)

Katherine Eldred (Financial Services)

Daniel Farrell (Financial Services)

David Gill (until 30 June 2014)

Katrina Haagensen

Zachary Henderson

Linda Henry (Financial Services)

Leif Jorgensen

Jason Kim (Tax Accounting and Risk Advisory Services)

Juan Pablo Martinez (Tax Accounting and
Risk Advisory Services)

Salli McElligott

Trey Olson

Manish Patel (until 30 June 2014)

Jillian Symes

Cliff Tegel, Head of US Desk

Alexander Townsend (State and Local Tax)

Daniel Trainor

United States
New York

Head of Global Tax Desk network and
Head of Global Tax Desk network, Americas
Gerrit Groen

Africa desk
Mzukisi Ndzipo
Dele Olaogun

Australia desk
Michael Anderson
Yvonne Martins
Matthew McCormack

Belgium desk
Bart Desmet

Canada desk
Brony Fong
Andrea Lepitzki
Terry McDowell

Czech Republic desk
Vladimir Sopkuliak
Petra Valentova

France desk

Daniel Brandstaetter
Pierre-Eric Coquard
Frederic Vallat

Germany desk
Christine Diller
Thomas Eckhardt
Simone Guter
Jorg Menger

Hungary desk
Miklos Santa
Zalan Szekely
Gabor Toth

+44 (20) 7951-2000
+44 (20) 7783-0675
+44 (20) 7951-4873
+44 (20) 7806-9437
+44 (20) 7951-2069
+44 (20) 7760-9324
+44 (20) 7951-4180
+44 (20) 7951-5104
+44 (20) 7806-9404
+44 (20) 7951-8618
+44 (20) 7951-1445
+44 (20) 7951-7146
+44 (20) 7951-3661

+44 (20) 7951-3795
+44 (20) 7783-0819
+44 (20) 7951-8020
+44 (20) 7951-7863
+44 (20) 7951-2000
+44 (20) 7951-2000
+44 (20) 7806-9268

+1 (212) 773-8627

+1(212) 773-9917
+1 (212) 773-2546

+1 (212) 773-5280
+1 (212) 773-1293
+1 (212) 773-3000

+1 (212) 773-3068

+1 (212) 773-2417
+1 (212) 773-5415
+1 (212) 773-6332

+1 (212) 773-4144
+1 (212) 773-4924

+1 (212) 773-9164
+1 (212) 773-3065
+1 (212) 773-5889

+1 (212) 773-1004
+1 (212) 773-8265
+1 (212) 773-7043
+1 (212) 773-5250

+1 (212) 773-1395
+1 (212) 773-6078
+1 (212) 773-1763
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Ireland desk
Mark Connor
Karl Doyle

Israel desk
Ram Gargir

Italy desk
Michele Mirabella
Emiliano Zanotti

Luxembourg desk
Sebastian Klein
Sabriye llkay

Jurjan Wouda Kuipers

Netherlands desk
Job Grondhout

Rik Jansen

Maaike Muit

Dirk Stalenhoef
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+1 (212) 773-5552
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Pablo Wejcman, Argentina

+1 (212) 773-5936
+1 (212) 773-2539
+1 (212) 773-6064
+1 (212) 773-0127
+1 (212) 773-9190
+1 (212) 773-1594
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+1 (312) 879-5283

+1 (312) 879-5508
+1 (312) 879-2338

+1 (312) 879-2935
+1 (312) 879-3920
+1 (312) 879-2077
+1 (312) 879-3569
+1 (312) 879-4602
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+1 (312) 879-3370
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Enrique Gonzalez Cruz, Mexico +1 (713) 750-8107
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Risk Advisory Services Leader

Jesus Castilla, International Tax-US Inbound Initiative +1 (305) 415-1416
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Terri Grosselin +1 (305) 415-1344

Oscar Mondragon, Latin America Tax Accounting +1 (305) 415-1484
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Naara Ramirez Del Valle +1 (305) 415-1322

Edwin Solano Leiva, Mexico +1 (305) 415-1526

San Diego — Latin American Business Center — Global Tax Desk network

Abelardo Acosta, Mexico

Ernesto Ocampo
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San Jose

Luxembourg desk
Xavier Picha

Netherlands desk
Frank van Hulsen

San Jose — Indirect Tax — US VAT Practice

Corin Hobbs

+1 (858) 535-4469
+1 (858) 535-7383

+1 (415) 894-8247
+1 (415) 894-8732
+1 (415) 894-4926

+1 (408) 918-5880

+1 (408) 947-6503

+1 (408) 947-6808

San Jose — Asia-Pacific Business Group — Global Tax Desk network

Neeraj Khubchandani, India

Diana Wu, China

+1 (408) 947-5600
+1 (408) 947-6873

Washington, DC — Global Transfer Pricing Controversy Practice

Monique van Herksen

+1 (202) 327-6276



11

Afghanistan
ey.com/GlobalTaxGuides
ey.com/TaxGuidesApp
Kabul GMT +4%
EY +93 (75) 205-5025
House 10-11, Street 2
Shirpoor Road
Kabul
Afghanistan
Principal Tax Contact and Business Tax Services Leader
Nasim Hyder +92 (21) 3565-0007
(resident in Karachi, Pakistan) Mobile: +92 300-824-2909
Email: nasim.hyder@pk.ey.com
Business Tax Advisory
Salman Haq +92 (21) 3565-0007
(resident in Karachi, Pakistan) Email: salman.hag@pk.ey.com
Transaction Tax
Nasim Hyder +92 (21) 3565-0007
(resident in Karachi, Pakistan) Mobile: +92 300-824-2909
Email: nasim.hyder@pk.ey.com
Salman Haq +92 (21) 3565-0007
(resident in Karachi, Pakistan) Email: salman.haq@pk.ey.com
A. At a glance
Corporate Income Tax Rate (%) 20
Capital Gains Tax Rate (%) 20
Business Receipts Tax Rate (%) 2/5/10 (a)
Withholding Tax (%) (b)
Dividends 20 (b)
Interest 20 (b)
Royalties from Patents, Know-how, etc. 20 (b)
Commissions 20 (b)
Net Operating Losses (Years)
Carryback 0
Carryforward 3 (c)

(a) This tax is imposed on total gross revenue before deductions. It is a deduct-
ible expense in computing taxable income.

(b) This withholding tax is considered a final settlement of the tax liability.

(c) Losses can be generally carried forward in equal proportions to each of the
following three years. Unrestricted loss carryforwards are allowed for speci-

fied companies.

B. Taxes on corporate income and gains

Corporate income tax. Companies that are resident in Afghanistan
are subject to tax on their worldwide income. Tax is levied on the
total amount of income earned during the tax period.

Tax rates. The corporate income tax rate is 20%.

Certain types of income are subject to final withholding taxes. For
information regarding these taxes, see Withholding taxes.

Business receipts tax. Business receipts tax (BRT) is imposed on
total gross revenue before deductions. BRT is a deductible expense
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in computing taxable income for the same tax year. It is imposed
at rates of 2%, 5% or 10% of the gross receipts, depending on the
nature of the business and/or category of the receipt.

In addition, importers of goods are subject to BRT at a rate of 2%
at the time of import. The Customs Office collects the BRT. This
tax is treated as an advance payment against the BRT paid by the
importer based on its receipts from the sale of goods.

The BRT return must be filed and BRT must be paid on a quar-
terly basis within 15 days after the end of the quarter.

BRT does not apply to the following categories of income:

* Interest income

* Fees earned from banking transactions

* Proceeds of futures contracts whether settled in cash or other-
wise

* Insurance or reinsurance premiums

* Distributions received by shareholders with respect to their inter-
ests in the company

* Exports of goods and services

* Salaries, dividends, royalties and other payments that are sub-
ject to withholding tax

* Income received from the rent or lease of residential property
to a natural person if the tenant uses the property for residential
purposes for more than six months of the tax year

* Income of persons not having a business license that are taxed
at fixed rates (see Fixed tax scheme)

Fixed tax scheme. For certain categories of income and persons,
the Afghanistan Income Tax Law (AITL) provides for a fixed tax
scheme under which taxpayers are required to pay a fixed tax dur-
ing the year instead of income tax and BRT. The fixed tax applies
to income received by importers and contractors that do not hold
a business license in Afghanistan for the supply of goods, ser-
vices transporters, entertainers and natural persons deriving busi-
ness income below certain limits. The amount of the tax varies,
depending on the category of income and the person deriving the
income.

Tax incentives. Some of the significant tax incentives available in
Afghanistan are described in the following paragraphs.

Income derived from the operation of aircraft under the flag of a
foreign country and income derived by the aircraft’s staff is
exempt from tax if the foreign country grants a similar exemption
to aircraft under the flag of Afghanistan and the aircraft’s staff.

Organizations that are established under the laws of Afghanistan
and operating exclusively for educational, cultural, literary, sci-
entific or charitable purposes are exempt from income tax.

Income derived from agricultural or livestock production is not
subject to income tax.

Scholarships, fellowships or grants for professional and technical
training are exempt from income tax.

The above incentives are subject to a private ruling obtained from
the Ministry of Finance (MoF) of the Government of Afghanistan.
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Capital gains. Gains arising from the sale, exchange or transfer of
capital assets, including depreciable assets, shares of stock and
trades or businesses are included in taxable income. However,
gains derived from the sale or transfer of movable or immovable
property acquired by inheritance is not included in taxable
income.

Legal persons transferring movable or immovable property must
pay a 1% tax on the amount received or receivable with respect to
the transfer of ownership of such property. The tax paid may be
used as a credit against tax payable when the tax return is filed.

Losses incurred on the sale or exchange of capital assets used in
a trade or business are deductible from the taxable income in the
tax year of the sale or exchange if the gain from such sale or
exchange would have been taxable.

Losses incurred on the sale or exchange of shares of stock may
be offset only against gains from the sale or exchange of shares
of stock in the same year. If the gains exceed the losses from such
transactions, the excess is taxable. However, if the losses exceed
the gains, the excess is not deductible.

Administration

Filing requirements. Afghanistan follows the solar year as its tax
year (that is, 21 December through the following 20 December).
If a legal person wishes to use a 12-month period other than the
solar period as its tax year, it may apply to the MoF in writing and
provide the reasons for the change. The MoF may grant such
application if it is justifiable.

The income tax return, together with the balance sheet, must be
filed by 20 June following the calendar year-end.

Withholding taxes. Withholding tax is an interim tax payment
that may or may not be the final tax liability. Amounts withheld
that are not final taxes are credited against the eventual tax liabil-
ity of the taxpayer for the relevant year.

The following are the rates of significant withholding taxes under
the Afghanistan income tax law.

Type of payment Rate (%)

Rent for immovable property used for
commercial, industrial and other

economic purposes 10/15 (a)
Salaries and wages 2/10/20 (b)
Payments for imports by importers that

have a business license 4 (c)

Payments to persons that have a business
license for the providing of goods,
material, construction and services
under contracts to government
agencies, municipalities, state entities,

private entities and other persons 2

Dividends 20 (d)
Interest 20 (d)
Royalties 20 (d)
Prizes 20 (b)

Rewards 20 (d)
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(a) The rate depends on the monthly rent.

(b) The rate depends on the monthly salary.

(c) The tax is calculated based on the cost of the imported goods including
customs duty and is collected by the customs office where the custom duty
is paid. Half of the tax (that is, 2% of the value of imports) may be offset
against the BRT payable by the importer while the balance is treated as a tax
credit against the tax liability for the year. See the discussion of the BRT in
Section B.

(d) This is a final withholding tax.

Interest and penalties. A legal person that fails to file a tax return
by the due date without reasonable cause may be subjected to
additional income tax of AFN500 per day.

In addition, if a person fails to pay the tax by the due date, penal-
ties amounting to 0.1% of the tax per day may be imposed. If no
tax is paid, an additional tax of 10% may be imposed in addition
to the 0.1% penalty.

A person that is determined to have evaded income tax may be

required to pay the income tax due and the following additional

tax:

« In the first instance, additional tax of double the evaded tax

« In the second instance, additional tax of double the evaded tax
and termination of the person’s business activity by order of the
court

A person that fails to withhold tax from payments without rea-
sonable cause may also be subject to additional tax of 10%.

Dividends. A company paying a dividend must withhold tax at a
rate of 20% of the gross amount. Dividends are regarded as Afghan-
source if they are received from resident companies operating in
Afghanistan.

If a branch in Afghanistan of a nonresident person pays or incurs
an amount to the head office or any person connected to the non-
resident person, that amount is also treated as a dividend.

Dividends paid in cash, from which tax has been deducted at
source, are allowed as deductions for the payers of the dividends.
However, such deductions are not allowed to branch offices in
Afghanistan making payments of dividends to their head offices
and other affiliates.

Dividends paid in the form of securities for shares or loans of a
similar nature are not deductible from the income of corporations
or limited liability companies.

Foreign tax credit. If a resident person derives income from more
than one foreign country, proportionate foreign tax credit is allow-
ed against income from each country.

C. Determination of taxable income

General. The determination of taxable income is generally based
on the company’s financial statements, subject to certain adjust-
ments.

Business expenses incurred during a tax year or in one of the
preceding three tax years are deductible for purposes of calculat-
ing taxable income.

Inventories. Inventory for a tax year is valued at the lower of cost
or market value of the inventory on hand at the end of the year.
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All taxpayers engaged in manufacturing, trading, or other busi-
nesses must value inventories in accordance with the method
prescribed by the MoF.

Tax depreciation. Depreciation of movable and immovable prop-
erty (except agricultural land) used in a trade or business or held
for the production of income is allowed as an expense. The total
depreciation deductions for property may not exceed the cost of
the property to the taxpayer.

A person is not entitled to claim depreciation for that part of the
cost of an asset that corresponds to a payment for which the per-
son failed to withhold tax.

Enterprises registered under the Law on Domestic and Foreign
Private Investment in Afghanistan are entitled to a deduction for
the depreciation of buildings and other depreciable assets over
the following time periods:

* Buildings: four years

* Other depreciable assets: two years

Depreciation is calculated using the straight-line method, in equal
proportions. However, if a depreciable asset is held by the enter-
prise for less than half of the year, depreciation is calculated and
deducted for half of the year. If a depreciable asset is held for
more than half of the year, depreciation is calculated and allowed
for one year.

Net operating losses incurred by a taxpayer on account of depre-
ciation may be carried forward by the enterprise until such loss is
fully offset. However, to claim such offset, the enterprise must be
an approved enterprise under the AITL.

Depreciation and expenditure that relate to a period covered by a
tax exemption or to a period before an enterprise becomes an
approved enterprise for the first time may not be included in the
calculation of a net operating loss.

Relief for losses. A corporation or limited liability company that
incurs a net operating loss in a tax year may deduct the loss from
its taxable income of the following three years in equal propor-
tions.

Net operating losses incurred by approved enterprises as a result
of depreciation may be carried forward until they are fully offset.

D. Other significant taxes

Afghanistan does not impose value-added tax or goods and ser-
vices tax. Customs duties apply to the import of goods.

E. Miscellaneous matters

Foreign-exchange controls. In general, remittances in foreign cur-
rency are regulated and are required to be converted to afghanis
(AFN) at the established rate of the Da Afghanistan Bank. In
certain cases in which the Da Afghanistan Bank does not trade
for a particular currency, the currency is first converted into US
dollars and then into afghanis.

Anti-avoidance rules. All transactions between connected persons
are expected to be carried out at an arm’s length. If transactions
are not conducted on an arm’s-length basis, the tax authorities
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may determine the arm’s-length standard under prescribed meth-
odologies. These methods are similar to the methods as available
under the commentary to the Organisation for Economic Co-
operation and Development (OECD) model convention.

If a person enters into any transaction or arrangement with the
intent to cause reduction of liability to pay tax, the MoF may
disregard such transaction or arrangement and assess all persons
affected by the transaction or arrangement as if the disregarded
transaction or arrangement had not taken place.

F. Bilateral agreements

A bilateral agreement between Afghanistan and the United States
exists in the form of Diplomatic Notes exchanged between the
countries. Under the Diplomatic Notes, tax exemption is provided
to the US government and its military, contractors and personnel
engaged in activities with respect to the cooperative efforts in
response to terrorism, humanitarian and civic assistance, military
training and exercises, and other activities that the US govern-
ment and its military may undertake in Afghanistan.

Military and technical agreements have also been entered into
with International Security Assistance Forces (ISAF), which allow
similar exemptions.

Exemptions available under these agreements are subject to pri-
vate rulings obtained from the MoF. In addition, the agreements
generally do not provide exemptions from the obligation to with-
hold tax from all payments to employees, vendors, suppliers, ser-
vice providers, lessors of premises and other persons, as required
under the local tax laws.
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Albania
ey.com/GlobalTaxGuides
ey.com/TaxGuidesApp
Tirana GMT +1
EY +355 (4) 241-9571
Dibra Str. Observator Building Fax: +355 (4) 241-9570
7th Floor
Tirana
Albania

Principal Tax Contact

* Dr. Alexandros Karakitis +30 (210) 288-6245
(resident in Athens) Mobile: +30 (697) 277-7798
Email: alexandros.karakitis@gr.ey.com

A. At a glance

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

10

10

10
10

B. Taxes on corporate income and gains

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

from Albanian sources.

Rates of corporate tax. The corporate income tax rate is 10%.
Under the new fiscal package expected to be introduced in 2014,
the corporate income tax rate will increase to 15%.
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Capital gains and losses. Capital gains derived from the disposal
of assets, including shares, are subject to tax at the standard rate
of 10%. Capital losses are deductible for tax purposes.

The law is not clear regarding the taxation of capital gains derived
by a foreign company from the sale of domestic shares. However,
the tax administration guidelines provide that such gains are
subject to tax. They also provide that if the buyer is a domestic
entity, it must withhold and pay the tax calculated on the net basis
(sales price minus acquisition costs). If the buyer is a foreign
entity, the relevant tax liability must be settled by the seller.

Administration. The tax year is the calendar year.

Effective from 1 January 2013, taxpayers make advance payments
of corporate income tax on a quarterly basis. The payments must
be made by 30 March for January through March, by 30 June for
April through June, by 30 September for July through September
and by 30 December for October through December. However,
taxpayers may opt to make monthly advance payments of corpo-
rate income tax by the 15th day of each month. Newly established
companies involved in production activities are not required to
make quarterly advance payments for either a period of six months
or the period until the end of the fiscal year, whichever is shorter.

The monthly advance payments for January through April are cal-
culated based on the taxable income of the tax year before the pre-
ceding tax year. The monthly advance payments for May through
December are calculated based on the taxable income of the
preceding tax year. The tax rate for the calculation of the advance
payment is 10%. If the company demonstrates to the tax authori-
ties that the taxable income in the current year will be substan-
tially lower than the taxable income of the reference period, the
tax authorities may decide to decrease the advance payments. If
the tax authorities approve the taxpayer’s request for the reduction
of the monthly corporate advance payments and at year end the
corporate tax liability exceeds the amount of advance payments
by more than 10%, default interest is applied to the difference. If
the tax authorities determine that the taxable income of the current
year will be increased by more than 10% compared with the tax-
able income realized in the reference period, they may decide to
increase the advance payments. Companies that generated losses
in the reference years make monthly advance payments based on
their taxable profit projections for the current year.

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

Companies not complying with the filing and payment deadlines
described above are subject to interest and penalties. Late tax pay-
ments are subject to interest at a rate of 120% of the interbanking
interest rate, published by Bank of Albania. The interest is not
deductible for corporate income tax purposes. Late tax payments
and inaccurate tax return filings are charged with a penalty of 5%
of the unpaid liability for each month of delay, capped at 25%. In
addition, a penalty of ALL10,000 can be assessed if the tax return
is not filed by the due date. If the unreported tax liability results
from tax evasion, the penalty is 100% of the unpaid liability.
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Dividends. Dividends paid by Albanian companies to resident and
nonresident individuals and to foreign entities are subject to
withholding tax at a rate of 10% unless the rate is reduced under
an applicable double tax treaty (see Section F). Dividends receiv-
ed by Albanian companies are exempt from tax.

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

C. Determination of trading income

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

All necessary and reasonable expenses incurred for the business

activity that are properly documented are deductible, except for

the following:

* In-kind compensation

* Voluntary pension contribution payments (excluding the statu-
torily required social security contributions in Albania)

» Wages and salaries that are not paid through the banking system

» Write-off of debts if all legal means for their collection have
been exhausted

» Payments of cross-border technical services and consultancy
and management fees if the corresponding 10% withholding
tax has not been paid or if, in case of treaty protection, the tax
treaty relief has not been obtained from the Albanian tax
authorities in the tax year in which the relevant services are
rendered

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

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

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

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

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

* Per diems are deductible up to ALL3,000 per day for traveling
inside Albania and up to EUR60 per day for traveling abroad.

* Interest is deductible only to the extent that the rate does not
exceed the average interest rate published by Bank of Albania
and that the amount of the debt does not exceed four times the
equity. Such limitation does not apply to banks, insurance com-
panies and leasing companies.

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

» The deductibility of expenses paid in cash is limited to
ALL300,000. Under the new fiscal package expected to be in-
troduced in 2014, the threshold will be decreased to ALL150,000.
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Inventories. The inventory valuation rules stipulated in the
accounting law also apply for tax purposes. Inventory is valued
at historical cost, which is determined by using the weighted-
average, first-in, first-out (FIFO) or other specified methods. The
method must be applied consistently. Changes in the method must
be reflected in the books of the company.

Provisions. Companies may not deduct provisions, except for
certain levels of provisions and special reserves specified by
regulations regarding insurance companies and financial-service
companies.

Tax depreciation. Buildings are depreciated separately for tax
purposes using the declining-balance method at a rate of 5%.
Intangible assets are depreciated using the straight-line method at
a rate of 15%.

Other assets are depreciated in groups, using the declining-balance
method. The applicable rates are 25% for computers, information
systems and software, and 20% for all other fixed assets.

Relief for losses. Losses may be carried forward for three con-
secutive years. However, if a change of 50% in the entity’s owner-
ship occurs, the remaining losses are forfeited. Loss carrybacks
are not allowed.

Groups of companies. Each company forming part of a group
must file a separate return. The law does not provide for consoli-
dated tax returns or other group relief.

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

Nature of tax Rate

Value-added tax; exempt supplies include
leases of land, supplies of buildings,
financial services and international
supplies of services

Standard rate 20%
Supplies of medicine and medical
care services 10%

Exports of goods and supplies of
services relating to international

transportation 0%
Real estate property tax

Buildings ALLS to ALL200

per square meter

Agricultural land ALL700 to ALL5,600

per hectare
Real estate transfer tax

Buildings ALL100 to ALL2,000
per square meter

Other 2% of acquisition
value

Social security contributions, on

monthly salary up to ALL95,130;

paid by
Employer 16.7%
Employee 11.2%
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Nature of tax Rate
Excise duties imposed on specified goods

(tobacco products, coffee, alcoholic

beverages, petrol, diesel, fuel, kerosene

and lubricants); the tax is calculated as

a specific amount per unit Various
Consumption tax for petrol gasoil and coal ALL7 per liter

E. Miscellaneous matters

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

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

Transfer pricing. Albanian income tax law contains transfer-pric-
ing rules. Under these rules, the tax authorities may adjust the
prices applied in transactions with related parties if they consider
the prices not to be in line with the arm’s-length standard. No
documentation requirements are imposed under the current law.
It is possible to apply for advance pricing agreements with the tax
authorities.

New transfer pricing legislation, which will be aimed at providing
a more comprehensive regulatory framework on transfer pricing,
is expected to be enacted in 2014. The new legislation will intro-
duce documentation requirements that generally follow the mas-
ter file approach.

Debt-to-equity rules. Albanian tax law includes thin-capitalization
rules with respect to the deduction of interest on loans, which
apply if the debt-to-equity ratio exceeds 4:1. The ratio applies to
all debts owed to related and unrelated parties as well as to loans
obtained from financial institutions. However, the limitation does
not apply to banks and insurance and leasing companies.

F. Treaty withholding tax rates

The rates of withholding tax in Albania’s tax treaties are described
in the following table.
Dividends Interest Royalties
% % %

Austria 5/10 (a) 5 (b) 5
Belgium 5/10 (a) 5 5
Bosnia-Herzegovina 5/10 (a) 10 10
Bulgaria 5/10 (a) 10 10
China 10 10 10
Croatia 10 10 10
Czech Republic 5/10 (a) 5 10
Egypt 10 10 10
France 5/10 (a) 10 5

Germany 5/10 (a) 5 (b) 5
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Dividends Interest  Royalties
0, 0,

% % %
Greece 5 5 5
Hungary 5/10 (a) 0 5
Ireland 5/10 (a) 7 (b) 7
Italy 10 5 (b) 5
Korea (South) 5/10 (a) 10 (b) 10
Kosovo 10 10 10
Kuwait 05/10 (g) 10 10
Latvia 5/10 (a) 5/10 (b) 5
Macedonia 10 10 10
Malaysia 5/10 (a) 10 10
Malta 5/10 (a) 5 5
Moldova 5/10 (a) 5 10
Montenegro 5/10 (a) 10 10
Netherlands 0/5/10 (c) 5/10 (d) 10
Norway 5/10 (a) 10 10
Poland 5/10 (a) 10 5
Romania 10 10 (b) 15
Russian Federation 10 10 10
Serbia 5/10 (a) 10 10
Singapore 5 5(b) 5
Slovenia 5/10 (a) 7 (b) 7
Spain 0/5/10 (e) 6 (b) 10
Sweden 5/10 (a) 5 5
Switzerland 5/10 (a) 5 5
Turkey 5/10 (a) 10 (b) 10
Non-treaty countries 10 10 10
(a) The lower rate applies if the beneficial owner of the dividends is a company

(b)
(©

(d)
(©)

(9]

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

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

The 0% rate applies if the beneficial owner of the dividends is a company that
holds at least 50% of the payer and that has invested at least USD250,000 in
the capital of the payer. The 5% rate applies if the beneficial owner of the
dividends is a company that holds at least 25% of the payer. The 10% rate
applies to other dividends.

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

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

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

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

Albania has signed tax treaties with Estonia, India, Luxembourg,
Qatar and the United Kingdom, but these treaties have not yet
entered into force.
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A. At a glance
Corporate Income Tax Rate (%) 19/25 (a)
Capital Gains Tax Rate (%) 15/20 (b)
Branch Tax Rate (%) 19/25 (a)
Withholding Tax (%)
Dividends 10/15 (b)
Interest 10
Royalties from Patents, Know-How, etc. 24
Foreign Services 24
Fees for Technical Assistance and other
Remuneration for Services 24
Branch Remittance Tax 15 (c)
Net Operating Losses (Years)
Carryback 0
Carryforward 4

(a) The corporate income tax rate is 25% for trade and service activities. A
reduced rate of 19% applies to production of goods, construction and public
works.

(b) The higher rate applies to payments to nonresident individuals or companies.

(c) The branch remittance tax is levied on Algerian permanent establishment net
profits after deduction of corporate income tax.

B. Taxes on corporate income and gains

Corporate income tax. The following companies are subject to

corporate income tax:

* Resident companies (those incorporated in Algeria)

» Nonresident companies that have a permanent establishment in
Algeria

In general, corporate income tax (Impdt sur le Bénéfice des

Sociétés, or IBS) is levied on income realized in Algeria, which

includes the following:

* Income derived from trading activities carried out by companies

* Income of representative agents of companies

* Income of companies that do not have an establishment or a
representative agent but realize a complete cycle of commercial
activities
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Tax rates. The standard corporate income tax rate is 25% for trade
and service activities. A reduced rate of 19% applies to produc-
tion of goods, construction and public works.

Tax incentives. Ordinance No. 01-03, dated 20 August 2001, relat-
ing to the development of investment, as amended, provides for
investment regimes applicable to national and foreign investments
made in the production of goods and services, and investments
made within the framework of the granting of a license and/or a
concession.

For purposes of the above ordinance, investments include the fol-

lowing:

* Acquisition of assets included in the creation of new activities,
capacity of production extension, rehabilitation and restructur-
ing

* Participation in the share capital of an Algerian company

* Takeover of an activity within the framework of a partial or
total privatization

Before the investments are made, they must be declared to the
National Agency for Investment Development (Agence Nationale
pour le Développement des Investissements, or ANDI), together
with the submission of the application for the granting of the
advantages.

The advantages granted by the ANDI to the investors depend on
the applicable regime.

General Regime. The General Regime applies to national and
foreign investments made in the activities of production of goods
and services as well as investments made within the framework
of the granting of a license and/or a concession.

During the setting-up of their investments, companies benefit

from the following advantages:

» Exemption from value-added tax (VAT) on non-excluded goods
and services directly involved in the investment implementation

* Exemption from customs duties on non-excluded imported
equipment directly involved in the investment implementation

» Exemption from property transfer tax on all property acquisi-
tions made within the framework of the investment concerned

» Exemption from registration duties, land publication fees and
state fee on concession, for granted built and unbuilt property
assigned to the investment

When operating, companies may be granted the following advan-
tages for three years:

* IBS exemption

* Tax on professional activity (TAP) exemption

These advantages can be granted for three to five years for in-
vestments that create more than 100 jobs at the beginning of the
activity.

Derogatory Regime. Under the Derogatory Regime, investments
realized in areas in which development requires a contribution of
the state, as well as investments relating to a particular interest
for the national economy, may benefit from particular advantages.

During the setting-up phase for investments realized in develop-
ment areas, companies may benefit from the following advantages:
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» Exemption from VAT on non-excluded goods and services
imported or locally purchased

» Exemption from customs duties on non-excluded imported
goods and services

* Registration fees at a reduced rate of 0.2%

* Total or partial payment by the government of costs with respect
to infrastructure works necessary for the setting up of the invest-
ment

» Exemption from property transfer tax for all property acquisi-
tions

» Exemption from registration duties, land publication fees and
state fee on concession, for granted built and unbuilt property
assigned to the investment

When operating, companies may be granted the following advan-

tages:

* Exemption from IBS and TAP for a period of 10 years

» Exemption from property tax on property in the framework of
the investment for a period of 10 years

During the setting-up phase, for investments involving a particular

economic interest for Algeria, companies may benefit from the

following advantages for a period not exceeding five years:

» Exemption from duties, taxes and other levies on all goods and
services imported or locally purchased

» Exemption from registration fees on the incorporation deed and
share capital increases

» Exemption from registration duties and land publication fees on
the transfer of property assigned to production

» Exemption from property tax on real estate property assigned to
production

Additional exemptions or reductions from duties and taxes, in-
cluding VAT on goods derived from the investment, may be grant-
ed for a maximum five-year period.

When operating, these companies may be granted the following
advantages for a period not exceeding 10 years:

» Exemption from IBS

* TAP exemption

Under the Algerian Direct Tax Code, the portion of companies’
profits that results from the exemptions from IBS and other taxes
under the incentives provided by the investment regulations (in
both the General Regime and the Derogatory Regime) must be
reinvested in real estate property or movable property within the
four tax years following their realization.

For a failure to comply with this reinvestment obligation, the amount
of the tax advantage (the IBS exemption) and a penalty equaling
30% of this amount must be paid to the tax authorities.

Capital gains. Capital gains are included in ordinary income and
taxed at the applicable corporate income tax rate.

Capital gains derived from the sale of fixed assets are taxed dif-
ferently, depending on whether they are short-term capital gains
(on assets held for three years or less) or long-term capital gains
(on assets held for more than three years).
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The following percentages of capital gains derived from the par-
tial or total sale of assets within the framework of industrial,
commercial, agriculture or professional activities are included in
taxable profits:

* 70% of long-term capital gains

* 35% of short-term capital gains

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

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

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

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

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

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

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

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

following:

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

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

* TAP

* IBS down payments

* Value-added tax

This form must be filed within 20 days following the end of the
month of payment of the relevant remuneration together with the
payment of the related taxes.

Dividends. Dividends received by residents are subject to a 10%
withholding tax.

Subject to double tax treaties, a 15% withholding tax is imposed
on dividends paid to nonresident companies.

Royalties. Unless otherwise provided by double tax treaties, a
24% withholding tax is imposed on royalties and remuneration
for services paid to nonresident entities.
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For contracts relating to the use of computer software, a tax allow-
ance at a rate of 80% is applicable on the amount of the royalties.
Consequently, the effective rate of the withholding tax is 4.8%.

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

C. Determination of taxable income

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

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

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

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

Certain expenses are not deductible for tax purposes, including

the following:

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

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

* Gifts (except those for advertisements, the value of which does
not exceed DZD500 per beneficiary)

* Subsidies or donations except those made to humanitarian orga-
nizations or associations or those made to nonprofit research
organizations up to DZD1 million

* Restaurant, hotel and entertainment expenses not directly linked
to the business

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

Provisions. Provisions are generally deductible for income tax

purposes if they satisfy the following conditions:

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

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

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

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

Depreciation. Under the Algerian Direct Tax Code, depreciation of

fixed assets must be calculated in accordance with the following:

* Generally accepted limits

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

* Rules provided in tax laws with respect to the depreciation
system

The following are the three depreciation methods:
* Straight-line method

* Progressive method

* Declining-balance method

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

Under the Algerian Direct Tax Code, the basis of computation of
deductible depreciation is limited for private passenger-type vehi-
cles to a purchase value of DZD1 million. This cap of DZD1 mil-
lion does not apply if such vehicles constitute the main object of
the company’s activities.

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

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

The group tax consolidation regime is based on the consolidation
of the balance sheets of the related companies with the parent
company. If the activities of the related companies are subject to
different rates of corporate income tax, consolidated profits are
subject to tax at a rate of 19%.

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

pany and Algerian subsidiaries in which the parent company owns

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

tions are satisfied:

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

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

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

Nature of tax Rate (%)

Value-added tax; standard rate 17
Tax on professional activity

General rate

Transport by pipeline of hydrocarbons
Apprenticeship tax
Training tax

—_— N
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Nature of tax Rate (%)
Social security contributions; paid by
Employer 26
Employees 9

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

E. Miscellaneous matters

Foreign-exchange controls. The currency in Algeria is the dinar
(DZD).

Foreign-exchange regulations in Algeria are based on the princi-
ple of non-convertibility of Algerian dinars outside Algeria.

Payments or transfers made with respect to regular transactions
within the meaning of Algerian regulations (including foreign-
trade transactions and goods and services) are free, provided that
certain conditions are fulfilled. Algerian accredited intermediary
banks must operate these transactions.

Dividends, profits and net proceeds from investments or the lig-
uidation of investments can also be freely transferred outside
Algeria, subject to compliance with certain requirements.

In practice, transfers of interest on loans and loan repayments are
subject to strong restrictions, because investors are encouraged
not to resort to foreign borrowing to finance their operations in
Algeria.

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

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

Transfer-pricing documentation requirements. On request of the
tax authorities, in the framework of a tax audit, enterprises or
companies operating in Algeria and undertaking cross-border
and domestic transactions with related parties must provide sup-
porting documentation relating to their transfer-pricing policies.
Failure to answer or providing an insufficient answer triggers a
25% penalty per fiscal year calculated on the basis of the trans-
fer-pricing reassessments resulting from the tax audit.

In addition, Algerian-based taxpayers that have tax issues are under
the responsibility of the Department for Big-sized Enterprises
(mainly companies belonging to foreign international groups,
legal entities or businesses operating in the hydrocarbon industry)
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mus

t file transfer-pricing documentation with their annual tax

returns to the tax authorities. The lack of documentation or insuf-
ficient documentation at the time of the tax return filing triggers
a DZD500,000 tax penalty, and in the case of a tax audit, an ad-
ditional penalty of 25% of deemed transferred profits applies.

F. Treaty withholding tax rates

Dividends Interest Royalties
% % %
Austria 5/15 (a) 0/10 10
Bahrain 0 0 0
Belgium 15 0/15 (e) 5/15
Bosnia-Herzegovina 10 10 12
Bulgaria 10 10 10
Canada 15 0/15 (e) 15
China 5/10 (b) 7 10
Egypt 10 5 10
France 5/15 (a) 12 (e) 5/12
Germany 5/15 (a) 10 10
Indonesia 15 15 15
Iran 5 0/5 5
Italy 15 15 5/15
Jordan 15 0/15 (e) 15
Korea (South) 5/15 (b) 10 2/10
Kuwait 0 0 15
Lebanon 15 0/10 10
Oman 5/10 (d) 0/5 10
Portugal 10/15 (b) 15 10
Romania 15 15 15
Russian Federation 5/15 (b) 0/15 (e) 15
South Africa 10/15 (b) 10 10
Spain 5/15 (a) 5 7/14
Switzerland 5/15 (c) 0/10 10
Syria 15 10 18
Turkey 12 10 10
Ukraine 5/15 (b) 0/10 10
United Arab Emirates 0 0 10
Yemen 10 10 10
Non-treaty countries 10/15 10 24
(a) The 5% rate applies if the beneficiary of the dividends is a company, other

(b)

(©

(d)

(©

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

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

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

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

The Algerian domestic rate of 10% applies if the rate under the treaty is
higher.
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At the time of writing, the ongoing tax reform had been partially enacted.
Section G of this chapter sets out the most relevant changes in the pro-
posed law that is expected to be enacted in 2014 or 2015. Readers should
obtain updated information with respect to this proposed law before engag-

ing in transactions.

A. At a glance

Corporate Income Tax Rate (%)
Capital Gains Tax Rate (%)

Branch Tax Rate (%)
Withholding Tax (%)
Dividends
Interest
Royalties
Payments for Services

Branch Remittance Tax
Net Operating Losses (Years)

Carryback
Carryforward

35 (c)

35 (a)(b)

35 (a)(b)

10 (d)

10/15 (e)
10

3.5/5.25 (f)
0

0
3(g)

(a) Income from certain activities, such as agriculture, forestry and cattle raising,

is subject to tax at a rate of 20%. Mining activities are subject to tax at a rate
of 25%. Oil and gas companies are subject to Oil Income Tax rather than
Industrial Tax (corporate income tax). See Section B.

(b) The Ministry of Finance may provide a 17.5% rate for certain companies. In
addition, tax exemptions or tax reductions are available under the new Tax
Incentives Law. For details, see Section B.
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(c) Gains derived from the sale of securities that are not subject to corporate
income tax or personal income tax are subject to tax at a rate of 10%.

(d) Certain dividends are exempt from tax (see Section B).

(e) In general, interest is subject to a 15% rate. However, certain interest, such as
interest on shareholders loans, corporate bonds, bank deposits, treasury bills,
treasury bonds and titles issued by the Angolan Central Bank (BNA), is
subject to a 10% rate. Interest on treasury bills and treasury bonds and titles
issued by the BNA is subject to a reduced rate of 5% if the maturity is at least
three years.

(f) A 35% tax rate applies to 10% of payments for construction of immovable
fixed assets and related activities and to 15% of payments under contracts for
other services.

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

B. Taxes on corporate income and gains

Corporate income tax. Companies carrying out industrial and com-
mercial activities in Angola are subject to Industrial Tax (corpo-
rate income tax).

An Angolan company, which is a company that has its head
office or effective place of management and control in Angola, is
subject to Industrial Tax on its worldwide profits.

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

All companies, regardless of whether they have a permanent
establishment in Angola, are subject to withholding tax on pay-
ments received for services rendered (for details, see Rates of
corporate tax).

Rates of corporate tax. The standard Industrial Tax rate is 35%.

Income from certain activities, such as agriculture, forestry and
cattle raising, is subject to a reduced tax rate of 20%.

The Ministry of Finance may grant a reduced Industrial Tax rate
of 17.5% to companies incorporated in most disfavored regions,
or to companies setting up industries based on local resources.
The reduced tax rate is granted for a maximum period of 10 years.

In addition, the Tax Incentives Law, which concerns private in-

vestment, provides tax relief for companies that operate in the most

disfavored regions of Angola and to companies operating in indus-
tries that make use of local resources. The regions are grouped
into the following three zones:

» Zone A, which consists of the region of Luanda, some main
municipalities of Benguela, Cabinda and Huila, and the munic-
ipality of Lobito

 Zone B, which consists of some regions of the municipalities of
Benguela, Cabinda and Huila, and the regions of Bengo,
Cuanza-Norte, Cuanza-Sul, Malange, Namibe and Uige

 Zone C, which consists of the regions of Bié, Cuando-Cubango,
Cunene, Huambo, Luanda-Norte, Luanda-Sul, Moxito and
Zaire

The law provides for the following tax incentives, which vary

among the zones:

» Up to a 6-year exemption from customs duties (including con-
sumption tax but excluding stamp duty and service fees) or re-
duced rates for used machinery and equipment
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» Up to a 10-year exemption or tax rate reduction (up to 50%) for
Industrial Tax

* Up to a 9-year exemption or tax rate reduction for dividend
withholding tax

» Exemption or tax rate reduction for property transfer tax

All companies, regardless of whether they have a permanent
establishment in Angola, are subject to withholding tax on pay-
ments received for services rendered. The withholding tax applies
regardless of whether the services are rendered in or outside
Angola. The rate of the withholding tax is the normal Industrial
Tax rate of 35%. This rate is applied to 10% of payments for
construction and related services that are associated with immov-
able fixed assets, and to 15% of payments for other services. The
payer must withhold the tax from each payment and remit the
withholding tax to the Angolan government. The tax withheld is
considered to be a payment on account if the recipient has a resi-
dence, head office or permanent establishment in Angola. Other-
wise, the tax is final.

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

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

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

Capital gains. Capital gains on profits derived from the sale of
fixed assets are subject to Industrial Tax at the regular tax rate of
35%. Capital gains on shares or other instruments generating in-
vestment income that is not taxable for Industrial Tax or personal
income tax purposes are subject to Investment Income Tax at a
rate of 10%.

Administration. The tax year is the calendar year.

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

Companies, including foreign companies with a permanent estab-
lishment in Angola, must file an annual tax return, together with
their financial statements and other documentation, by 31 May in
the year following the tax year.

Companies must make monthly advance payments of Industrial
Tax. The tax base for the monthly payments is 10% of the preced-
ing month’s turnover. The Industrial Tax rate of 35% is applied to
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this tax base to compute the amount of the advance payment. The
advance payments are due on the last day of each month. If the
total amount of the advance payments exceeds the tax due for the
tax year, the excess may be carried forward as a tax credit against
the tax payable in the following three years. In practice, compa-
nies have not been making the advance payments described above.
Instead, they have been making payments in accordance with the
prior wording of the tax law. Under the prior wording, payments
were required to be made in January, February and March of the
year following the tax year. The companies could calculate the
payments based on the estimated profit for the tax year, or they
could make total payments equal to 75% of the preceding year’s
tax liability. If the advance payments exceed the expected current
year tax liability or if tax credits are available to offset the current
year tax liability, companies may request a total or partial suspen-
sion of the advance payments to the Angolan tax administration.

Penalties are imposed for failure to file tax returns and other
required documents. If, on the final assessment, the tax authorities
determine that a further payment is required and that the taxpayer
is at fault, interest is imposed on the amount of the additional
payment. Fines, which are generally based on the amount of tax
due, are also imposed. If the tax due is not paid, additional inter-
est is imposed from the date of the tax authorities’ notice that an
additional payment is due.

Dividends. In general, companies are subject to tax on the gross
amount of dividends received.

Dividends received from Angolan companies subject to Industrial
Tax are exempt from tax if, at the time of the distribution, the
recipient owns at least 25% of the payer and has held the shares
for at least two years or since the incorporation of the payer. In
addition, dividends paid by Angolan companies to certain insur-
ance companies or their holding companies are exempt from
Industrial Tax.

A 10% withholding tax is imposed on dividends. The dividend
withholding tax is deductible when computing taxable income
for companies. Therefore, the tax credit for dividend withholding
tax (if applicable) is reduced by a factor of 1-35%, with 35%
being the corporate income tax rate. This reduction is designed to
prevent a double tax benefit resulting from the dividend (as an ex-
pense and as a tax credit for the entire dividend withholding tax).

A participation exemption provision has been introduced in the
Investment Income Tax Code. Under this measure, the 10% with-
holding tax exemption applies to dividends received by Angolan
parent companies from Angolan subsidiaries, subject to mini-
mum 25% and one-year holding requirements.

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

C. Determination of trading income

General. Taxable income is the income reported in companies’
financial statements, subject to certain adjustments. Expenses
considered indispensable in the production of income and the
maintenance of a production unit are deductible. Representation
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expenses, such as travel expenses, deemed to be unreasonable
by the tax authorities, as well as fines and penalties, are not
deductible.

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

Provisions. Provisions for the following items are allowable:

* Bad debts, which do not exceed 2% of the balance of receivables
(and do not exceed 6% of that balance on an accumulated basis)

* Risks that cannot be insured and may have to be paid

* Depreciation in the value of inventory, provided it does not
exceed 0.5% to 2% (depending on the nature of the activity), up
to a limit of 2.5% to 8% of the value of the inventory

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

Asset Rate (%)
Vehicles 33.33
Office buildings 2
Industrial buildings 4
Electric motors and mechanical engines 16.66
Furniture 10

These rates may vary depending on the industry sector (for exam-
ple, the oil and coal, compressed gases and mining industries).

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

Groups of companies. The Large Taxpayers Statute entered into
force in October 2013. It establishes that Angolan large taxpayers
that are integrated in a group of companies may be taxed on the
sum of the taxable results obtained by the entities included in the
group. For such purpose, a special request through a specific of-
ficial form (Modelo 5), still pending approval, must be submitted
to the tax authorities by the deadline provided in the law. The
Chief of the Large Taxpayer’s Tax Office must expressly approve
this request and, accordingly, the application of the group taxa-
tion regime.

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

Nature of tax Rate
Training levy, on oil and gas exploration
and production companies and their
subcontractors
Production companies and companies
engaged in refining and processing

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

Exploration companies USD300,000 a year
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Nature of tax Rate
Subcontractors under a contract with
a term exceeding one year (levied on
annual gross income) and entities
engaged in the storage, transport,
distribution and trading of petroleum
(levied on revenue derived from such
activities) 0.5%
Stamp duty
On the amount of receipts 1%
On the acquisition of real estate 0.3%
On leasing and subleasing of real estate 0.4%
On company’s capital 0.1%

On guarantees
On financing

0.1% to 0.3%
0.1% to 0.5%

On financial leasing of real estate 0.3%
On leasing of movable property 0.4%
On imports 1%
Consumption tax; rate varies according
to type of good and service 2% to 30%
Custom duties on imports 2% to 30%
Customs emoluments 2%
Urban property tax; imposed on 60% of
the gross rent 25%
Property transfer tax 2%
Social security contributions, on salaries
and additional remuneration; the
contributions are not payable by expatriates
working in Angola if they make contributions
to the social security scheme or a similar
scheme in their home countries; paid by
Employer 8%
Employee 3%

E. Miscellaneous matters

Foreign-exchange controls. The Ministry of Economy, together
with the Angolan Central Bank (Banco Nacional de Angola, or
BNA), supervises all foreign-exchange operations. Commercial
banks usually act as intermediaries of companies to obtain clear-
ance from the BNA.

The BNA issued Bank Order No. 13/2013, of 31 July 2013, which
was published in the Official Gazette of 6 August 2013. This order
sets out the new foreign-exchange procedures to be adopted with
respect to current invisible operations. Notwithstanding the for-
eign exchange integrated reporting system (SINOC), to simplify
the monitoring procedures regarding the current invisible opera-
tions, the order establishes the following new thresholds for trans-
actions that do not require prior approval by the BNA:

* Transactions amounting up to AOA300 million (approximately
USD3 million) or the equivalent in another currency carried out
by oil and gas service providers

* Other transactions up to AOA100 million (USD1 million) or the
equivalent in another currency

Operations with a value exceeding the above mentioned thresh-
olds must be cleared in advance by the BNA. No thresholds are
provided regarding the transfer of salaries.
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In general, repatriation of profits is allowed for approved foreign-
investment projects if certain requirements are met. In certain
cases, a time schedule for repatriation of profits may be imposed.

However, the oil and gas sector is subject to a specific foreign-
exchange control regime, which aims primarily to establish uni-
form treatment in this sector by replacing the multiple exchange
regimes that have been applied to oil and gas upstream compa-
nies operating in Angola, thereby providing fair treatment to all
investors.

These foreign-exchange control rules cover the trade of goods,
current invisible operations (according to the Angolan National
Bank Instructive, these operations are services, royalties, interest,
travel costs and salaries) and capital movements arising from the
prospecting, exploration, evaluation, development and production
of crude oil and natural gas.

For purposes of the rules, exchange operations encompass the

following:

* Purchase and sale of foreign currency

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

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

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

The National Society of Petroleum of Angola (Sociedade Nacional
de Petréleos de Angola, or SONANGOL, the national conces-
sionaire) and domestic or foreign corporate investors must carry
out the settlement of foreign-exchange transactions through bank
institutions that are domiciled in Angola and are authorized to
conduct foreign exchange business. They must open bank accounts
in foreign currency and deposit sufficient funds for tax payments
and other mandatory tax payments and for settlement of goods
and services provided by residents or nonresident entities.

The BNA has established a phased implementation of the proce-

dures and mechanisms to be adopted by the agents carrying out

foreign-exchange transactions. It is responsible for the enforce-
ment of such procedures and mechanisms. The following are the
implementation phases:

* Up to 1 October 2012, oil and gas upstream companies must
open bank accounts in Angolan banks in local currency (kwan-
za) and foreign currency.

* Effective from 1 October 2012, all payments made by oil and
gas upstream companies related to the acquisition of goods and
services from local suppliers must be carried out through
Angolan bank accounts.

* Effective from 1 July 2013, all payments made by oil and gas
upstream companies related to the acquisition of goods and
services from local suppliers must be carried out through
Angolan bank accounts in local currency.

« Effective from 1 October 2013, all payments made to nonresi-
dent entities must be carried out through Angolan bank accounts.
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Thin-capitalization rules. No thin-capitalization rules are in effect
in Angola.

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

Related-party transactions. The Large Taxpayers Statute contains
specific rules governing “special relations” between taxpayers,
which entered into force in October 2013. Under this regime, a
special relationship is deemed to occur if one entity exercises,
directly or indirectly, a significant influence on the management
decisions of another entity. The law also establishes that a Large
Taxpayer that has annual turnover exceeding AOA7 million (ap-
proximately USD70 million) at date of closing the accounts must
prepare and submit a transfer-pricing file to the Angolan tax au-
thorities. This transfer-pricing file, which must prepared on an
annual basis, must detail the relationships and prices established
by the large taxpayers with the companies and entities with which
they have “special relations.” The transfer-pricing file must be
submitted by the end of the sixth month following the year-end to
which the file relates. With respect to the economic analysis of the
transactions, the new regime provides for the application of the
following methods only:

» Comparable uncontrolled price method

* Resale-minus method

¢ Cost-plus method

Invoice requirements. Effective from 1 December 2013, new re-
quirements are imposed with respect to the keeping and archiving
invoices or equivalent documents by individuals or legal entities
with their domicile, registered office, effective management or
permanent establishment in Angola.

F. Tax treaties

Angola does not have any tax treaties in force. Tax treaty nego-
tiations between Angola and Portugal have begun, and the treaty
will follow the United Nations model convention. In addition, it
is expected that Angola will implement a tax treaty network with
countries with which it has preferential socioeconomic relations,
which are Southern Africa Development Community (SADC)
countries and member countries of the Community of Portuguese
Language Countries (CPLP).

Angola has entered into an agreement with Portugal on the recip-
rocal promotion and protection of investments. However, this
agreement does not provide any specific tax benefits.

Portugal provides a participation exemption regime for Angolan-
source dividends paid to Portuguese corporate shareholders if
certain conditions are met.

G. Ongoing tax reform

At the time of writing, the ongoing tax reform had been approved
by the Angolan parliament but not fully enacted. The most sig-
nificant tax changes in the proposed tax reform affecting compa-
nies are listed below.
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Industrial Tax. The following are the most significant proposed

changes to the Industrial Tax:

* The tax rate will be reduced from 35% to 30%.

* Interest on shareholders’ loans will not be deductible.

* Expenses not properly documented will be subject to a stand-
alone tax of 5%.

* Confidential expenses will be subject to a stand-alone tax of
15% (increased to 30% for taxpayers exempt or not subject to
tax).

* Gifts not made in accordance with the law of patronage will be
subject to a stand-alone tax of 15%.

¢ Investment Income Tax will not be deductible, and income sub-
ject to this tax will be excluded from the tax base for Industrial
Tax purposes.

» A new depreciation and amortization regime for fixed assets
will be introduced.

* A new provisions regime will be introduced.

* A tax-neutrality regime for mergers and demergers will be in-
troduced.

* New requirements concerning advance payments will be intro-
duced. The payments will be determined by applying a rate of
6.5% to the preceding month’s turnover from the sale of goods.
The same rate applies for withholding tax purposes to payments
for services (the current rate is generally 5.25%).

General Tax Code. The following are the most significant proposed

changes to the General Tax Code:

* A definition of tax residency criteria for companies and indi-
viduals will be provided.

* A new and harmonized concept of permanent establishment for
tax purposes will be introduced.

¢ Detailed rules concerning tax incentives and benefits will be
provided.

* Rules will be provided regarding the responsibility of sharehold-
ers, board members and others with respect to tax liabilities.

* The tax reform will contain measures regarding penalties.
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A. At a glance
Corporate Income Tax Rate (%) 35 (a)
Capital Gains Tax Rate (%) 15/35 (b)
Branch Tax Rate (%) 35 (a)
Withholding Tax (%)
Dividends 10 (c)
Interest 15.05/35 (d)
Royalties from Patents, Know-how, etc. 21/28/31.5 (d)
Branch Remittance Tax 10 (c)
Net Operating Losses (Years)
Carryback 0
Carryforward 5

(a) A Tax on Minimum Presumed Income is payable to the extent it exceeds
regular corporate income tax for the year. For details, see Section B.

(b) The 15% rate applies to capital gains derived by foreign residents from sales
of shares, quotas, and other participations in entities, titles, bonds and other
securities. Similar treatment is granted to Argentine individuals. Argentine
corporate residents are subject to the regular 35% corporate rate.

(c) The 10% dividend withholding tax applies to dividends paid out of after-tax
income. If the amount of a dividend distribution or a profit remittance
exceeds the after-tax accumulated taxable income of the payer, a separate
final withholding tax of 35% may be imposed on the excess, regardless of the
application of the general 10% withholding tax.

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

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

Rates of corporate tax. Corporate tax is payable at a rate of 35%.

Tax on Minimum Presumed Income. The Tax on Minimum Pre-
sumed Income (TMPI) is imposed on resident companies and
branches of foreign companies. The TMPI is payable to the extent
it exceeds regular corporate income tax for the year.

The tax base for the TMPI is the resident company’s or branch’s
worldwide assets at the end of the tax year. Certain specified assets
are excluded from the calculation of the tax base.

The standard rate of TMPI is 1%, but special rates apply to cer-
tain types of companies.

TMPI that is paid may offset regular income tax in the following
10 tax years.

Capital gains. Capital gains derived by tax-resident companies are
included in taxable income and taxed at the regular corporate tax
rate. Capital gains derived by non-Argentine companies from the
sale, exchange, barter or disposal of shares, quotas, participations
in entities, titles, bonds and other securities are subject to a 15%
tax. This tax may be calculated on actual net income or on 90%
presumed income, thereby resulting in an effective 13.5% tax on
the sale price.

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

Under certain circumstances, advance payments of TMPI (see Tax
on Minimum Presumed Income) may be required.

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

Dividends. Dividends and branch remittances are subject to a 10%
withholding tax paid out of after-tax income. If the amount of a
dividend distribution or a profit remittance exceeds the after-tax
accumulated taxable income of the payer (determined in accor-
dance with rules in the income tax law), a separate final with-
holding tax of 35% may be imposed on the excess, regardless of
the application of the general 10% dividend withholding tax.

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

A withholding tax rate of 15.05% applies to the following types
of interest payments:
« Interest on loans obtained by Argentine financial entities.
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« Interest on loans granted by foreign financial entities located in
the following jurisdictions:

— Jurisdictions not listed as tax havens under the Argentine
income tax regulations.

— Jurisdictions that have signed exchange-of-information
agreements with Argentina and have internal rules providing
that no banking, stock market or other secrecy regulations
can be applied to requests for information by the Argentine
tax authorities.

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

» Under certain conditions, interest on investments in Argentine
financial entities.

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

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

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

Direct and indirect foreign tax credits are available. To qualify for
an indirect foreign tax credit, an Argentine company must own
directly at least 25% of a first-tier subsidiary’s shares. In addi-
tion, for a foreign tax credit regarding a second-tier subsidiary, an
Argentine company must have an indirect ownership interest of at
least 15%. The credit does not apply below the second tier.

C. Determination of trading income

General. Tax is applied to taxable income, which is the accounting
profit (not adjusted for inflation) earned in the tax period after
adjustments provided for by the tax law. Exemptions are usually
insignificant.

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

* Representation expenses

* Directors’ fees

* Royalties for patents and trademarks paid to nonresidents

Depreciation, rental payments and all other automobile expenses,
such as license fees, insurance, fuel and maintenance, are also de-
ductible, subject to certain restrictions. In general, certain limi-
tations apply to the deductibility of interest payments to foreign
related entities that are not subject to the withholding tax rate of
35% (see Section E).

Any expense incurred by an Argentine company in favor of a
foreign related party that is deemed Argentine-source income for
the recipient of the payment can be deducted for tax purposes in
the year of accrual only if the payment is made by the date when
the income tax return for that year is due. Otherwise, such expens-
es must be deducted in the year of payment. This limitation also
applies to expenses paid to individuals or entities located in tax
havens, regardless of whether they are related parties.
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Foreign-exchange losses. Non-capital foreign-currency gains and
losses arising from customary business transactions are treated as
business income or expenses for the year in which the exchange
fluctuation occurs.

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

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

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

Relief for losses. Tax losses may be carried forward for five tax
periods. Losses resulting from sales of shares or from foreign-
source activities may offset only the same type of income. Loss
carrybacks are not permitted.

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

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

Nature of tax Rate (%)

Value-added tax (VAT), on goods delivered

and services rendered in Argentina,

on services rendered outside Argentina

that are used or exploited in Argentina,

and on imports
Standard rate 21
Other rates 10.5/27

Tax on financial transactions; generally

imposed on debits and credits with

respect to checking accounts; a portion

of the tax may be creditable against

other taxes

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

Various local taxes on gross receipts, real
estate and other items Various
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Nature of tax Rate (%)

Social security taxes (including medical
care contributions), on monthly salaries;
paid by employer; a portion may be
creditable against VAT; the creditable
portion varies depending on where the

employees render services 23/27
Export duties; general rates; higher rates
apply to certain exports (oil, grains and meat) 5/10

Tax on personal assets; imposed on all legal

persons and individuals domiciled abroad

holding ownership interests in Argentine

companies; tax is calculated based on the

equity value of the Argentine company; tax

is paid by the Argentine company, but the

company may recover the tax paid from the

foreign shareholder; certain exceptions may

apply, depending on the country of the investor 0.50

E. Miscellaneous matters

Foreign-exchange controls. The Executive Branch and the Central
Bank have issued regulations that establish certain requirements
for the transfer of funds abroad.

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

Funds deriving from loans granted from abroad must be received
in Argentina and remain in the country for a minimum term. In
certain circumstances, 30% of the funds received from abroad
must be held as foreign currency in a non-interest-bearing de-
posit for a one-year period.

Various types of payments abroad, including dividends, principal
and interest and payments for services and for imports of goods,
are subject to certain requirements. In addition to Central Bank
regulations, import transactions must be approved in advance by
the tax authorities through an Early Import Declaration (Declaracion
Jurada Anticipada de Importacion, or DJAI). Payments for ser-
vices, royalties and similar items are subject to the Early Declara-
tion System for Services (Declaracion Jurada Anticipada de
Servicios, or DJAS). Payments of interest, dividends and other
items are subject to the Early Declaration System of Payments
Abroad (Declaracion Anticipada de Pagos al Exterior, or DAPE).

Debt-to-equity rules. Under general principles, transactions
between related parties must be made on an arm’s-length basis.

A debt-to-equity ratio of 2:1 for the deduction of interest applies
to loans granted by foreign entities that control the Argentine
borrower company (according to the definition provided for
transfer-pricing purposes), except for those cases in which inter-
est payments are subject to a withholding tax rate of 35%.

If the debt-to-equity ratio is applicable, interest paid on liabilities
in excess of the ratio is nondeductible. The interest expenses
disallowed as a deduction as a result of this limitation are treated
as dividends and may not be deducted in future years.
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Transfer pricing. The Argentine law includes transfer-pricing rules
that generally apply to transactions between related parties. In
addition, transactions between unrelated parties may also be sub-
ject to these rules. Transactions with entities and individuals
located in low-tax jurisdictions (the Regulatory Decree contains
a list of countries and other jurisdictions qualifying as low-tax
jurisdictions) are deemed to be not carried out at arm’s length.
The law provides for the following transfer-pricing methods:

» Comparable uncontrolled price method

* Resale price method

* Cost-plus method

* Profit-split method

* Transactional net margin method

If exports of agricultural commodities and other products with a
publicly quoted price are made to related parties and if an inter-
national intermediary who is not the effective purchaser of the
products participates in the transaction, the appropriate transfer
price is deemed to be the higher of the market quote on the day
the products are delivered and the price agreed to by the parties.

This rule does not apply if the foreign intermediary meets the

following requirements:

« It has a real presence and maintains a commercial establishment
to manage its own activities in its country of residence, and it
has assets, risks and functions (operations) that correspond with
the volume of its transactions.

* Its principal source of income is not passive income, income
from trading goods to or from Argentina, or income from intra-
group trading.

* Its intragroup operations do not exceed 30% of its annual trans-
actions.

A taxpayer must submit the following to the tax authorities to
demonstrate the reasonableness of its transfer-pricing policy: spe-
cial tax returns; and a special report signed by an independent
certified public accountant, which is based on a mandatory
transfer-pricing study.

F. Treaty withholding tax rates

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

Dividends (@) Interest (e) Royalties (e)
0

% % %
Australia 10/15 (b) 0/12 10/15
Belgium 10/15 (b) 0/12 3/5/10/15 (f)
Bolivia 10/35 (d) 15.05/35 21/28/31.5
Brazil 10/35 (d) 15.05/35 21/28/31.5
Canada 10/15 (b) 0/12.5 3/5/10/15 (f)
Denmark 10/15 (b) 0/12 3/5/10/15 (f)
Finland 10/15 (b) 0/15 3/5/10/15 (f)
France 10/15 (c) 15.05/20 18
Germany 10/15 (c) 10/15 15
Italy 10/15 (c) 15.05/20 10/18 (g)

Netherlands 10/15 (b) 0/12 3/5/10/15 ()
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Dividends (a) Interest (&) Royalties (e)
0, 0, %

% %
Norway 10/15 (b) 0/12 3/5/10/15 (f)
Russian
Federation 10/15 (b) 15 15
Sweden 10/15 (b) 0/12 3/5/10/15 (f)
United
Kingdom 10/15 (b) 0/12 3/5/10/15 ()
Uruguay 10/35 (d) 15.05/35 21/28/31.5
Non-treaty
countries 10/35 (d) 15.05/35 (h)  21/28/31.5 (h)
(a) Asdiscussed in Section B, under domestic law, a 10% withholding tax applies

(b)

(©)

(d)

©)

(8)
(h)

to dividends paid. If the dividend distributions exceed the after-tax accumu-
lated taxable income of the payer, a separate final 35% withholding tax applies
to the excess. If the tax treaty does not establish a maximum rate, both with-
holdings may apply jointly. If the treaty establishes reduced rates, the maxi-
mum applicable withholding rate is the treaty rate. Footnotes (b) and (c) are
referenced to the treaties that establish maximum rates.

These treaties establish maximum rates of 10% or 15%. The 10% rate applies
if the beneficial owner of the dividend is a company that controls, directly or
indirectly, at least 25% of the voting power of the payer. The 15% rate applies
to other cases. These rates are the maximum rates applicable to dividend pay-
ments and accordingly may limit the applicable withholding rate if both the
10% general withholding tax and the 35% withholding tax on dividends ex-
ceeding the after-tax accumulated taxable income apply. If only the general
10% withholding tax applies, no effective reduction results from the applica-
tion of the treaties.

These treaties establish a maximum rate of 15%. This rate is the maximum
rate applicable to dividend payments and accordingly may limit the applicable
withholding rate if both the 10% general withholding tax and the 35% with-
holding tax on dividends exceeding the after-tax accumulated taxable income
apply. If only the general 10% withholding applies, no effective reduction
results from the application of the treaties.

These treaties do not establish a maximum withholding rate. The general
10% withholding tax and the 35% withholding tax on dividends exceeding
the after-tax accumulated taxable income may both apply.

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

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

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

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

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

* 15% for other royalties

These categories may differ slightly from treaty to treaty.

The 10% rate applies to royalties for the use of, or right to use, copyrights of
literary, artistic or scientific works. The 18% rate applies to other royalties.
For details concerning these rates, see Section B.
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Because of the rapidly changing economic situation in Armenia, changes
are expected to be made to the tax law of Armenia. As a result, readers
should obtain updated information before engaging in transactions.

A. At a glance
Corporate Income Tax Rate (%) 20
Capital Gains Tax Rate (%) 20
Permanent Establishment Tax Rate (%) 20
Withholding Tax (%)
Dividends 10
Interest 10
Royalties 10

Insurance Compensation, Reinsurance
Payments and Income Received from

Freight 5

Income from the Lease of Property, Capital

Gains on Property and Other Passive Income 10

Income from Rendering of Services 20
Net Operating Losses (Years)

Carryback 0

Carryforward 5

B. Taxes on corporate income and gains

Corporate income tax. Resident and nonresident entities pay cor-
porate income tax in Armenia. Resident entities are entities and
investment funds established in Armenia except for pension funds
and separate subdivisions (branches or representation offices) of
foreign organizations. Nonresident entities are entities establish-
ed in foreign countries, international organizations and organiza-
tions established by them outside Armenia. Resident entities are
taxed on their worldwide income, which consists of income
received from sources in and outside Armenia. Nonresident enti-
ties are taxed on Armenian-source income only.

Income earned through a permanent establishment in Armenia,
net of tax-deductible expenses, is taxed at the regular corporate
income tax rate of 20%. A permanent establishment is defined as
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a fixed place of business activities in Armenia recognized by the
tax authorities through which the enterprise wholly or partly car-
ries on its business. It generally includes organizations or natural
persons who represent foreign legal entities conducting commer-
cial activities in Armenia. Domestic tax law and double tax treaties
list activities that do not result in a taxable permanent estab-
lishment. Foreign legal entities deriving income from the source
in Armenia without a permanent establishment there are subject
to withholding tax on their Armenian-source income at a rate of
5%, 10% or 20% (see the withholding tax rates in Section A).

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

Tax rate. The regular corporate income tax rate is 20%. For invest-
ment funds, the corporate income tax rate is 0.01% of net assets.

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

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

Administration. The tax year is the calendar year.

Both Armenian and foreign legal entities conducting business
activities in Armenia through a permanent establishment must
make advance payments of corporate income tax during the year.
Armenian legal entities must make quarterly advance payments,
in the amount of 18.75% of the actual amount of the corporate
income tax for the preceding year, by the 15th day of the last
month of the quarter. Permanent establishments of foreign legal
entities must make half-yearly advance payments in equal parts,
in the amount of 1/4 of the corporate income tax for the preceding
year, by 1 July and 31 December of the tax year.

Permanent establishments of foreign legal entities are not required
to make advance payments if their corporate income tax for the
preceding year was less than AMD2 million.

If the total sum of advance payments exceeds the tax due for the
tax year, the excess shall be refunded to the taxpayer according
to the Law of Armenia “On Taxes” if the taxpayer applies for a
refund. However, in practice, refunds are rare, and accordingly
taxpayers apply overpayments against future tax liabilities.

The annual corporate income tax calculation must be filed and
submitted to the Tax Inspectorate by 15 April of the year follow-
ing the tax year. The corporate income tax must be paid to the
state budget by 25 April of the year following the tax year.

Fines are charged on late tax payments at a rate of 0.15% of the
tax due for each day of delay, up to a maximum of 365 days. If the
taxpayer fails to submit the corporate income tax declaration to
the Tax Inspectorate by the due date, a penalty equal to 5% of the
total amount of calculated tax is imposed on the taxpayer for each
15-day period. The total amount of the penalties cannot exceed the
total amount of the principal tax liability. For the underreporting
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of taxable income, a penalty equal to 50% of the underreported
amount is assessed to the taxpayer. For the overreporting of
losses in the corporate income tax calculation filed with the Tax
Inspectorate, the taxpayer is subject to a penalty equal to 20% of
the overreported loss. If a taxpayer fails to keep accounts or incor-
rectly prepares accounting reports, calculations, returns, and
other documents and information stipulated by the tax law, a
penalty equal to 10% of the amount of the reduction in calculated
tax resulting from these violations is imposed on the taxpayer.

Dividends. Dividend withholding tax at a rate of 10% is imposed
on dividends paid from Armenian sources to nonresident legal
entities. Dividends paid to individuals and resident legal entities
are not subject to withholding tax. Dividends received by resident
taxpayers from participations in the equity of other legal entities
or enterprises that do not have the status of a legal entity are not
subject to tax.

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

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

C. Determination of taxable income

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

Gross income comprises all revenues of the taxpayer received in

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

according to the law. Gross income includes the following:

¢ Trading income

* Capital gains

* Income from financial activities

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

¢ Other items of income

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

Deductible expenses include all necessary and documentary sup-
ported expenses that are exclusively and directly related to the
conducting of business and the receiving of income. However,
certain expenses are nondeductible or partially nondeductible for
tax purposes.
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Nondeductible expenses include the following:

* Fines, penalties and other proprietary sanctions transferred to
the state and municipal budgets

* Assets provided free of charge and remitted debts

* Allocations provided for unions and other structures of non-state
administration

» Expenses for the maintenance of servicing units (free provision
of buildings and the settling of fees for utilities of public cater-
ing enterprises)

* Expenses for services that are not related to the production of
goods (for example, planning activities for towns and other
populated areas and promotion of agricultural activities)

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

« For taxpayers other than banks, credit organizations, insurance
companies and investment funds, interest paid on loans and bor-
rowings if such borrowings or loans are provided by the taxpay-
ers to third parties free of interest

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

Partially nondeductible expenses include the following:

* Payments levied by the state for pollution of the environment
that exceed 0.5% of gross income for the tax year.

» Expenses for advertisements outside Armenia that exceed 3%
of the gross income for the tax year or 20% of the value of
goods and services exported by the taxpayer during the tax year.

 Expenses for the training of staff outside Armenia that exceed
4% (but not more than AMD3 million per employee) of the
gross income for the tax year.

» Expenses for additional training of staff outside Armenia that
exceed 1% (but not more than AMDI million per employee) of
the gross income for the tax year.

 Expenses for marketing outside Armenia that exceed 2% of the
gross income for the reporting year, 15% of the value of ser-
vices and goods exported by the taxpayer during the tax year or
5% of the value of goods imported by the taxpayer during the
tax year.

» Expenses for business trips outside Armenia that exceed 5% of
the gross income for the tax year.

* Representative expenses exceeding 0.5% (but not more than
AMDS million) of the gross income for the tax year.

* Fees paid by the taxpayer for management services received
from nonresident companies, foreign citizens and stateless per-
sons, exceeding 2% of the taxpayer’s gross income for the report-
ing year. This measure does not apply to management services
rendered to resident companies by their nonresident founders if
the companies are engaged in innovative activities in the infor-
mation technology and computer technique fields, as well as
management services rendered to resident companies within the
framework of international credit agreements.

» Payments made by the employer for an employee that are within
the terms of voluntary pension insurance in accordance with the
legislation and that exceed 5% of the employee’s remuneration.

* Other expenses exceeding the rates established by the govern-
ment of Armenia (daily expenses for local trips, expenses for
sponsorship and management services, expenses for special
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nutrition, uniforms and other equipment for employees as well
as other types of compensation defined by the law and expenses
for the maintenance of public health institutions, nursing homes
for the aged and disabled, nurseries, rehabilitation camps, cul-
tural, educational and sports institutions and objects of the hous-
ing fund).

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

* Current repair expenses for fixed assets that exceed 10% of the
initial (purchase) cost of the corresponding fixed asset. Any
excess is subject to capitalization and is included in the base for
depreciation purposes.

* For taxpayers other than banks and credit organizations, the
amount of interest payable on borrowings from entities other than
banks and credit organizations in excess of twice the net assets.

* For banks and credit organizations, the amount of interest pay-
able on borrowings from entities other than banks and credit
organizations in excess of nine times the net assets.

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

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

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

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

Tax depreciation. Depreciation allowances for fixed and intangi-
ble assets are deductible for tax purposes in accordance with the
terms and conditions provided by the corporate income tax law
of Armenia.

Fixed and intangible assets acquired before 1 January 2014. The
annual amount of depreciation allowances of fixed assets ac-
quired before 1 January 2014 is calculated by dividing the initial
cost or revalued cost (the revaluation is carried out according to
the procedure established by the law) by the number of years in
the depreciation period for the appropriate group of fixed assets
or for intangible assets. The following are the minimum deprecia-
tion periods.
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Minimum
depreciation
Group Assets period (years)
1 Buildings and constructions of
hotels, boarding houses, rest
homes, sanitariums and educational
institutions 10
2 Other buildings, constructions and
transmission devices 20
3 Robot equipment and assembly lines 3
Calculating devices and computers
5 Other fixed assets, including growing
cattle, perennial plants, and investments
intended for improving the land 5

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

The minimum depreciation period for the buildings, constructions
and transmission devices located in a disaster area is one year.

The minimum depreciation period for fixed assets with a value of
less than AMD50,000 is one year.

Intangible assets acquired before 1 January 2014 are amortized
over their useful economic lives. If it is impossible to determine
the useful life of an intangible asset, the minimum amortization
period for the asset is set at 10 years, but it may not exceed the
period of the taxpayer’s activity.

Under the law, land cannot be depreciated.

Fixed and intangible assets acquired on or after 1 January 2014.
The annual amount of depreciation allowances of fixed assets
acquired after 1 January 2014 is calculated by multiplying the net
book (residual) value (as at the last day of reporting period) of
each group of fixed assets by the annual depreciation rate for the
appropriate group of fixed assets The following are the annual
maximum depreciation rates for each group of fixed assets.

Maximum annual
depreciation
Group Assets rate (%)
1 Buildings and constructions of
hotels, boarding houses, rest
homes, sanitariums and educational

institutions 15
2 Other buildings, constructions and

transmission devices 7.5
3 Robot equipment and assembly lines 50

Calculating devices and computers 100
5 Other fixed assets, including growing

cattle, perennial plants, and investments
intended for improving the land 30
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For purposes of the determination of taxable income, taxpayers
may choose an annual depreciation rate for fixed assets other than
the rates mentioned in the above table, but the chosen rates may
not exceed one of the above-mentioned rates for the appropriate

group.

The maximum annual depreciation rate for buildings, construc-
tions and transmission devices located in a disaster area is 100%.

The maximum annual depreciation rate for a group of fixed assets
with a book (residual) value of less than AMDS50,000 (as of the
last day of reporting period) is 100%.

Intangible assets are amortized over their useful economic lives.
If it is impossible to determine the useful life of a group of intan-
gible asset, the maximum annual amortization rate is set 20%, but
it may not be less than the rate calculated based on the period of
the taxpayer’s activity.

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

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

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

Nature of tax Rate (%)

Value-added tax (VAT); imposed on

the delivery of goods and rendering of

services, free or partially free consumption

and the importation of goods through the

“Importing for Free Turnover” customs

regime, with the exception of cases specified

by law; reverse-charge VAT is imposed on

entrepreneurial activities subject to VAT that

are performed in Armenia by foreign entities

(including the import of goods to be used by

such entities) 0/20
Excise tax; imposed on certain goods (tobacco

products, alcoholic beverages, petrol, diesel

fuel and motor oils imported or produced in

Armenia, as well as passenger vehicles that

have more than AMD25 million customs

value or that are two years old and have a

4.5-liter engine capacity); the tax is calculated

as a specified amount per unit or as a certain

percentage of the price of goods subject to

excise tax Various
Property tax; generally imposed at local

(municipal) level

Buildings and constructions; tax base is

cadastral value 0.1to1
Vehicles; tax base is traction-motor power Various

Land tax is also generally imposed at the local level in Armenia.
Hotel tax, which will be imposed at the local level, will become
effective after parliament enacts the relevant law.
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E. Foreign-exchange controls

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

Armenia does not impose restrictive currency-control regulations.
Individuals and enterprises may open bank accounts abroad with-
out any restriction if they declare such accounts with the tax
authorities. In general, all transactions performed in Armenia
between resident legal entities or individuals must be performed
in Armenian drams. Transactions between resident legal entities
or private entrepreneurs and nonresident legal entities or private
entrepreneurs may be conducted in other currencies.

F. Treaty withholding tax rates

Armenia has entered into tax treaties with 41 countries. The fol-
lowing table lists the withholding tax rates under these treaties.
In general, if the withholding tax rate provided in a treaty exceeds
the rate provided by the Law of Armenia on “Corporate income
tax,” the domestic rate applies.

Dividends Interest (1) Royalties

% % %
Austria 5/15 (a) 0/10 (v) 5
Belarus 10/15 (b) 10 10
Belgium 5/15 (a) 0/10 (v) 8
Bulgaria 5/10 (c) 10 10
Canada 5/15 (d) 10 10
Czech Republic 10 5/10 (e) 5/10 ()
China 5/10 (g) 10 10
Croatia 0/10 (h) 10 5
Cyprus 0/5 (x) 5 5
Estonia 5/15 (i) 10 10
Finland 5/15 (i) 5 5/10 (j)
France 5/15 (k) 0/10 (v) 5/10 (1)
Georgia 5/10 (g) 10 5
Germany 15 5 0
Greece 10 10 5
Hungary 5/10 (g) 10 5
India 10 10 10
Iran 10/15 (m) 10 5
Ireland 0/5/15 (bb) 5/10 (ce) 5
Italy 5/10 (n) 0/10 (w) 7
Kazakhstan 10 10 10
Kuwait 5 5 10
Latvia 5/15 (i) 10 10
Lebanon 5/10 (g) 8 5
Lithuania 5/15 (i) 10 10
Luxembourg 5/15 (a) 10 5
Moldova 5/15 (o) 10 10
Netherlands 5/10 (p) 0/5 (v) 5
Poland 10 5 10

Qatar 5/10 (q) 5 5
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Dividends Interest (1)  Royalties

% % %

Romania 5/10 () 10 10
Russian Federation 5/10 (s) 0 0
Slovenia 5/10 (g) 10 5
Spain 0/10 (y) 5 5/10 (z)
Switzerland 5/15 (t) 0/10 (v) 5
Syria 10 10 12
Thailand 10 10 10
Turkmenistan 5/15 (u) 10 10
Ukraine 5/15 (u) 10 0
United Arab
Emirates 3 0 5
United Kingdom 0/5/10/15 (aa) 5 5
Non-treaty countries 10 10 10

)

(@

(b)

(d)

(©)

()

(8

(h)

®

0]

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

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

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

The 5% rate applies if the actual owner of the dividends is a company that has
invested in the payer more than USD40,000 (or the equivalent amount in
Armenian currency). The 10% rate applies in all other cases.

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

The 5% rate applies to interest on loans or credits granted by banks.

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

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

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

The 5% rate applies to the royalties for the use of, or the right of use, com-
puter software, patents, trademarks, designs or models, plans or secret formu-
las or processes, or for information concerning industrial, commercial or
scientific experience (know-how). The 10% rate applies in all other cases.
The 5% rate applies if the actual owner of the dividends is a company that
directly or indirectly holds at least 10% of the assets of the company paying
the dividends. The 15% rate applies in all other cases.

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

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

The 5% rate applies if the actual owner of the dividends is a company that
directly holds at least 10% of the capital of the company paying the dividends
for a minimum period of 12 months before the date of declaration of the
dividends and if the capital invested by the beneficial owner exceeds
USD100,000 or the equivalent amount in Armenian currency. The 10% rate
applies in all other cases.
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The 5% rate applies if the actual owner of the dividends is a company (other
than a partnership) that holds at least 25% of the capital of the company
paying the dividends. The 15% rate applies in all other cases.

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

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

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

The 5% rate applies if the capital invested by the actual owner of the divi-

dends exceeds USD100,000. The 10% rate applies in all other cases.

The 5% rate applies if the actual owner of the dividends is a company that

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

The 10% rate applies in all other cases.

The 5% rate applies if the actual owner of the dividends is a company that

directly holds at least 25% of the share capital of the company paying the

dividends. The 10% rate applies in all other cases.

The 5% rate applies if the actual owner is a company (other than a partner-

ship) that directly holds at least 25% of the capital of the company paying the

dividends and if the capital invested by the beneficial owner exceeds

CHF200,000 (or the equivalent amount in Armenian currency) on the date of

receipt of the dividends. The 15% rate applies in all other cases.

The 5% rate applies if the actual owner of the dividends is a company that

owns at least 25% of the capital of the company paying the dividends. The

15% rate applies in all other cases.

The 0% rate applies to interest connected to sales on credit of industrial,

commercial or scientific equipment or business assets, and to interest on

loans granted by banking enterprises.

The 0% rate applies to the interest on loans granted by banking enterprises.

The 0% rate applies if the capital invested by the actual owner of the divi-

dends exceeds EUR150,000. The 5% rate applies in all other cases.

The 0% rate applies if all of the following conditions are satisfied:

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

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

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

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

rights of literary, artistic or scientific works, including cinematographic

films or films or tapes used for radio or television broadcasting. The 10%

rate applies in all other cases.

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

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

all of the following conditions:

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

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

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

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

derived directly or indirectly from immovable property within the meaning

of Article 6 by an investment vehicle that distributes most of this income
annually and if such vehicle’s income from this immovable property is
exempted from tax. The 10% rate applies in all other cases.

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

nership) that satisfies the following conditions:

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

dividends.

It owned the holding for a period of at least two years before it made the

claim for the 0% rate.

In the contracting state in which the company is resident, the company is

relieved from tax on dividends by an exemption or would, but for this

measure in the tax treaty, be entirely relieved by a credit for tax paid with
respect to dividends paid by the company paying the dividends.

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

nership) that holds directly at least 10% of the capital of the company paying

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

The 5% rate applies if interest is paid with respect to loans granted by bank-

ing enterprises. The 10% rate applies in all other cases.
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Business Tax Advisory

* Bryan D. Irausquin +599 (9) 430-5075
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Email: bryan.irausquin@an.ey.com
Luenne Gomez-Pieters +297 521-4444
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A. At a glance

Corporate Income Tax Rate (%) 28
Capital Gains Tax Rate (%) 28
Branch Tax Rate (%) 28
Withholding Tax (%)
Dividends 0/5/7.5/10 (a)
Interest 0
Royalties from Patents, Know-how, etc. 0
Foreign-Exchange Commission 1.3 (b)
Branch Remittance Tax 0

Net Operating Losses (Years)
Carryback 0
Carryforward 5

(a) The 0% rate applies to dividends paid to resident holding companies. The 5%
rate applies to dividends paid to nonresident publicly traded companies and
to dividends paid on qualifying shareholdings under applicable tax treaties.
The 10% rate applies in all other circumstances. However, under the Tax
Regulation for the Kingdom of the Netherlands, the general withholding tax
rate of 10% on dividend distributions from entities resident in Aruba may be
reduced to 7.5% or 5%.

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

B. Taxes on corporate income and gains

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

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

Permanent establishment. A permanent establishment is deemed

to exist in Aruba in the case of the following:

A permanent representative in Aruba.

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

Rates of corporate income tax. Corporate income tax is imposed
at a flat rate of 28%.

Companies operating in the free zone are subject to corporate
income tax at a rate of 2% on profits derived from their activities
and to a free zone facility charge of 0.75% on their annual gross
turnover. The free zone is a defined territory in which no import
duties are levied if the goods are not imported for use in the
domestic market. In addition, free-zone companies are not sub-
ject to turnover tax and are exempt from the foreign-exchange
commission.

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

Imputation Payment Companies. Imputation Payment Companies

(IPCs) are subject to the regular corporate tax rate of 28%. How-

ever, on the distribution of profits, the Aruban government makes

an imputation payment to the shareholders of the IPC. The effec-

tive corporate tax rate for an IPC can be as low as 2%. An IPC

may engage in the following qualifying activities only:

* Hotel operations

* Aviation operations

« Shipping operations

* Sustainable energy business

* Developing, acquiring, holding, maintaining and licensing in-
tellectual and industrial rights, similar rights and usage rights

« Insuring special entrepreneurial risks (activities of captive in-
surance companies)

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

» Making portfolio investments (other than in real estate)

* Holding of shares and participation rights

Aruba Exempt Companies. An Aruba Exempt Company is exempt

from corporate income tax and withholding tax on dividends paid

if it performs one of the following activities:

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

« Investing other than in real estate

* Holding of shares and participation rights

* Licensing of intellectual and industrial rights, similar rights and
usage rights

Fiscal transparency. Aruban limited liability companies can opt
for fiscal transparency for Aruban corporate income tax and divi-
dend withholding tax purposes within one month after incorpora-
tion. If fiscal transparency is granted, the limited liability company
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is treated for tax purposes as a partnership; that is, only the
partners can be taxed in Aruba on Aruban-source income. It is
also possible to obtain an advance ruling from the local tax
authorities on the treatment of the local presence.

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

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

Administration. The corporate income tax return for the preced-
ing accounting period must be filed within 60 days after issuance
of the tax return forms. The tax return form is normally issued
within five months after the year-end. The corporate income tax
due is payable two months after the receipt of the assessment. In
principle, a filing extension can be obtained.

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

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

Participation exemption. Aruban resident companies are exempt

from corporate income tax on dividends and capital gains derived

from qualifying participations. A qualifying foreign participation

must satisfy both of the following conditions:

» The shares must not be held as inventory or as a portfolio
investment.

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

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

C. Determination of trading income

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

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

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

D. Miscellaneous matters

Foreign-exchange controls. The Central Bank of Aruba regulates
the foreign-exchange market and carries out the necessary trans-
actions as executor of exchange policy. Remittances abroad
require an exchange license issued by the Central Bank of Aruba.
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Debt-to-equity rules. Aruba does not impose a debt-to-equity ratio.

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

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

* The agreement between the entities

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

E. Tax treaties

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

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

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

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

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

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

Aruba has entered into tax information exchange agreements
(TIEAs) with Antigua and Barbuda, Argentina, Australia,
Bahamas, Bermuda, the British Virgin Islands, Canada, Cayman
Islands, Denmark, Faroe Islands, Finland, France, Greenland,
Iceland, Mexico, Norway, St. Kitts and Nevis, St. Lucia, St.
Vincent and the Grenadines, Spain, Sweden, the United Kingdom
and the United States.
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Aruba is recognized by the Organisation for Economic Co-
operation and Development (OECD) as a jurisdiction that has
substantially implemented the internationally agreed tax standard
and, as such, is white listed. Aruba also signed the convention on
mutual administrative assistance in tax matters.

F. Possible tax changes

In January 2013, the Aruban government announced a preferen-
tial policy that allows for several tax amendments, including,
among others, the introduction of a reduced tax rate for compa-
nies located in a special zone, amendments to the current free-
zone legislation, amendments to the IPC regime, and other facili-
ties for hotels and timeshare resorts. However, the preferential
policy has not yet been included in legislation.
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Principal Tax Contacts

¢ Glenn Williams, +61 (2) 9248-4920
Sydney Markets Leader Mobile: +61 413-877-472
Email: glenn.wiliams@au.ey.com
* Craig Robson, +61 (8) 9429-2271
Oceania Tax Leader Mobile: +61 413-056-942
(resident in Perth) Email: craig.robson@au.ey.com

International Tax Services — Core
David Burns +61 (2) 9248-5059
Mobile: +61 404-480-284
Email: david.burns@au.ey.com

Stephen Chubb, +61 (2) 9248-4799
Oceania Real Estate Leader Mobile: +61 411-641-405

Email: stephen.chubb@au.ey.com
Tony Cooper +61 (2) 9248 4975

Mobile: +61 427-590-941

Email: tony.cooper@au.ey.com
Sean Monahan +61 (2) 8295-6226

Mobile: +61 416-194-314

Email: sean.monahan@au.ey.com

* Daryn Moore, Oceania +61 (2) 9248-5538
International Tax Services Leader Mobile: +61 437-136-087
Email: daryn.moore@au.ey.com
Leonid Shaflender +61 (2) 8295-6735

Mobile: +61 414-268-391

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

Mobile: +61 416-121-250

Email: david.short@au.ey.com

International Tax Services — Tax Desk Abroad

Michael Anderson +1 (212) 773-5280
(resident in New York) Email: michael.anderson@ey.com

International Tax Services — Transfer Pricing

* Paul Balkus, +61 (2) 9248-4952
Oceania Transfer Pricing Leader Mobile: +61 412-286-805
Email: paul.balkus@au.ey.com
* Jesper Solgaard, +61 (2) 8295-6440
Oceania Transfer Pricing Leader Mobile: +61 407-295-285
Email: jesper.solgaard@au.ey.com
David Tracey +61 (2) 9248-4885

Mobile: +61 404-040-399
Email: david.tracey@au.ey.com

Global Compliance and Reporting
Margherita Antonelli, +61 (2) 9248-4547
Oceania Compliance and Mobile: +61 403-345-316
Reporting Leader Email: margherita.antonelli@au.ey.com
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lan Betts

* Jon Dobell, Asia-Pacific
Compliance and Reporting Leader

Tax Policy and Controversy
* Howard Adams, Asia-Pacific
Tax Controversy Leader

* Alf Capito,
Asia-Pacific Tax Policy Leader

Craig Jackson

Glenn Williams,
Sydney Markets Leader

Business Tax Services

* Andrew Lapa, Oceania Business
Tax Services Leader

Business Tax Advisory

Strategic Growth Markets
Justin Howse,

Strategic Growth Markets Leader

Steven Porges

Jason Wrigley

Financial Services
Daryl Choo

Antoinette Elias

Simon Jenner

Paul McLean

* Grant Peters, Oceania Head of

Financial Services Office — Tax

George Stamoulos

+61 (2) 9248-4872

Mobile: +61 411-641-402
Email: ian.betts@au.ey.com
+61 (2) 8295-6949

Mobile: +61 433-145-338
Email: jon.dobell@au.ey.com

+61 (2) 9248-5601

Mobile: +61 413-872-823

Email: howard.adams@au.ey.com
+61 (2) 8295-6473

Mobile: +61 416-295-888

Email: alf.capito@au.ey.com

+61 (2) 9248-4905

Mobile: +61 411-645-953

Email: craig.jackson@au.ey.com
+61 (2) 9248-4920

Mobile: +61 413-877-472

Email: glenn.williams@au.ey.com

+61 (2) 9248-4128
Mobile: +61 413-706-141
Email: andrew.lapa@au.ey.com

+61 (2) 9248-4459

Mobile: +61 422-009-680

Email: justin.howse@au.ey.com
+61 (2) 9248-4106

Mobile: +61 413-750-563

Email: steven.porges@au.ey.com
+61 (2) 9248-5303

Mobile: 61 403-601-537

Email: jason.wrigley@au.ey.com

+61 (2) 9248-4472

Mobile: +61 404-035-825

Email: daryl.choo@au.ey.com

+61 (2) 8295-6251

Mobile: +61 402-908-233

Email: antoinette.elias@au.ey.com
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Mobile: +61 438-225-337

Email: simon.jenner@au.ey.com
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Resources (Mining and Metals, Oil and Gas and Chemicals)

Mark Dawson

Graham Frank,
Deputy Leader — Asia-Pacific Tax

+61 (2) 8295-6194

Mobile: +61 402-995-866

Email: mark.dawson@au.ey.com
+61 (2) 9248-4810

Mobile: +61 421-059-235

Email: graham.frank@au.ey.com
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Colin Jones

* Andrew Lapa, Oceania Business
Tax Services Leader

Jonathan Rintoul

Retail, Consumer and Industrial Products

lan Betts

+61 (2) 9248-4724

Mobile: +61 411-752-734

Email: colin.jones@au.ey.com

+61 (2) 9248-4128

Mobile: +61 413-706-141
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+61 (2) 9248-4872
Mobile: +61 411-641-402
Email: ian.betts@au.ey.com

Technology, Media and Entertainment and Telecommunication (TMT)

Sean Monahan,
TMT Leader

Greg Pratt

Simon Tonkin

European Business Group

* Andrew Lapa, Business Tax
Services Leader

North American Business Group
Sean Monahan

Japanese Business Group
Yuko Kearns

Research and Development
Mark Chan

Jamie Munday, Oceania Research
and Development Leader

Private Client Services
Peter White, Sydney Private

Client Services Leader

Transaction Tax
Ryan Davis

Christopher Gibbs

Richard Lambkin

* lan Scott,
Oceania Transaction Tax Leader

+61 (2) 8295-6226

Mobile: +61 416-194-314

Email: sean.monahan@au.ey.com
+61 (2) 8295-6095

Mobile: +61 419-723-410

Email: greg.pratt@au.ey.com

+61 (2) 8295 6680

Mobile: +61 411-880-003

Email: simon.tonkin@au.ey.com

+61 (2) 9248-4128
Mobile: +61 413-706-141
Email: andrew.lapa@au.ey.com

+61 (2) 8295-6226
Mobile: +61 416-194-314
Email: sean.monahan@au.ey.com

+61 (2) 9248-5518
Mobile: +61 408-244-958
Email: yuko.kearns@au.ey.com

+61 (2) 9248-4442

Mobile: +61 402-892-693

Email: mark.chan@au.ey.com
+61 (2) 9276-9087

Mobile: +61 416-125-210

Email: jamie.munday@au.ey.com

+61 (2) 8295-6269
Mobile: +61 419-474-670
Email: peter.white@au.ey.com

+61 (2) 9248-4969

Email: ryan.davis@au.ey.com

+61 (2) 8295-6413

Mobile: +61 403-178-599

Email: christopher.gibbs@au.ey.com
+61 (2) 8295-6817

Mobile: +61 429-123-593

Email: richard.lambkin@au.ey.com
+61 (2) 9248-4774

Mobile: +61 411-552-304

Email: ian.scott@au.ey.com
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Indirect Tax

Marc Bunch, Oceania Customs
and International Trade

Greg Hill

* Mark Tafft,
Oceania Indirect Tax Leader

Human Capital
* Nick Pond, Asia-Pacific
Human Capital Leader

+61 (2) 9248-5553

Mobile: +61 400-711-982
Email: marc.bunch@au.ey.com
+61 (2) 8295-6432

Mobile: +61 412-175-128
Email: greg.hill@au.ey.com
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¢ Christopher Sharpley,
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Strategic Growth Markets
Sam Howard
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Mobile: +61 413-059-503

Email: janet.finlay@au.ey.com

+61 (8) 8417-1686

Mobile: +61 404-688-243

Email: chris.sharpley@au.ey.com
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Mobile: +61 414-764-004

Email: sean.van.der.linden@au.ey.com

+61 (8) 8417-1672
Mobile: +61 414-368-112
Email: sam.howard@au.ey.com
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International Tax Services — Core
John Seccombe

+61 (7) 3011-3333
Fax: +61 (7) 3011-3100

+61 (7) 3243-3669
Mobile: +61 438-866-572
Email: john.seccombe@au.ey.com

International Tax Services — Transfer Pricing

Kevin Griffiths

Business Tax Advisory
Murray Graham

Desley Grundy

+61 (7) 3243-3754
Mobile: +61 402-890-343
Email: kevin.griffiths@au.ey.com

+61 (7) 3011-3264

Mobile: +61 403-059-931

Email: murray.graham@au.ey.com
+61 (7) 3011-3243

Mobile: +61 401-994-007

Email: desley.grundy@au.ey.com
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Brent Ducker, +61 (7) 3243-3723
Mining and Metals Mobile: +61 409-262-925
Email: brent.ducker@au.ey.com
Michael Hennessey, +61 (7) 3243-3691
Mining and Metals Mobile: +61 414-286-853
Email: michael.hennessey@au.ey.com
Michael Chang, +61 (7) 3011-3126
Oil and Gas Mobile: +61 421-612-808
Email: michael.chang@au.ey.com
Private Client Services
lan Burgess +61 (7) 3243-3711
Mobile: +61 414-470-402
Email: ian.burgess@au.ey.com
Tax Controversy
Damien Bourke +61 (7) 3011-3591
Mobile: +61 418-154-127
Email: damien.bourke@au.ey.com
Transaction Tax
¢ Paul Laxon, Office Leader +61 (7) 3243-3735
and Oceania Power Mobile: +61 419-706-353
and Utility Leader Email: paul.laxon@au.ey.com
Michael Chang +61 (7) 3011-3126
Mobile: +61 421-612-808
Email: michael.chang@au.ey.com
Reid Zulpo +61 (7) 3243-3772
Email: reid.zulpo@au.ey.com
Indirect Tax
Patrick Lavery +61 (7) 3243-3694
Mobile: +61 419-706-342
Email: patrick.lavery@au.ey.com
David Wilson, Customs and +61 (7) 3011-3346
International Trade Mobile: +61 421-062-546
Email: david.wilson@au.ey.com
Human Capital
Shannon James +61 (7) 3011-3182
Mobile: +61 412-627-541
Email: shannon.james@au.ey.com
Canberra, Australian Capital Territory GMT +10
EY +61 (2) 6267-3888
121 Marcus Clarke Street Fax: +61 (2) 6246-1500
Canberra
Australian Capital Territory 2600
Australia
Business Tax Advisory
¢ Todd Wills, Office Leader +61 (2) 6267-3876
and Oceania Government Mobile: +61 414-298-810
and Public Sector Leader Email: todd.wills@au.ey.com
Melbourne, Victoria GMT +10

EY

EY Building

8 Exhibition Street
Melbourne, Victoria 3000
Australia

+61 (3) 9288-8000
Fax: +61 (3) 8650-7777
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International Tax Services — Core
Brendan Dardis +61 (3) 9288-8080
Mobile: +61 403-573-084
Email: brendan.dardis@au.ey.com
Peter Janetzki +61 (3) 8650-7525
Mobile: +61 428-263-416
Email: peter.janetzki@au.ey.com

Michael Wachtel, +61 (3) 8650-7619
Global Leader — Tax Quality Mobile: +61 408-994-646
& Risk Management Email: michael.wachtel@au.ey.com

International Tax Services — Transfer Pricing
Keir Cornish +61 (3) 9288-8051
Mobile: +61 421-053-083
Email: keir.cornish@au.ey.com
Business Tax Services
Trevor Hughes +61 (3) 8650-7363
Mobile: +61 413-865-655
Email: trevor.hughes@au.ey.com
lan McNeill +61 (3) 8650 7388
Mobile: +61 411-036-592
Email: ian.mcneill@au.ey.com
Tax Policy and Controversy
Peter van den Broek +61 (3) 8650-7560
Mobile: +61 439-208-921
Email: peter.van.den.broek@au.ey.com
Sue Williamson +61 (3) 9288-8917
Mobile: +61 411-646-783
Email: sue.williamson@au.ey.com
Andrew Woollard +61 (3) 8650-7511
Mobile: +61 414-911-518
Email: andrew.woollard@au.ey.com

Global Compliance and Reporting
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Australia is reforming its tax system through various tax reviews and gov-
ernment reform initiatives. As a result, various tax settings are changing
over time. Because of these developments, readers should obtain updated
information before engaging in transactions.

A. At a glance
Corporate Income Tax Rate (%) 30 (a)
Capital Gains Tax Rate (%) 30 (a)
Branch Tax Rate (%) 30
Withholding Tax (%)
Dividends
Franked 0 (b)
Unfranked 30 (¢)
Conduit Foreign Income 0 (d)
Interest
General 10 (e)
Interest Paid by Australian Branch of
Foreign Bank to Parent 5()
Interest (Debentures, State and Federal
Bonds and Offshore Banking Units) 0 (g)
Royalties from Patents, Know-how, etc. 30 (h)
Construction and Related Activities 5 (i)
Fund Payments from Managed Investment
Trusts 15 (j)
Branch Remittance Tax 0

Net Operating Losses (Years)
Carryback 1 (k)
Carryforward Indefinite (1)

(a) The coalition government elected in September 2013 is proposing to reduce
the corporate rate to 28.5%, effective from 1 July 2015. A new 1.5% Paid
Parental Leave Scheme Levy will be imposed on companies with taxable in-
comes in excess of AUDS million (levied on the excess income amount),
effective from 1 July 2015. For corporations, capital gains are taxed at the
corporate income tax rate, with no reduced tax rates.

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

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

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

(e) In general, this is a final withholding tax that is imposed on payments to
nonresidents only. However, withholding tax is imposed in certain circum-
stances on interest paid to residents carrying on business overseas through a
permanent establishment (branch). Modern Australian tax treaties exempt
government and unrelated financial institutions from withholding tax.

(f) Interest paid by an Australian branch of a foreign bank to its parent is subject
to a rate of 5% on the notional interest rate based on the London Interbank
Offer Rate (LIBOR).

(g) Unilateral exemptions from interest withholding tax are provided for certain
publicly offered debentures, for state and federal government bonds and for
offshore borrowing by offshore banking units.

(h) In general, this is a final withholding tax that is imposed on gross royalties
paid to nonresidents. A reduced rate (5% in recent treaties) applies to residents
of treaty countries.

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

() The 7.5% rate applied for fund payments made with respect to the 2012
income year. Effective from 1 July 2012, Managed Investment Trusts that hold
only newly constructed energy-efficient commercial buildings may be eligi-
ble for a 10% withholding tax rate.
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(k) Effective from 1 July 2012, companies may carry back up to AUD1 million
of losses to obtain a refund of tax paid in the preceding year. Effective from
1 July 2013, companies may carry back up to AUDI million of losses against
tax paid up to two years earlier (see Relief for losses in Section C). The new
federal government has proposed the repeal of the loss carryback, effective
from the beginning of the 2013-14 income year.

(I) Tax losses incurred in the 1989-90 and subsequent tax years may be carried
forward indefinitely.

B. Taxes on corporate income and gains

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

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

Rates of corporate tax. For the 2013-14 income year, resident
corporations are subject to tax at a rate of 30%. Income of non-
resident corporations from Australian sources is similarly taxable
at 30% if it is not subject to withholding tax or treaty protection.
However, a nonresident corporation not operating in Australia
through a permanent establishment is generally subject to tax only
on Australian-source passive income, such as rent, interest, royal-
ties and dividends.

The company tax rate will be reduced to 28.5% for all companies,
effective from 1 July 2015. A 1.5% Paid Parental Leave Scheme
Levy will be imposed on companies with taxable income in ex-
cess of AUDS5 million (levied on the excess income amount),
effective from 1 July 2015.

Resource taxation. Legislation to reform the taxation of resources
in Australia applies from 1 July 2012.

The existing Petroleum Resource Rent Tax (PRRT) is expanded,
effective from 1 July 2012. Previously, the PRRT applied only to
offshore projects (that is, companies undertaking petroleum
activities in Commonwealth waters, excluding projects located in
the North West Shelf and certain areas within the Australian/East
Timor Joint Petroleum Development Area [JPDAJ).

The expanded PRRT applies to all projects, including onshore
petroleum projects and projects in the North West Shelf, but proj-
ects in the JPDA continue to be excluded. Transitional measures
apply to existing projects. The PRRT is imposed at a rate of 40%
on project profits from the extraction of non-renewable petroleum
resources.

A Mining Resources Rent Tax (MRRT) applies to iron ore and
coal production, effective from 1 July 2012. The MRRT applies
at a rate of 30% less a 25% extraction allowance (resulting in an
effective tax rate of 22.5%) on mining profits after allowance for
certain operating and capital expenditure. MRRT is deductible
for corporate income tax purposes, and a credit against MRRT is
allowed for state royalties.
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The new federal government has introduced law to repeal the
MRRT, effective from 1 July 2014, but the Senate had not yet
passed the repeal as of December 2013 (the government is expect-
ed to gain a Senate majority in July 2014).

The federal government has proposed a new Exploration Develop-
ment Initiative. Investors will be able to deduct mining explora-
tion expenses against their taxable income, effective from 1 July
2014, but deductions will be limited so that the loss of tax reve-
nue is capped at AUD100 million over three years (precise details
unknown).

An immediate tax deduction for exploration expenditure is ex-
tended to the exploration of geothermal energy sources, effective
from 1 July 2012. However, the new federal government pro-
poses to repeal the immediate deduction for geothermal explora-
tion, effective from 1 July 2014.

Carbon-pricing mechanism. Australia’s carbon-pricing mechanism
began on 1 July 2012 with a fixed-price period for three years that
would transition to an emissions-trading scheme, effective from
1 July 2015. The new federal government has introduced a law to
repeal the carbon-pricing mechanism, effective from 1 July 2014,
but the Senate had not yet passed the law as of December 2013.
The government has announced a proposed “Direct Action Plan”
to reduce emissions.

Capital gains

Income and capital gains. Australia’s tax law distinguishes income
(revenue) gains and losses from capital gains and losses, using
principles from case law (no statutory definitions exist). Broadly,
capital gains and losses are not assessable or deductible under the
ordinary income tax rules. However, the capital gains tax (CGT)
provisions in the tax law may apply.

Capital gains tax. The CGT provisions apply to gains and losses
from designated CGT events. The list of designated CGT events
includes disposals of assets, grants of options and leases, and
events arising from the tax-consolidation rules (see Section C).

Capital gains are calculated by identifying the capital proceeds
(money received or receivable or the market value of property
received or receivable) with respect to the CGT event and deduct-
ing the cost base. CGT gains are reduced by amounts that are
otherwise assessable.

Special rules apply to assets acquired by companies before
20 September 1985.

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

Capital losses are deductible only from taxable capital gains; they
are not deductible from ordinary income. However, ordinary or
trading losses are deductible from net taxable capital gains.
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Foreign residents and CGT. Foreign residents are subject to CGT
if an asset is “taxable Australian property,” which includes broadly
the following:

* Taxable Australian real property: real property located in Australia
including a leasehold interest in land, or mining and quarrying
or prospecting rights, if the minerals, petroleum or quarry mate-
rials are located in Australia

* Indirect Australian real property interest: broadly, a non-portfolio
interest in an Australian or foreign entity if more than 50% of
the market value of the entity’s assets relates to assets that are
taxable Australian real property (stricter asset valuation rules
apply from 14 May 2013 to protect the integrity of the principal
asset test)

* The business assets of an Australian permanent establishment

The government will introduce a non-final withholding regime to
support the operation of the foreign resident CGT regime, effec-
tive from 1 July 2016.

CGT participation exemption for disposals of shares in foreign
companies. The capital gain or capital loss derived by a company
from the disposal of shares in a foreign company may be partly
or wholly disregarded to the extent that the foreign company has
an underlying active business, if the company has held a direct
voting interest in the foreign company of at least 10% for a pe-
riod of at least 12 months in the 2 years before the disposal. This
participation exemption can also reduce the attributable income
arising from the disposal of shares owned by a controlled foreign
company in another foreign company (see Section E).

Administration. The Australian tax year ends on 30 June. For cor-
porate taxpayers with accounting periods ending on other dates,
the tax authorities may agree to use a substituted accounting
period.

In general, companies with an income year-end of 30 June must
file an annual income tax return by the following 15 January.
Companies granted permission to adopt a substituted accounting
period must file their returns by the 15th day of the 7th month
after the end of their income year.

Under a pay-as-you-go (PAYG) installment system, in general,
companies must make quarterly payments of income tax within
21 days after the end of each quarter of the tax year. The amount
of each installment is based on the income earned in the quarter.
The installment obligations for larger companies will eventually
transition to monthly payments; companies with over AUD1 bil-
lion of turnover are the first to move to monthly installments,
effective from January 2014.

Dividends. Franked distributions received by resident companies
from other Australian resident companies are effectively received
free from tax under the gross-up and tax offset rules.

Dividends paid by Australian resident companies are franked
with an imputation credit to the extent that Australian corpor-
ate income tax has been paid by the company on the income be-
ing distributed. The proposed Paid Parental Leave Scheme Levy
of 1.5% will not create franking credits. Tax rules discourage
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companies from streaming imputation credits to those sharehold-
ers that can make the most use of the credits, at the expense of
other shareholders.

A company may select its preferred level of franking with refer-
ence to its existing and expected franking account surplus and the
rate at which it franked earlier distributions. However, under the
“benchmark rule,” all distributions made by a private company
within a franking period must generally be franked to the same
extent.

The consequences of receiving a franked dividend vary depend-
ing on the nature of the recipient shareholder.

A New Zealand company may choose to maintain an Australian
franking account and attach Australian franking credits to divi-
dends paid to Australian resident shareholders, if Australian com-
pany tax has been paid on that income.

Resident corporate shareholders. A resident company receiving
franked distributions grosses up the dividend amount received by
the amount of its franking credit (the credit equals the tax paid by
the paying entity). The grossed-up amount is included in the as-
sessable income of the recipient company. The recipient company
is entitled to a tax offset (rebate) equal to the amount of the frank-
ing credit on the distribution that may be used against its own tax
payable. In addition, the recipient company is allowed a franking
credit in its own franking account, which may in turn be distrib-
uted to the company’s shareholders.

A resident company is subject to tax on unfranked dividends re-
ceived, but special rules apply for certain income passed to non-
resident shareholders (see Nonresident shareholders: corporate
and non-corporate).

If a company’s entitlement to a tax offset exceeds its tax payable,
it can convert the excess franking offset into an equivalent amount
of tax loss. The tax loss may then be carried forward indefinitely
for deduction in subsequent years.

Resident individual shareholders. The shareholder includes the
dividend received plus the full imputation credit in assessable
income. The imputation credit can be offset against personal tax
assessed in the same year. Excess credits relating to dividends
received are refunded to the shareholder.

Nonresident shareholders: corporate and non-corporate. Items

relevant to dividends and foreign shareholders include the fol-

lowing:

¢ To the extent that franked dividends are paid to nonresidents,
they are free from dividend withholding tax.

* Refunds of imputation credits are not available for nonresidents.

* Special rules apply to unfranked dividends received and flowed
on by an Australian company to its nonresident parent compa-
ny. If the Australian company receives unfranked non-portfolio
dividends (from holdings of at least 10% of the voting power in
the company paying the dividends) and in turn pays a flow-on
dividend to its nonresident parent company, the Australian com-
pany may be eligible for a deduction equivalent to the unfrank-
ed non-portfolio dividend. Various conditions must be satisfied.
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* Special rules apply to “conduit foreign income” that flows
through Australian companies to foreign investors. Broadly,
conduit foreign income is foreign-source income earned by an
Australian company that is not taxed in Australia. A distribution
that an Australian corporate tax entity makes to a foreign resi-
dent is not subject to dividend withholding tax and is not assess-
able income, to the extent that the entity declares it to be conduit
foreign income.

Foreign tax relief. Australian residents are subject to Australian
tax on their worldwide income, but they may receive a foreign
income tax offset for foreign taxes paid on foreign-source income
included in assessable income. Foreign income tax offsets must
be used in the year in which the related foreign-source income is
included in assessable income. Otherwise, they are lost without
having provided any relief from double taxation. For controlled
foreign companies (CFCs; see Section E), a modified system
applies.

C. Determination of trading income

General. Taxable income is defined as assessable income less de-
ductions. Assessable income includes ordinary income and statu-
tory income (specifically listed in the tax law as being assessable
income). Non-cash business benefits may be included as income
in certain circumstances.

Australia’s tax law distinguishes income (revenue) gains and
losses from capital gains and losses, using principles from case
law. Broadly, capital gains and losses are not assessable or deduct-
ible under the ordinary income tax rules; however, the capital
gains provisions in the tax law may apply, and, for corporations
and foreign residents, capital gains tax is paid at the income tax
rate (see Section B).

The following types of income are not included in assessable

income:

* Profits from foreign branches of Australian companies (other
than, broadly, income that would be attributable under the CFC
rules, see Section E).

* Amounts paid out of income previously taxed under the CFC
rules (see Section E).

* Non-portfolio dividends received on shares held in foreign com-
panies by corporate shareholders holding at least 10% of the
voting power in the payer (special rules allow debt deductions in
deriving such income). However, the non-portfolio dividend ex-
emption is proposed to be restricted to returns on equity interests
classified under Australian rules, effective from 1 July 2014. In
addition, the special deduction for companies borrowing funds
to invest in overseas subsidiaries producing exempt dividends
will be subject to a proposed integrity rule (limited information
is currently available).

Expenses. Expenses are deductible to the extent they are incurred
in gaining or producing assessable income or are necessarily in-
curred in carrying on a business for the purpose of gaining or pro-
ducing assessable income. However, expenses of a capital nature
and those incurred in the production of exempt income are not
deductible. Apportionment of expense items having dual purposes
is possible.
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Fringe benefits tax (see Section D) is deductible. Entertainment
expenses are not deductible unless they represent fringe benefits
provided to employees. Penalties and fines are not deductible.

Under commercial debt forgiveness rules, the net amount of debts
forgiven during an income year (normally the same as an account-
ing period) reduces the debtor’s accumulated revenue tax losses,
capital losses, certain undeducted expenditure and cost bases of
assets.

Research and development. Effective from 1 July 2011, a tax
credit system applies for research and development (R&D), re-
placing the previous concession. The incentives apply to compa-
nies incorporated in Australia for R&D conducted in Australia.
The location of ownership of the resulting intellectual property is
not a barrier to a tax concession.

Core and supporting R&D activities must be registered under the
new R&D tax credit system. Supporting R&D activities must be
directly related to core R&D activities. Activities that result in the
production of goods or services are eligible only if they are under-
taken for the dominant (or sole) purpose of supporting the core
R&D activity (the “dominant purpose” test).

Eligible expenditure in excess of AUD20,000 is not deductible but

gives rise to the following:

» Nonrefundable tax credits of 40% for large companies

* For companies with group turnover of less than AUD20 million,
refundable tax credits of 45%

* For local companies conducting “foreign-owned” R&D, a 40%
nonrefundable tax credit regardless of the turnover

The R&D incentive and other innovation incentives will be re-
viewed under the Federal Government’s Boost the Competitiveness
of Australian Manufacturing policy. However, the new federal
government will proceed with a proposal to deny access to the
R&D tax incentive for companies with aggregated assessable in-
come of AUD20 billion or more for income years beginning on or
after 1 July 2013.

Debt and equity classification. Specific debt-and-equity rules focus
on economic substance rather than on legal form. If the debt test
is satisfied, a financing arrangement is generally treated as debt,
regardless of whether the arrangement could also satisfy the test
for equity. The test is complex and extends well beyond an ex-
amination of whether a borrower has a non-contingent obligation
to repay an amount of principal.

The debt or equity classification affects the taxation of dividends
(including the imputation requirements), payments from nonresi-
dent entities, thin-capitalization regime, dividend and interest
withholding taxes and related measures.

Financial arrangements. Extensive rules deal with the taxation of
“financial arrangements” (as defined) for specified taxpayers.

The default methods are accruals and realization methods. These
are supplemented by various methods available at a taxpayer’s elec-
tion, using accounting approaches with respect to certain financial
arrangements. The elective accounting methods include hedge



78 AUSTRALIA

treatment, fair-value reporting, retranslation for foreign-currency
arrangements and, in certain cases, use of the values in financial
reports for the financial arrangements.

Individuals are not mandatorily covered by these rules. Super-
annuation entities must apply the rules if the value of their assets
exceeds AUD100 million. Approved deposit-taking institutions or
securitization vehicles must apply the rules if their aggregate turn-
over exceeds AUD20 million. All other entities must apply the
rules if either their aggregate turnover exceeds AUD100 million
or if the value of their assets exceeds AUD300 million. Taxpayers
not covered by the rules can nevertheless elect to apply the rules.

The rules apply to financial arrangements first held in income
years beginning on or after 1 July 2010.

Foreign-exchange gains and losses. Specific rules govern the tax
treatment of foreign-currency gains and losses. Broadly, they pro-
vide the following:

« Foreign-currency gains and losses are brought to account when
realized, regardless of whether an actual conversion into Austra-
lian currency occurs.

« Foreign-currency gains and losses generally have a revenue
character.

* Specific translation rules apply to payments, receipts, rights and
obligations denominated or expressed in a foreign currency.

* Functional-currency rules allow an entity that operates pre-
dominantly in a particular foreign currency to determine its in-
come and expenses in that currency, with the net results being
translated into Australian currency for the purposes of calculat-
ing its Australian income tax liability.

Inventories. In determining trading income, inventories may be
valued at cost, market-selling value (the current selling value of
an article of trading stock in the particular taxpayer’s trading
market) or replacement price, at the taxpayer’s option. The last-
in, first-out (LIFO) method may not be used. If the cost method
is elected, inventories must be valued using the full-absorption
cost method.

Provisions for future expenditure. Provisions for amounts not in-
curred during the year, such as leave entitlements of employees,
are generally not deductible until payments are made. Similarly,
provisions for doubtful trading debts are not deductible until the
debt, having been previously brought to account as assessable
income, becomes bad and is written off during an income year.
Under proposed amendments, which would apply from 8 May
2012, a deduction is denied for a written-off bad debt owed by a
debtor that is a related party of the creditor.

Capital allowances (depreciation)

Uniform capital allowance regime. Capital allowance rules allow
deductions to taxpayers for the decline in value of “depreciating
assets” held by them during the year.

A “depreciating asset” is defined as an asset with a limited effec-
tive life that may be expected to decline in value over the time it
is used. Land, trading stock and intangible assets not specifically
included in the regime are not considered to be depreciating
assets.
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The depreciation rate for a depreciating asset depends on the effec-
tive life of the asset. Taxpayers may choose to use either a reason-
able estimate of the effective life or the effective life determined
by the tax authorities. This choice is not available for certain in-
tangible assets. The law prescribes the effective lives of these assets
(for example, 15 years for registered designs or 20 years for stan-
dard patents). Statutory life caps result in accelerated rates. They
are provided for certain assets used in the oil and gas, petroleum,
agricultural and transport industries and by irrigation water pro-
viders as well as for Australian-registered ships.

Taxpayers may choose the prime cost method (straight-line
method) or the double diminishing value method (200% of the
straight-line rate) for calculating the tax-deductible depreciation
for all depreciating assets except intangible assets. For certain in-
tangible assets, the prime cost method must be used.

The cost of a depreciating asset is generally the amount paid by
the taxpayer plus further costs incurred while the taxpayer holds
the asset. The depreciable cost of a motor car is subject to a maxi-
mum limit of AUD57,466 for the 2013—14 income year. A tax-
payer may choose to recalculate the effective life of a depreciating
asset if the effective life that was originally selected is no longer
accurate as a result of market, technological or other factors.

Pooling of assets may be chosen for pool assets costing more than
AUD300 but less than AUD1,000 as well as assets that have been
depreciated to less than AUD1,000. The pool balance is depre-
ciable at a rate of 37.5% (18.75% for additions during the year),
applying the declining-balance method. If the choice is not exer-
cised, the relevant assets are depreciated on the basis of their re-
spective effective lives.

Software development expenditure may be allocated to a software
development pool. Beginning in the year following the year of the
expenditure, the expenditure is deductible at a rate of 40% for two
years followed by a 20% rate in the final year.

Construction of buildings. Capital expenditure on the construction
of buildings and structural improvements may be eligible for an
annual deduction of either 2.5% or 4% of the construction expen-
diture, depending on the type of structure and the date on which
construction began.

Disposals of depreciable assets. Depreciation on assets other than
buildings is recaptured if the proceeds received on the disposal of
an asset exceed its adjustable value. Any amounts recaptured are
included in taxable income. If the proceeds received on the dis-
posal of an asset are less than its adjustable value, a deductible
balancing adjustment is allowed.

Five-year deduction for certain expenses. Certain types of busi-
ness expenditure of a capital nature may be deducted under the
capital allowance regime to the extent that the expenditure is not
taken into account elsewhere in the income tax law and is not
expressly nondeductible for tax purposes. The deduction is avail-
able on a straight-line basis over five years. Expenditure qualify-
ing for the deduction includes expenditure to establish or alter a
business structure, expenditure to raise equity and expenditure in
an unsuccessful takeover attempt or takeover defense.
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Relief for losses. Tax losses may be carried forward indefinitely
against assessable income derived during succeeding years. A loss
is generated after adding back net exempt income.

To claim a deduction for past losses, companies must satisfy either
a continuity of ownership test (more than one-half of voting, divi-
dend and capital rights) or a same business test. A modified con-
tinuity of ownership test applies to widely held companies. The
modified rules simplify the application of the continuity test by
making it unnecessary to trace the ultimate owners of shares held
by certain intermediaries and small shareholdings. As a result of
the introduction of the tax consolidation regime (see 7ax con-
solidation), losses are generally not transferable to other group
members.

Designated infrastructure projects loss concessions. Companies
that only carry on activities for certain designated infrastructure
projects are not required to test the recoupment of losses incurred
in the 201213 and following income years under the continuity
of ownership or same business tests. The losses are also increas-
ed by the long-term government bond rate. Projects must be
designated by Infrastructure Australia by 30 June 2017. A cap of
AUD2S5 billion on the value of projects applies.

Corporate loss carrybacks. Effective from 1 July 2012, all com-
panies (and entities that are taxed like companies) will be able to
carry back up to AUD1 million worth of losses to obtain a refund
of tax paid in the previous year and recorded in their franking
account. Effective from 1 July 2013, the one-year carryback will
become a two-year carryback. An anti-avoidance rule will deny
carrybacks in limited circumstances. The new federal government
has introduced a law to repeal the loss carryback rules, effective
from the start of the 2013—14 income year, but as of the end of
2013, the Senate had not yet passed the rule.

Tax consolidation. Tax consolidation is available for groups of
wholly owned companies and eligible trusts and partnerships that
elect to consolidate. Australian resident holding (head) companies
and their wholly owned Australian resident subsidiary members
of the group are taxed on a consolidated basis. Consolidation is
desirable because no grouping concessions (such as the ability to
transfer losses to other group members) are otherwise provided.
The head company becomes the taxpayer, and each subsidiary
member of the group is treated as if it were a division of the head
company. Transactions between members of a consolidated group
are disregarded for most Australian income tax purposes. The head
company assumes the income tax liability and the associated in-
come tax compliance obligations of the group.

Tax consolidation is also available for Australian entities that are
wholly owned by a single foreign holding company. The resulting
group is referred to as a multiple entry consolidated (MEC)
group, which includes the Tier-1 companies (Australian resident
companies directly owned by a foreign member of the group) and
their wholly owned Australian resident subsidiaries. A Tier-1
company is selected as the head company. The types of entities
that may be subsidiary members of an MEC group are generally
the same as those for a consolidated group.
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The consolidation rules are very significant for merger and acqui-
sition and restructuring transactions. If a tax consolidated group
acquires a “joining entity,” the tax cost base of the underlying
assets of the joining entity is reset, under complex rules, which
can affect the tax treatment of those assets (including the calcula-
tion of any tax deductions with respect to such assets). If an entity
leaves a consolidated group, the group’s cost base of shares in the
leaving entity is reset under specific exit rules. MEC groups are
subject to cost base pooling rules on entry and exit to determine
the cost base of shares in Tier-1 companies.

The tax-consolidation rules are subject to complex ongoing
changes. The tax deductions with respect to rights to future in-
come and residual cost-setting rules, when an entity joins a con-
solidated group, were altered in 2010, applying retrospectively to
2002. The 2010 changes were heavily modified in 2012, affecting
arrangements that began on or after 31 March 2011 (but transi-
tional rules preserve aspects of the 2010 changes for some groups).
Going forward, no tax costs (and consequently no deductions)
arise for rights to future income, and residual costs are treated for
tax purposes as if an acquisition of a business occurred.

On 14 May 2013, the government released two reports of the
Board of Taxation, which recommend more than 20 changes to the
tax-consolidation rules. It also announced a review of the rules
applying to multiple-entry consolidated groups (foreign 100%-
owned groups) and announced several immediate changes to the
consolidation rules, which may affect acquisitions and divest-
ments from 14 May 2013.

In addition, assets that are subject to the taxation of financial
arrangements rules (see Financial arrangements) are subject to
separate tax consolidation interaction rules. These complex rules
affect transactions and reorganizations.

Demergers. Tax relief is available if eligible company or fixed-
trust groups divide into two separately owned entities. The de-
merging company (or fixed trust) must dispose of at least 80% of
its ownership interests in the demerged entity, and the underlying
ownership interests must not change as a result of the demerger.
The rules provide investors optional capital gains tax rollover re-
lief, as well as dividend exemptions, which are available at the
option of the demerging entity. The demerger group is also pro-
vided with limited capital gains tax relief.

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

Nature of tax Rate (%)
Goods and services tax 10
Fringe benefits tax on non-cash employee benefits
Until 31 March 2014 46.5
From 1 April 2014 47

Payroll taxes paid by employers (vary by state) 4.75 10 6.85

Customs duty is levied on imports of various products into Aus-
tralia. Other significant taxes include stamp duty and land tax.
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E. Miscellaneous matters

General anti-avoidance regime. The general income tax anti-
avoidance regime (Part IVA) plays an important role in comple-
menting specific anti-avoidance rules. However, it also creates
significant uncertainty for taxpayers. The Australian courts have
dealt with several cases in which taxpayers entered into complex
commercial transactions that resulted in tax benefits. They
applied Part IVA in some cases but not in others.

Part IVA applies if, taking into account eight specified matters, it
is determined that the dominant purpose of the parties entering
into a scheme was to enable the taxpayer to obtain a tax benefit.
If the Commissioner of Taxation makes a Part IVA determination,
the tax benefit is denied and significant penalties may be imposed.

Part IVA was amended to limit the scope for taxpayers to argue
that no tax benefit exists and that Part IVA is therefore inopera-
tive. The amendments apply with respect to schemes entered into
on or after 16 November 2012.

Value shifting. A general value-shifting regime applies to counter
certain transactions involving non-arm’s-length dealings between
associated entities that depress the value of assets for certain
income tax and CGT purposes.

Transfer pricing. Australia’s tax law includes measures to ensure
that Australian taxable income associated with cross-border trans-
actions is based on arm’s-length prices. Several methods for
determining the arm’s-length price are available. The Australian
Taxation Office provides guidance in a binding tax ruling on the
appropriate methods, and taxpayers can enter into Advance Pricing
Arrangements.

For transactions in income years that began before 1 July 2013,
rules in the law that preceded the introduction of Australia’s self-
assessment regime continue to be relevant. These rules require the
Australian Taxation Office to determine whether the operating
provisions apply and, if so, to adjust the amount of consideration
for a cross-border supply or acquisition or reallocate income and
expenses between a permanent establishment and other parts of
the company.

New rules apply for transactions with parties entitled to benefit
from foreign tax treaties, applicable to income years beginning
on or after 1 July 2004. These rules confirm the Australian Tax
Office’s longstanding view that Australia’s tax treaties provide a
separate and unconstrained transfer pricing taxing power. The
amendments also allow the use of Organisation for Economic
Co-operation and Development (OECD) transfer-pricing guid-
ance material.

For all other transactions, a new law applies to income years be-
ginning on or after 1 July 2013, to bring the transfer-pricing rules
into the self-assessment regime. It requires broader and timely
documentation. The new law increases the risk of transfer-pricing
adjustments, particularly for companies that are involved in sig-
nificant intragroup financing arrangements or business restruc-
turings or that have losses or low levels of profits. Significant
aspects include the following:
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* The onus is on the Public Officer who signs the income tax re-
turn to confirm that the actual conditions are in line with arm’s-
length conditions. If the actual and arm’s-length conditions do
not align and if a transfer-pricing benefit is received, the tax-
payer must adjust taxable income, tax losses or other tax attri-
butes. Penalties apply if a Public Officer makes a false or mis-
leading statement in this regard.

* Taxpayers are treated as not having a reasonably arguable posi-
tion with respect to any international related-party transaction
that is not appropriately documented. A transfer-pricing adjust-
ment with respect to such undocumented transactions attracts a
penalty of at least 25%.

* The law incorporates 2010 OECD guidelines.

 Adjustments can only be within seven years of the date on which
the Commissioner of Taxation gives the notice of assessment.

For business income tax returns, the International Dealings
Schedule (IDS) requires detailed disclosures designed to flag
potential risk areas.

The Board of Taxation is reviewing the rules for profit attribution
to permanent establishments.

Debt-to-equity (thin-capitalization) rules. Thin-capitalization mea-
sures apply to the total debt of Australian operations of multi-
national groups (including foreign and domestic related-party
and third-party debt). In addition, the transfer-pricing measures
may affect the deductions available for related-party debt.

Thin-capitalization. The thin-capitalization measures apply to the

following:

* Foreign-controlled Australian entities and foreign entities that
either invest directly into Australia or operate a business through
an Australian branch (inward investing entities)

« Australian entities that control foreign entities or operate a busi-
ness through an overseas branch (outward investing entities)

Exceptions to the thin-capitalization rules apply in either of the

following circumstances:

* The total debt deductions of the taxpayer are AUD250,000 or
less for the year of income (this threshold increases to AUD2 mil-
lion, effective from 1 July 2014).

* Australian assets account for 90% or more of total assets of
outward investing entities (that are not also inward investing
entities).

Debt deductions are partially denied if the company’s adjusted
average debt exceeds the maximum allowable debt.

In most cases, the maximum allowable debt is calculated by refer-
ence to the safe harbor debt amount. The safe harbor debt amount
currently approximates a debt-to-equity ratio of 3:1 (or a debt-to-
total-assets ratio of 75%). However the debt-to-equity ratio will be
reduced to 1.5:1 (or 60% debt-to-total-assets ratio), effective from
1 July 2014. Separate methodologies apply to financial institu-
tions or consolidated groups with at least one member classified
as a financial entity (these ratios will also be reduced, effective
from 1 July 2014).
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Taxpayers can also determine the maximum allowable debt by
reference to an arm’s-length debt amount that is based on what
amount an independent party would have borrowed from an inde-
pendent lender. This determination requires the consideration of
several factors. The operation of the arm’s-length debt test is
under review, with a report expected by December 2014.

In addition, outward investors that are not also inward investors
can determine the maximum allowable debt of an Australian
entity by reference to the group’s worldwide gearing debt amount.

Transfer pricing. The transfer-pricing provisions apply to the
pricing of related-party debt, even if an arrangement complies
with the thin-capitalization rules. The Commissioner of Taxation
can substitute a hypothetical arm’s-length capital structure to set
an arm’s-length interest rate if the amount of debt is considered
not to be arm’s-length, even if the taxpayer is within the thin-
capitalization safe harbor debt levels. The arm’s-length interest
rate is then applied to the actual amount of debt. Recent law
changes provide stronger footing for the Commissioner of
Taxation’s ability to hypothesize.

Controlled foreign companies. Consultation to reform the control-
led foreign company (CFC) rules following the release of
exposure draft legislation in February 2011 was delayed in the
2013-14 Federal Budget in view of the commencement of the
OECD multilateral base erosion and profit-shifting initiatives.
OECD recommendations regarding the design of domestic rules
are expected by September 2015. Changes to the non-portfolio
dividend exemption were part of the CFC reform package, but
these changes have been decoupled and are proposed to apply
from 1 July 2014 as discussed in General in Section C.

A foreign company is a CFC if five or fewer Australian residents
hold at least 50% of the company or have de facto control of it,
or if a single Australian entity holds a 40% interest in the com-
pany, unless it is established that actual control does not exist.

The tainted income of a CFC is attributed to its Australian resident
owners, which are required to include such income in their assess-
able income. In general, the tainted income of a CFC is its pas-
sive income and income from certain related-party transactions.

Income is generally not attributable if the CFC passes an active-
income test. To pass this test, the CFC’s tainted income may not
exceed 5% of the CFC’s gross turnover.

Whether an amount earned by a CFC is attributable to Australian
residents depends on the country in which the CFC is resident.
The CFC rules identify “listed countries,” which have tax systems
that are considered to be closely comparable to the Australian
system. The following are the “listed countries”:

* Canada

* France

» Germany

* Japan

* New Zealand

* United Kingdom

* United States

All other countries are “unlisted countries.”
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Certain amounts are unconditionally attributed regardless of
whether the CFC is resident in a listed or unlisted country. If a
CFC resident in a listed country fails the active-income test, its
attributable income includes “adjusted tainted income,” which is
eligible designated concession income prescribed by the regula-
tions on a country-by-country basis. This income includes items
such as income subject to tonnage taxation or concessionally
taxed capital gains. If a CFC resident in an unlisted country fails
the active-income test, its attributable income includes all of its
adjusted tainted income, such as passive income (including taint-
ed interest, rental or royalty income) and tainted sales or services
income.

Non-portfolio dividends received from a foreign company are not
included in the assessable income of an Australian company.
Consequently, income derived by a CFC is exempt from Australian
income tax if remitted as dividends to an Australian company.
Under existing law, Australian taxpayers may claim debt deduc-
tions incurred in earning exempt non-portfolio dividend income,
but a new integrity rule is to be introduced (see General in
Section C; general, limited information is currently available).

Foreign Accumulation Fund rule. Foreign investment fund (FIF)
rules dealing with attribution of income related to certain non-
controlling interests are repealed, effective for the 2010—11 and
future income years. The Foreign Accumulation Fund (FAF) rule
will replace the FIF rules. The FAF rule is intended to create a
narrowly defined anti-avoidance rule targeting “interest-like re-
turns in certain foreign entities.” The FAF rule remains unfinished,
with no new draft legislation being released since the exposure
draft in February 2011. Under an announcement in June 2011,
the new law will only apply to income years beginning on or after
Royal Assent of the legislation.

Withholding taxes. Interest, dividends and royalties paid to non-
residents are subject to Australian withholding tax (also, see
Section F for treaty withholding tax rates).

The 10% withholding tax rate on interest is generally the same as
the rate prescribed by Australia’s treaties (see Section F). However,
modern treaties provide for a 0% rate for government and unre-
lated financial institutions. The interest paid by an Australian
branch of a foreign bank to its parent is subject to a rate of 5% of
the notional interest paid by the branch on internal funds of the
foreign bank entity; the notional interest is limited by reference
to the LIBOR. Unilateral exemptions from interest withholding
tax are provided for certain publicly offered debentures, state and
federal government bonds and offshore borrowing by offshore
banking units.

For dividends, the withholding tax rate of 30% applies only to the
unfranked portion of the dividend. A reduced rate applies if divi-
dends are paid to residents of treaty countries. An exemption from
dividend withholding tax applies to the part of the unfranked
dividends that is declared in the distribution statement to be con-
duit foreign income.

A final withholding tax at a rate of 30% is imposed on gross roy-
alties paid to nonresidents. The withholding tax rate is typically
reduced under a double tax treaty.
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A concessional withholding tax regime applies to distributions
by eligible managed investment trusts (see Managed investment
trusts and asset management) to nonresidents, other than distri-
butions of dividends, interest and royalties. The withholding tax
rate is 30%, but a reduced rate applies if the nonresident’s address
or place of payment is in a country that is listed in the regulations
as an “information exchange country” (see Countries listed as
“information exchange countries”).

The reduced rate is 15% for funds distributions relating to income
years beginning on or after 1 July 2012. A 7.5% rate applied for
fund payments made with respect to the 2011-12 income year.
Effective from 1 July 2012, MITs that hold only newly con-
structed energy efficient commercial buildings may be eligible for
a 10% withholding tax rate.

Countries listed as “information exchange countries.” To attract
the concessional withholding tax rates for eligible managed in-
vestment trusts and to benefit from the new IMR, a country must
be listed in the relevant regulation as an “information exchange
country.” As of 1 July 2013, the regulation lists 60 countries, in-
cluding all the countries that have entered into double tax treaties
with Australia except Austria, the Philippines and Switzerland.
The information exchange articles in existing tax treaties with
Austria and the Philippines need to be updated before those treaty
partners can be included in the list. The new treaty signed on
30 July 2013 with Switzerland includes modern information ex-
change and mutual assistance provisions, but Switzerland is not
yet listed as an information exchange country in the relevant regu-
lation. Recent additions to the list include the Bahamas, Belize,
the Cayman Islands, Monaco, St. Kitts and Nevis, St. Vincent and
the Grenadines, San Marino and Singapore (effective 1 July 2011);
Anguilla, Aruba, Belgium, Malaysia and the Turks and Caicos
Islands (effective 1 January 2012); and the Cook Islands, Korea
(South), Macau and Mauritius (effective 1 July 2012).

Foreign-exchange controls. The Financial Transaction Reports Act
1988 requires each currency transaction involving the physical
transfer of notes and coins in excess of AUD10,000 (or foreign-
currency equivalent) between Australian residents and overseas
residents, as well as all international telegraphic and electronic
fund transfers, to be reported to the Australian Transaction
Reports and Analysis Centre. This information is then available
to the Commissioner of Taxation, Federal Police, Australian
Customs Service and other prescribed law enforcement agencies.

F. Treaty withholding tax rates

Under Australian domestic law, no withholding tax is imposed on
franked dividends. Consequently, for dividends paid by Australian
resident companies, the rates in the dividend column in the table
below apply to unfranked dividends only. Franking of dividends
is explained in Section B.

Australia does not impose withholding tax on interest paid to non-
residents on certain publicly offered company debentures as well
as on interest paid on state and federal government bonds.

The following table provides treaty withholding tax rates for divi-
dends, interest and royalties.
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Argentina
Austria (u)(w)
Belgium
Canada

Chile (z)

China

Czech Republic
Denmark

Fiji

Finland (w)
France (w)
Germany
Hungary

India (dd)
Indonesia
Ireland

Italy (w)

Japan

Kiribati

Korea (South) (w)
Malaysia (w)
Malta

Mexico
Netherlands (w)
New Zealand
Norway (w)
Papua New Guinea
Philippines (u)
Poland
Romania
Russian Federation
Singapore
Slovak Republic
South Africa
Spain

Sri Lanka
Sweden

Switzerland (u)(w)(ee)

Taiwan
Thailand
Turkey (p)

United Kingdom (t)

United States
Vietnam

Non-treaty countries

Dividends
%
10/15 (b)
15
15
5/15 (k)
5/15 (aa)
15
S/15 (1)
15
20
0/5/15 (a)
0/5/15 (q)

0/5/15 (x)
0/5/15 (a)
15
15/25 (d)
15
5/15 (e)
5/15 ()

15 (ff)
10/15 (m)

15/20 (f)
5/15 (s)
0/5/15 (a)
0/5/15 (a)
15
30

Interest Royalties
% %
12 10/15 (c)
10 10
10 10
10 10
5/10 (bb)  5/10 (cc)
10 10
10 10
10 10
10 15
0/10 (g) 5
0/10 (g) 5
10 10
10 10
15 10/15 (c)
10 10/15 (c)
10 10
10 10
0/10 (g) )
10 15
15 15
15 15
15 10
10/15 (h) 10
10 10
0/10 (y) 5
0/10 (g) 5
10 10
15 25
10 10
10 10
10 10
10 10
10 10
0/10 (g) 5
10 10
10 10
10 10
10 (gg) 10 (hh)
12.5
10/25 (n) 15
0/10 (v) 10
0/10 (g) 5
0/10 (g) 5
10 10
10 30

(a) The dividend withholding tax rate is 0% if the beneficial owner of the divi-
dends is a company that holds at least 80% of the voting power in the payer.
The dividend withholding tax rate is 5% if the beneficial owner of the divi-
dends is a company that holds at least 10% of the voting power in the payer.
In all other cases, the dividend withholding tax rate is generally 15%.

(b) The 10% rate applies to franked dividends paid to a person holding directly

at least 10% of the voting power in the payer.

(c) The 10% rate applies to specified types of royalties.
(d) The 15% rate applies if a tax rebate or credit is granted to the beneficial

owner of the dividends.

(e) The 5% rate applies to franked dividends if the recipient is a company that
holds directly at least 10% of the capital of the payer.
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The 15% and 20% rates apply to dividends paid to a company that holds

directly at least 25% of the capital of the payer of the dividends. The 15% rate

applies if the condition described in the preceding sentence is satisfied and if

the payer is engaged in an industrial undertaking.

The 0% rate applies to government institutions and unrelated financial insti-

tutions. The 10% rate applies in all other cases.

The 10% rate applies if any of the following conditions are satisfied:

* The recipient is a bank or insurance company.

* The interest is derived from bonds and securities traded on a recognized
securities market.

* The payer is a bank or the purchaser of machinery and equipment with
respect to a sale on credit.

The 0% rate applies if the recipient of the dividends is a company holding

directly at least 10% of the voting power in the payer.

The 5% rate applies to dividends paid to a company that holds at least 10%

of the capital of the payer and that has invested at least AUD700,000 (or the

equivalent in Russian rubles) in the payer.

The 5% rate applies to franked dividends if the beneficial owner of the divi-

dends is a company that controls at least 10% of the voting power in the

payer.

The 5% rate applies to franked dividends.

The 10% rate applies to franked dividends.

The 10% rate applies to interest derived by financial institutions or insurance

companies.

The rate is 0% or 5% if the recipient holds at least 80% or 10%, respectively,

of the voting power in the payer. However, a 15% withholding tax rate applies

to distributions from Real Estate Investment Trusts (REITs) and dividends

paid by Japanese companies that are entitled to a deduction for dividends paid

to their beneficiaries in computing taxable income in Japan.

The withholding tax rates listed in the table apply to income derived by non-

residents on or after 1 January 2014.

Effective from 1 January 2014, the dividend withholding tax rate is 5% if the

dividends are paid to a company that holds at least 10% of the voting power

of the payer (0% if the dividends are paid out of taxed profits). The dividend

withholding tax rate is 15% in all other cases.

Effective from 1 January 2014, the 5% rate applies if the beneficial owner of

the dividends is a company that holds directly at least 10% of the voting power

of the company paying the dividend. The 15% rate applies to other dividends.

Effective from 1 January 2014, the 5% rate applies to dividends paid by a

company that is resident in Australia to a company (other than a partnership)

that holds directly at least 10% of the voting power in the company paying the

dividends. The 5% rate applies to dividends paid by a company that is resi-

dent in Turkey if the dividends are paid out of profits that have been sub-

jected to the full rate of corporation tax in Turkey and if the dividends are paid

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

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

cases.

Australia is renegotiating its double tax treaty with the United Kingdom. An

exemption from withholding tax for interest payments to related financial

institutions is one area for potential change. However, further details are not

yet available.

These countries are not currently listed as “information exchange countries”

(see Section E).

Interest derived from the investment of official reserve assets by the govern-

ment of a contracting state, its central bank or a bank performing central

banking functions in that state is exempt from tax in the other contracting

state. The 10% rate applies in all other cases.

Australia has most-favored-nation clauses in its treaties with Austria, Finland,

France, Italy, Korea (South), Malaysia, the Netherlands, Norway and Switzer-

land. Under the most-favored-nation clause, Australia and the other treaty

country must try to renegotiate their tax treaties if the withholding tax rates

in another of Australia’s tax treaties are lower.

The 0% rate applies if the recipient holds at least 80% of the payer or if the

dividends are paid with respect to portfolio investments by government bod-

ies including government investment funds. The 5% rate applies if the

recipient holds at least 10% of the payer. The 15% rate applies to other divi-

dends.

The 0% rate applies to interest paid to government institutions and unrelated

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

The withholding tax rates listed in the table apply to income derived on or

after 1 April 2013.
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(aa)

(bb)

(ce)

(dd)

(ee)

(f)

(g8)

(hh)

The 5% rate applies if the recipient beneficially owns at least 10% of the

voting power in the company paying the dividends. The 15% rate applies in

all other cases.

The 5% rate applies if the recipient is a financial institution that is unrelated

to and dealing wholly independently with the payer. The 10% rate applies in

all other cases.

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

industrial, commercial or scientific equipment. The 10% rate applies to

other royalties.

An amending protocol to the treaty signed on 16 December 2011 entered

into force on 2 April 2013. It updates various aspects of the agreement

including cross-border services, source-country taxation and assistance in

collection of taxes. However, it does not contain any changes to withholding

tax rates.

On 30 July 2013, Australia and Switzerland signed a revised tax treaty that

has not yet entered into force. The treaty with Switzerland gives a good

indication of the direction of Australia’s treaty policy to limit abuse.

Under the revised treaty, a 0% rate will apply to dividends paid to the fol-

lowing:

« Publicly listed companies or subsidiaries thereof, and unlisted companies
in certain circumstances, that hold 80% or more of the paying company

» Complying Australian superannuation funds and tax-exempt Swiss pen-
sion schemes that did not hold more than 10% of the direct voting power
or capital in the company, respectively, during the preceding 12-month
period

A 5% rate will apply to dividends paid to companies that hold 10% or more

of the paying company. A 15% rate will apply in all other cases.

Under the revised treaty, a 0% rate will apply to interest paid to the follow-

ing:

* Bodies exercising governmental functions and banks performing central
banking functions

* Banks that are unrelated to, and dealing independently with, the payer

» Complying Australian superannuation funds and tax-exempt Swiss pension
schemes

A 10% rate will apply in all other cases.

Under the revised treaty, royalties will be taxed in the source (of the royalty)

country at a rate of up to 5%. A revised definition of “royalties,” which will

exclude the right to use industrial, commercial or scientific equipment from

the definition, will lower costs for companies that lease such equipment.
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A. At a glance
Corporate Income Tax Rate (%) 25 (a)
Capital Gains Tax Rate (%) 25
Withholding Tax (%)
Dividends 25 (b)
Interest (from Bank Deposits and Securities only) 0/25 (c)
Royalties from Patents, Know-how, etc. 20 (d)
Net Operating Losses (Years)
Carryback 0
Carryforward Unlimited (e)

(a) Applies to distributed and undistributed profits.

(b) In general, applicable to dividends paid to residents and nonresidents. Certain
dividends paid to Austrian and European Union (EU) companies are exempt
from tax (see Section B).

(c) For details, see Section B.

(d) Applicable to nonresidents.

(e) The offset of loss carryforwards against taxable income is limited to 75% of
taxable income (see Section C).
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B. Taxes on corporate income and gains

Corporate income tax. In general, all companies resident in
Austria and foreign companies with a branch or permanent estab-
lishment in Austria are subject to corporate income tax. (For the
scope of income subject to tax, see Foreign tax relief.) A company
is resident in Austria if it has its legal seat or its effective place of
management in Austria. Nonresident companies are subject to tax
on their Austrian-source income only.

Rates of corporate income tax. The corporate tax rate is generally
25%.

All companies, including those incurring tax losses, are subject
to the minimum tax. In general, the minimum tax is EUR500 for
an Austrian private limited company (Gesellschaft mit besch-
raenkter Haftung, or GmbH), EUR3,500 for a stock corporation
(Aktiengesellschaft, or AG) and EUR6,000 for a European stock
corporation (Societas Europea, or SE). For banks and insurance
companies, the minimum tax is EUR5,452. Minimum tax may be
credited against corporate tax payable in future years.

Participation exemptions. The Austrian tax law provides for
national and international participation exemptions.

National. Dividends (including hidden profit distributions) receiv-
ed by an Austrian company from another Austrian company are
exempt from corporate income tax (no minimum holding is re-
quired). Capital gains derived from the sale of shares in Austrian
companies are treated as ordinary income and are subject to tax
at the regular corporate tax rate. In general, capital losses on and
depreciation of the participation may be deducted from taxable
income, spread over a period of seven years.

International participation. An Austrian company is entitled to
the international participation exemption if it holds at least 10%
of the share capital of a foreign corporation that is comparable to
an Austrian corporation for more than one year. The one-year
holding period begins with the acquisition of the participation.
The international participation exemption applies to dividends
and capital gains.

A decrease in the value of an international participation is not
tax-deductible, but an Austrian company can irrevocably opt for
such tax deductibility. If this irrevocable option is exercised,
capital gains are subject to tax, and decreases in value and capital
losses are tax-deductible. In general, capital losses and deprecia-
tion of the participation may then be deducted from the taxable
income, spread over a period of seven years. In the event of
insolvency or liquidation, final losses may be deducted even if
the option for tax effectiveness was not exercised. The option
does not affect the tax treatment of dividends.

According to an anti-abuse rule, the international participation
exemption does not apply if both of the following conditions are
met:

* The subsidiary earns primarily specified types of passive in-
come, which are interest, income from leasing property other
than land and buildings and capital gains (active business test).

* The subsidiary is not subject to income tax at an effective rate
of more than 15% in its home country (low taxation test).
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To determine whether a company is a passive company, the
Austrian corporate income tax guidelines refer to the company’s
focus. The focus is determined from an economic perspective,
based on the use of capital, employees and the character of the
revenues. A company is considered to be a passive company if it
derives more than 50% of its revenues from passive operations.

If the passive income and low taxation tests described above are
not met, dividends and capital gains are taxed at the general
Austrian corporate tax rate of 25%. For dividends, income taxes
paid by the foreign subsidiary (underlying tax), as well as with-
holding taxes imposed, are credited against the income tax pay-
able by the Austrian parent company (this represents a changeover
from the exemption method to the credit method). Abuse may
also be assumed if one of the criteria is “strongly given” and the
second element is “almost given.” “Strongly given” means that
the statutory threshold is exceeded by more than 25%. “Almost
given” means that the company fails to meet the statutory thresh-
old by less than 25% of such threshold. If the creditable foreign tax
exceeds the amount of tax to be paid in Austria, the excess amount
of foreign tax can be carried forward and credited in future tax
periods.

International portfolio participation. Dividends from participa-
tions that do not meet the criteria for international participations
are subject to the general corporate income tax rate of 25%. How-
ever, shareholdings in EU corporations, certain European Eco-
nomic Area (EEA) corporations (currently only Norway) and
corporations that are resident in third countries and that have
agreed to exchange tax information qualify as international port-
folio participations. Dividends from such international portfolio
participations are exempt from tax. Capital gains (and losses) are
tax-effective (the treatment corresponds to the treatment of na-
tional participations).

If a foreign entity is subject to a tax rate lower than 15%, the
exemption for dividends from portfolio participations does not
apply. Instead, dividends are taxed at the general Austrian corpo-
rate income tax rate of 25%. Income taxes paid by the foreign
subsidiary, as well as withholding taxes imposed, are credited
against the income tax payable by the Austrian parent company
(this represents a switch from the exemption method to the credit
method). If the creditable foreign tax exceeds the amount of tax
to be paid in Austria, the excess amount of foreign tax can be
carried forward and be credited in future tax periods.

Dividends from international participations (including portfolio
participations) are not exempt from tax in Austria if such pay-
ments are deductible for tax purposes in the country of the distrib-
uting company.

Expenses. Business expenses are generally deductible. However,
an exception applies to expenses that are related to tax-free
income. Although dividends from national and international par-
ticipations and portfolio participations are tax-free under the
Austrian participation exemption, interest incurred on the acqui-
sition of such participations is deductible for tax purposes. How-
ever, interest incurred on the acquisition of participations from
affiliates is not deductible if it is related to tax-free dividend or
capital gains income.
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Capital gains. Capital gains derived from sales of shares in
Austrian companies are treated as ordinary income and are subject
to tax at the regular corporate tax rate. Capital gains derived from
sales of shares in non-Austrian companies may be exempt from
tax under the international participation exemption; otherwise,
they are treated as ordinary income and subject to tax at the
regular corporate tax rate.

Withholding taxes on dividends and interest

Dividends. In general, dividends paid by Austrian companies are
subject to a withholding tax of 25% if they do not represent a
repayment of capital. However, this withholding tax does not
apply to dividends (other than hidden profit distributions) paid to
either of the following:

* An Austrian parent company (fulfilling certain criteria) holding
directly or indirectly an interest of at least 10% in the distribut-
ing company.

* A parent company resident in another EU country holding
directly or indirectly an interest of at least 10% in the distribut-
ing company for at least one year.

In addition, the withholding tax rate may be reduced for dividends
paid to foreign shareholders in accordance with tax treaties. De-
pending on the situation, this reduction may be in the form of an
upfront reduction at source or a refund of withholding tax.

For dividends paid to parent companies resident in the EU or
EEA (if the EEA country grants full administrative assistance;
currently only Norway meets this condition) that are subject to
tax in Austria, Austrian withholding tax is refunded if the share-
holder can prove that the withholding tax cannot be credited in
the state of residence of the shareholder under tax treaty law.

Interest. Interest paid on loans (for example, intercompany loans)
is not subject to withholding tax in Austria. A 25% withholding
tax is imposed on interest income from bank deposits and securi-
ties held in Austrian banks. Interest paid to nonresident companies
and individuals on bank accounts, savings accounts and similar
accounts is exempt if the recipient confirms in writing that he or
she is a nonresident. Interest on bonds received by nonresident
companies is exempt from tax if the securities are deposited with
an Austrian bank and if the owner of the bond confirms in writing
that it is a nonresident. EU withholding tax may apply if certain
requirements are met.

Interest income earned by a company engaged in business in
Austria through a permanent establishment is considered business
income and must be included in the taxable income of the perma-
nent establishment. For such companies, the 25% withholding tax
is credited against corporate income tax due. If the withholding
tax exceeds the tax due, it is refunded. The withholding tax is not
imposed if a declaration of exemption stating that the interest is
taxed as business income is filed with the Austrian bank.

Administration. In principle, the Austrian tax year corresponds to
the calendar year. However, other fiscal years are possible. The
tax base is the income earned in the fiscal year ending in the
respective calendar year. Annual tax returns must be filed by
30 April (30 June, if submitted electronically) of the following
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calendar year. Extensions may be granted. A general extension to
31 March (or 30 April) of the second following year is usually
granted if a taxpayer is represented by a certified tax advisor (tax
returns may be requested earlier by the bank).

Companies are required to make prepayments of corporate in-
come tax. The amount is generally based on the (indexed) amount
of tax payable for the preceding year, and payment must be made
in equal quarterly installments on 15 February, 15 May, 15 August
and 15 November.

Interest is levied on the amount by which the final tax for the year
exceeds the total of the advance payments if this amount is paid
after 30 September of the year following the tax year. To avoid in-
terest, companies may pay the amount due as an additional advance
payment by 30 September of the year following the tax year.

Foreign tax relief. In general, resident companies are taxed in
Austria on their worldwide income, regardless of where that in-
come is sourced. However, the following exceptions exist:

* The Finance Ministry may, at its discretion, allow certain types
of income that have their source in countries with which Austria
has not entered into a double tax treaty to be excluded from the
Austrian tax computation, or it may allow foreign taxes paid to
be credited against Austrian corporate income tax. Under a
decree of the Ministry of Finance, an exemption is granted in
case of active income and taxation of at least 15%. Otherwise,
only a credit of foreign taxes is allowed.

* Income earned in countries with which Austria has a double tax
treaty is taxable or exempt, depending on the treaty.

* Dividends and capital gains derived from participations of 10%
or more in foreign subsidiaries are exempt from corporate
income tax under the international participation exemption (see
Participation exemptions).

* Dividends from foreign portfolio shareholdings in companies
resident in countries that have agreed to exchange tax informa-
tion are exempt from tax unless the subsidiary is low-taxed (see
Participation exemptions).

C. Determination of trading income

General. In general, taxable income is based on the profit or loss
shown in the financial statements prepared in accordance with
Austrian generally accepted accounting principles. The financial
statement profit or loss must be adjusted in accordance with spe-
cial rules set forth in the tax acts. Taxable income is calculated as
follows.

Profit per financial statements X
+ Nondeductible taxes (such as corporate
income tax) X

+ Nondeductible expenses (such as donations,

lump-sum accruals and certain interest) X
— Special allowances and non-taxable

income (intercompany dividends

and loss carryforwards*) X)
= Taxable income X

* The offset of loss carryforwards against taxable income is limited to 75% of
taxable income in most cases.
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Inventories. In determining trading income, inventories must be
valued at the lower of cost or market value. Cost may, at the tax-
payer’s option, be determined using any of the following methods:
* Historical cost

 Average cost

* First-in, first-out (FIFO)

* Under certain circumstances, last-in, first-out (LIFO)

The highest-in, first-out (HIFO) method is not allowed.

Provisions. Accruals for severance payments and pension costs
are allowable to a limited extent. Accruals for corporate income
tax and lump-sum accruals are not deductible for tax purposes.
Provisions with a term of 12 months or more are tax-deductible
at a rate of 80%, except for accruals for severance payments and
pension costs, which are tax-deductible to the extent of 100% of
their tax value.

Depreciation. In general, depreciable assets are depreciated over
the average useful life. For certain assets, such as buildings and
passenger cars, the tax law provides depreciation rates. The fol-
lowing are some of the applicable rates.

Asset Rate (%)
Buildings 2t03
Office equipment 10 to 25
Motor vehicles 12.5
Plant and machinery 10 to 20

Research and development. Companies may claim a research and
development (R&D) bonus (cash payment) equal to 10% of cer-
tain expenses for research and experimental development (accord-
ing to the Frascati manual, these expenses consist of material costs,
labor costs, energy costs and attributed interest). The R&D must
be conducted by an Austrian company in Austria or by an Austrian
permanent establishment of a foreign company.

Training. Similar to R&D expenses, a bonus of 6% can be claim-
ed for training expenses. Instead of the bonus, the company can
deduct an additional, fictitious expense of 20% of the training
expenses in its tax return.

Relief for losses. Losses incurred by resident companies may be
carried forward without time limit. The offset of loss carryfor-
wards against taxable income is limited to 75% of the taxable
income. The remaining balance of the loss carryforward may be
offset against income in future years, subject to the same 75%
limitation.

The loss carryforward is attributable to the corporation, not to the
shareholders. Consequently, a change in shareholders does not
affect the loss carryforward, provided no corresponding substan-
tial change in the business and management of the company
occurs. Losses may not be carried back. Foreign companies with
permanent establishments in Austria may claim tax losses only
under certain circumstances.

Groups of companies. The group taxation regime allows parent
and subsidiaries to consolidate their taxable income. The head of
the tax group must be an Austrian corporate entity (or branch of
an EU/EEA corporate entity) that has held more than 50% of the
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capital and voting rights in the subsidiary since the beginning of
the subsidiary’s fiscal year. The shareholding can be direct, or it
can be held indirectly through a partnership or a group member.
Only corporations (not partnerships) qualify as group members.
If the holding requirement is satisfied, 100% of the taxable
income (profit or loss) of domestic group members is allocated
to the taxable income of the group parent, regardless of the per-
centage of the shareholding in the subsidiary. No actual profit or
loss transfer takes place (only an agreement on the split of the tax
burden is required). The tax group must exist for at least three full
financial years. Otherwise, retroactive taxation on a stand-alone
basis applies.

Group taxation also allows a cross-border tax consolidation if the
foreign subsidiary is directly held by an Austrian parent (first tier)
and if the type of entity is comparable to an Austrian corporation
from a legal perspective. Foreign losses must be recalculated
under Austrian tax law. In addition, effective for the tax assess-
ment for 2012 and future years, the deductibility of foreign losses
is limited to the lower of the amount according to Austrian tax law
and actual losses calculated under foreign tax law. Losses from
foreign group members can be deducted from the Austrian tax
base in proportion to the shareholding only. Profits of a foreign
group member are generally not included in the Austrian group
parent’s income.

To avoid double utilization of losses of a foreign group member,
foreign losses that have been deducted from income of the
Austrian group shareholder are added to the Austrian profit if the
losses can be offset in the foreign jurisdiction at a subsequent
time. Consequently, if the foreign country takes into account the
losses in subsequent years (as part of a loss carryforward), the tax
base in Austria is increased by that amount in order to avoid a
double dip of losses. Foreign losses must also be added to the
Austrian income tax base if the foreign subsidiary leaves the
group. A recapture is also required if a significant reduction
occurs in the size of the foreign subsidiary’s business. This mea-
sure is designed to prevent dormant foreign entities from remain-
ing in the group to avoid the recapture of foreign losses. Relief
for capital losses is provided only in the event of a liquidation or
insolvency.

If an Austrian participation is acquired and if the acquired com-
pany becomes part of the group, goodwill depreciation (from a
share deal) over a period of 15 years is possible. The goodwill is
computed as the spread between the equity of the acquired com-
pany (pro rata to the acquired shares) and the acquisition price for
the shares. This spread is reduced by hidden reserves attributable
to non-depreciable long-term assets (primarily real estate). The
basis for the goodwill depreciation is capped at 50% of the acqui-
sition cost.

Depreciation to the fair market value of a participation within the
group is tax-neutral.

D. Other significant taxes
The following table summarizes other significant taxes.
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Nature of tax Rate (%)
Value-added tax
Standard 20
Reduced 10
Payroll taxes, paid by employer
Family allowance fund; varies by state 4.86 to 4.94
Community tax 3
Real estate sales tax (including 1.1%
registration fee) 4.6
Capital duty, on contributions to capital
of companies 1
Stamp duties, on certain legal transactions,
such as leases and hire contracts 0.8t02
Stability tax for banks
Adjusted balance sheet total 0.055 to 0.085

(An additional stability surcharge of 25%
applies from 2012 through 2017.)
Derivatives 0.013

E. Miscellaneous matters

Foreign-exchange controls. No restrictions are imposed on the
transfer of nominal share capital, interest and the remittance of
dividends and branch profits. Royalties, technical service fees
and similar payments may be remitted freely, but routine docu-
mentation may be required.

Debt-to-equity rules. Austrian tax law does not provide special
debt-to-equity rules. Although, in general, shareholders are free to
determine whether to finance their company with equity or loans,
the tax authorities may reclassify loans granted by shareholders,
loans granted by group companies, and loans granted by third
parties guaranteed by group companies as equity, if funds are
transferred under legal or economic circumstances that typify
equity contributions, such as the following:

* The equity of the company is insufficient to satisfy the solvency
requirements of the company, and the loan replaces equity from
an economic point of view.

* The company’s debt-to-equity ratio is significantly below the
industry average.

» The company is unable to obtain any loans from third parties,
such as banks.

* The loan conveys rights similar to shareholder rights, such as
profit participations.

If a loan is reclassified (for example, during a tax audit), interest
is not deductible for tax purposes, withholding tax on hidden
profit distributions may become due, and capital duty of 1% on
the loan amount is imposed.

Transfer pricing. Austria has accepted the Organisation for
Economic Co-operation and Development (OECD) transfer-
pricing guidelines and published a summary of the interpretation
of the OECD guidelines by the Austrian tax administration in
2010. Under these guidelines, all transactions with related parties
must be conducted at arm’s length. If a transaction is considered
not to be at arm’s length, the transaction price is adjusted for
corporate income tax purposes. This adjustment may be deemed
to be a hidden profit distribution subject to withholding tax or a
capital contribution subject to capital duty.
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F. Treaty withholding tax rates

The following summary is intended purely for orientation pur-
poses; it does not reflect the various special provisions of indi-
vidual treaties or the withholding tax regulations in domestic tax

law.

Albania
Algeria
Armenia
Australia
Azerbaijan
Bahrain
Barbados
Belarus
Belgium
Belize
Bosnia-
Herzegovina
Brazil
Bulgaria
Canada
China
Croatia
Cuba
Cyprus
From Cyprus
From Austria
Czech Republic
Denmark
Egypt
From Egypt
From Austria
Estonia
Finland
France
Georgia
Germany
Greece
Hong Kong SAR
Hungary
India
Indonesia
Iran
Ireland
From Ireland
From Austria
Israel
Italy
Japan
Kazakhstan
Korea (South)
Kuwait
Kyrgyzstan
Latvia
Liechtenstein
Lithuania

Dividends
A B
% %
15 5
15 5
15 5
15 15
15 5/10(h)
0 0
15 5
15 5
15 15
15 5
10 5
15 15
5 0
15 5
10 7
15 0
15 5
0 0
10 10
10 0
15 0
15 15
10 10
15 5
10 0
15 0
10 0/5
15 5
15 5
10 0
10 10
10 10
15 10
10 5
15 0
10 10
25 25
15 15
20 10
15 5
15 5
0 0
15 5
10 5
15 15
15 5

Interest (a) Royalties

c
%
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Dividends Interest (a) Royalties
A B c D E F
% % % % % %
Luxembourg 15 5 0 0 0 10
Macedonia 15 0 0 0 0 0
Malaysia
From Malaysia ~special arrangements 15 15 10G) 10()
From Austria 10 5 15 15 10 10
Malta
From Malta special arrangements 5 5 10 10
From Austria 15 15 5 5 10 10
Mexico 10 5 10 10 10 10
Moldova 15 5 5 5 5 5
Mongolia 10 5 10 10 510  5/10
Morocco 10 5 10 10 10 10
Nepal 15 5/10(x) 15(s) 15(s) 15 15
Netherlands 15 5 0 0 0 10
New Zealand 15 15 10 10 10 10
Norway 15 0 0 0 0 0
Pakistan 15 10 15 15 10 10
Philippines 25 10 10/15 10/15 10/15  10/15
Poland 15 5 5 5 5 5
Portugal 15 15 10 10 5 10
Qatar 0 0 0 0 5 5
Romania 5 0 3 3 3 3
Russian
Federation 15 5 0 0 0 0
Saudi Arabia 5 5 5 5 10 10
San Marino 15 0 0 0 0 0
Serbia 15 5 10 10 5/10  5/10
Singapore 10 0 (m) 5 5 5 5
Slovak Republic 10 10 0 0 5 5
Slovenia 15 5 5 5 5 5
South Africa 15 5 0 0 0 0
Spain 15 10 5 5 5 5
Sweden 10 5 0 0 0 10
Switzerland 15 0 0 0 0 0
Tajikistan 5 15 8 8 8 8
Thailand

From Thailand ~ (b) 1520  10/25 10/25 15 15
From Austria (b) 10 10225 10/25 15 15

Tunisia 20 10 10 10 15(p) 15(p)
Turkey 15 5 15(w) 15(v) 10 10
Turkmenistan 0 0 0 0 0 0
Ukraine 10 5 2/5 2/5 5 5
USSR (d) 0 0 0 0 0 0
United Arab

Emirates 0 0 0 0 0 0
United Kingdom 15 5 0 0 0 10
United States 15 5 0 0 0(g O
Uzbekistan 15 5 10 10 5 5
Venezuela 15 5 10(e) 10(e) 5 S
Vietnam 15 5/10(t) 10 10 10 7.5 (u)
Non-treaty

countries 25 25 25 0(c) 20 20

A General.

B Dividends received from subsidiary company. Shareholding required varies
from 10% to 95%, but generally is 25%.
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General.

Mortgages.

General.

Royalties from 50% subsidiary.

Under domestic tax law, a 25% withholding tax is imposed only on interest
income from bank deposits and securities. However, interest paid to nonresi-
dents is generally not subject to withholding tax. For details, see Section B.
No reduced rate applies.

No withholding tax is imposed, but the income is subject to tax at the regular
corporate rate.

Austria is honoring the USSR treaty with respect to the republics comprising
the Commonwealth of Independent States (CIS), except for those republics
that have entered into tax treaties with Austria. Austria has entered into tax
treaties with Armenia, Azerbaijan, Belarus, Kazakhstan, Kyrgyzstan, Moldova,
the Russian Federation, Tajikistan, Turkmenistan, Ukraine and Uzbekistan.
The withholding tax rates under these treaties are listed in the above table.
Interest paid by banks is subject to a 4.95% withholding tax.

Trademark royalties are subject to a 25% withholding tax. The withholding tax
rate is 15% for royalties paid for literary, artistic and scientific items.

The rate is 10% for royalties paid for the use of films or other means of
production used for radio or television.

The 5% rate applies if the participation of the recipient of the dividends
exceeds USD250,000. The 10% rate applies if the participation of the recipi-
ent of the dividends exceeds USD100,000 but does not exceed USD250,000.
The rate is 5% for royalties paid for technologies not older than three years.
The rate is 0% for royalties paid for literary, artistic and scientific items.
Royalties paid for computer software, patents and know-how are exempt if
the royalties are taxed in the state of residence of the recipient.

The rate is 5% for royalties paid to licensors engaged in industrial production.
This rate applies to dividends received from a 10%-subsidiary.

The rate is 2% for amounts paid for the use of commercial or scientific
equipment.

The rate is 20% for dividends paid by non-industrial Pakistani corporations.
The rate is 10% for royalties paid for literary, artistic and scientific items.
The 5% rate applies to amounts paid for the use of industrial or scientific
equipment.

The 5% rate applies to dividends received from a 25%-subsidiary; the 10%
rate applies to dividends received from a 10%-subsidiary.

The rate is 10% for interest paid to a bank if the interest arises from the
transacting of bank business and if the recipient is the beneficiary of the
interest.

The 5% rate applies to participations of at least 70%. The 10% rate applies to
participations of at least 25%.

The rate is 7.5% for technical services.

The rate is reduced to 10% for interest received from a bank. Interest on loans
granted by the Osterreichische Kontrollbank to promote exports or similar
institutions in Turkey is subject to a withholding tax rate of 5%.

The tax treaty with Argentina was suspended by Argentina, effec-
tive from 1 January 20009.



102

Azerbaijan
ey.com/GlobalTaxGuides
ey.com/TaxGuidesApp
Baku GMT +4
EY +994 (12) 490-7020

Port Baku Towers Business Centre
South Tower (Block A)

9th Floor

153 Neftchilar Avenue

Baku AZ1010

Azerbaijan

Business Tax Advisory
Arzu Hajiyeva

Fax: +994 (12) 490-7017

+994 (12) 490-7020
Mobile: +994 (50) 335-1964
Email: arzu.hajiyeva@az.ey.com

Because of the rapidly evolving economic situation in Azerbaijan, readers
should obtain updated information before engaging in transactions.

A. At a glance
Corporate Profits Tax Rate (%) 20
Capital Gains Tax Rate (%) 20
Permanent Representation Tax Rate (%) 20
Withholding Tax (%)
Dividends 10 (a)
Interest or Financial Lease Payments 10 (b)
Royalties from Patents, Know-how, etc. 14 (a)
Management Fees 10 (c)
Income from International Transportation
and Telecommunication Services 6 (c)
Insurance Payments 4 (c)
Payments of other Azerbaijani-Source
Income to Foreign Companies 10 (c)
Branch Remittance Tax 10 (c)
Net Operating Losses (Years)
Carryback 0
Carryforward 5

(a) These are final withholding taxes applicable to payments to Azerbaijani and

foreign legal entities.

(b) This is a final withholding tax applicable to payments to Azerbaijani and
foreign legal entities, excluding Azerbaijani banks and leasing entities, and
foreign banks and leasing entities operating in Azerbaijan through a perma-

nent representation.

(c) This is a final withholding tax applicable to payments to foreign legal entities.

B. Taxes on corporate income and gains

Corporate profit tax. Enterprises carrying on activities in
Azerbaijan, including enterprises with foreign investment, joint
ventures and legal entities operating through a permanent repre-

sentation, are subject to tax.

Azerbaijani resident legal entities are subject to tax on their
worldwide income. For tax purposes, Azerbaijani resident legal
entities are entities incorporated in Azerbaijan and entities that
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have their effective management located in Azerbaijan, including
100%-owned subsidiaries of foreign companies.

Nonresident legal entities are subject to tax on profits earned
through a permanent representation only. A permanent represen-
tation is defined as the following:

* Persons who are performing the function of a permanent estab-
lishment of a nonresident legal entity or natural person and who
are authorized to conclude contracts on behalf of such nonresi-
dent entity or natural person

* A bureau, office or agency

* A location where activities are carried out relating to the devel-
opment of natural resources

* The rendering of consultation services

* A fixed base used for entrepreneurial activities for a cumulative
amount of 90 days during any 12-month period

The Azerbaijan Law on the Protection of Foreign Investments
allows foreign investment in various forms, including investment
through 100% foreign-owned subsidiaries, share participations in
joint stock companies and in joint ventures with Azerbaijani legal
entities and citizens, permanent representations and other types
of participations.

Tax rate. All entities operating in Azerbaijan are subject to corpo-
rate profit tax at a rate of 20%.

Capital gains. Capital gains are included in taxable income and
taxed at the regular rate.

Administration. The tax year is the calendar year. The tax year for
newly created enterprises or permanent representations of for-
eign legal entities runs from the date of formation through
31 December of the year of formation.

All entities operating in Azerbaijan must make advance payments
of corporate profit tax by the 15th day following the end of each
quarter. Each advance payment must equal at least one-quarter of
the profit tax liability for the prior tax year. Alternatively, the
amounts of the advance payments may be determined by multi-
plying the company’s revenues for the quarter by the company’s
effective tax rate for the prior year. The effective tax rate is equal
to tax as a percentage of revenues.

If, at the end of the tax year, it is determined that the total of the
advance payments exceeds the tax due for the year, the excess may
be credited against future tax obligations or refunded. In practice,
however, the tax authorities rarely, if ever, issue refunds. Conse-
quently, entities generally credit overpayments against future taxes.

Dividends. Dividends paid are subject to income tax withholding
at a rate of 10%. This is considered a final tax and companies do
not include the dividends in taxable profits.

Foreign tax relief. Foreign income tax paid by taxpayers in
Azerbaijan on income derived from sources outside Azerbaijan
may be credited against Azerbaijani tax imposed on the same in-
come, limited to the amount of Azerbaijani tax imposed on such
income. In determining the amount of the allowable foreign tax
credit, it is unclear if a limitation based on the country of source
is imposed or if all foreign-source income is pooled.
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C. Determination of trading income

General. Taxable profit is determined by computing the profit or
loss from business activities and then adding income from non-
trading operations, such as leasing income and capital gains, but
excluding dividends received. Income received in foreign currency
is converted into manats (AZN) at the daily exchange rate deter-
mined by the Central Bank of Azerbaijan.

Statutory norms limit the deductions for certain categories of
expenses, such as business travel expenses, repair expenses,
interest paid on foreign borrowings and interest paid between
related parties. Expenses for meals and entertainment as well as
for the providing of food and housing to employees are disallow-
ed except for companies providing therapeutic nourishment
items, milk and similar products to their employees. Such deduc-
tions will be allowed within norms, which have not yet been
introduced by the government.

Foreign legal entities doing business through a permanent repre-
sentation in Azerbaijan are taxed on actual profits. If actual prof-
its cannot be determined, the tax authorities may determine
taxable profits based on either income or expenses, with a
deemed profit margin of 20%.

Tax depreciation. Fixed assets, other than buildings, are subject to
depreciation by a group method. Under this method, fixed assets
are allocated to groups, and the groups are depreciated in aggre-
gate. Depreciation rates, which are specified by law, are applied
to the aggregate book values for each of the groups. The depre-
ciable balance for a group is reduced by the depreciation accrued
for the year by the group. If any assets of a group are sold during
the year, the depreciable balance of the group is reduced by the
residual value of such assets. The profit or loss on the sale of
such assets is separately determined.

An acquisition of assets under a finance lease is treated as a loan
from the lessor to the lessee and a purchase of assets by the les-
see. The lessee may then claim depreciation on the assets.

Relief for losses. An enterprise incurring a loss in a tax year may
carry forward the loss to the following five years, without limita-
tion on the amount, to offset the profit in such following years.

Groups of companies. There are no provisions permitting related
enterprises to offset profits and losses among members of a group.

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

Nature of tax Rate (%)

Value-added tax (VAT), on goods sold and

services rendered, in Azerbaijan; the tax

law contains specific rules for determining

when services are deemed to be provided

in Azerbaijan; Azerbaijani taxpayers that

make payments to entities that are not

registered taxpayers in Azerbaijan for

goods and services provided in Azerbaijan

must calculate VAT on the payments 18
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Nature of tax Rate (%)

Assets tax, on the annual average net book

value of fixed assets or the market price of

the asset if the insurance value of assets

exceeds the net book value 1
Import tariffs 0to 15

E. Foreign-exchange controls

The manat (AZN) is anon-convertible currency outside Azerbaijan.
Enterprises may buy or sell foreign currency through authorized
banks or foreign-exchange offices in Azerbaijan.

To receive foreign-currency income in Azerbaijan, an enterprise
must obtain a license issued by the Central Bank of Azerbaijan.

F. Treaty withholding tax rates

Azerbaijan currently considers none of the tax treaties of the
former USSR to be in force. Azerbaijan has entered into tax treat-
ies with various countries.

The withholding rates under Azerbaijan’s ratified treaties are listed
below. Because of recent reductions in domestic withholding tax
rates, the tax treaties may now specify rates that are the same as, or
in excess of, domestic rates and, consequently, offer little or no sav-
ings with respect to withholding taxes. The rates in the table reflect
the lower of the treaty rate and the rate under domestic tax law.

Dividends Interest Royalties
% % %
Austria 5/10/15 10 5/10
Belarus 15 10 10
Belgium 5/10/15 10 5/10
Bosnia-Herzegovina 10 10 10
Bulgaria 8 7 5/10
Canada 10/15 10 5/10
China 10 10 10
Croatia 5/10 10 10
Czech Republic 8 5/10 10
Estonia 5/10 10 10
Finland 5/10 10 5/10
France 10 10 5/10
Georgia 10 10 10
Germany 5/15 10 5/10
Greece 8 8 8
Hungary 8 8 8
Iran 10 10 10
Italy 10 10 5/10
Japan 15 10 10
Kazakhstan 10 10 10
Korea (South) 7 10 5/10
Latvia 5/10 10 5/10
Lithuania 5/10 10 10
Luxembourg 5/10 10 5/10
Macedonia 8 8 8
Moldova 8/15 10 10
Norway 10/15 10 10
Netherlands 5/10 10 5/10

Pakistan 10 10 10
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Dividends Interest Royalties
% % %
Poland 10 10 10
Qatar 7 7 5
Romania 5/10 8 10
Russian Federation 10 10 10
Serbia 10 10 10
Slovenia 8 8 5/10
Switzerland 5/15 5/10 5/10
Tajikistan 10 10 10
Turkey 12 10 10
Ukraine 10 10 10
United Arab Emirates 5/10 7 5/10
United Kingdom 10/15 10 5/10
Uzbekistan 10 10 10
Non-treaty countries 10 10 14

Treaties with Jordan, Kuwait and Montenegro are in the ratifica-
tion stage. Azerbaijan has initialed tax treaties with Denmark and
Oman. Treaties with India, Kyrgyzstan, Morocco, San Marino,
Saudi Arabia and Turkmenistan are in the negotiation stage.
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A. At a glance

Corporate Income Tax Rate (%)
Capital Gains Tax Rate (%)
Branch Tax Rate (%)
Withholding Tax (%)

SO OO

B. Taxes on corporate income and gains
No taxes are levied on corporate income or capital gains.

C. License fees and other duties

Business license fees. For corporations designated as residents for
exchange-control purposes, their business revenue in the Bahamas
is subject to an annual license fee, which varies according to an-
nual revenue or turnover. Businesses that have annual turnover not
exceeding BSD50,000 are required to pay a business license fee
of BSD100. If the turnover exceeds BSD50,000 per year, the fee
varies from 0.5% to 1.75%, based on the business annual revenue
or turnover. However, for most professional businesses, the busi-
ness license fee equals 1% of revenue.

As an anti-tax avoidance measure, a subsidiary in the Bahamas is
subject to the same business license tax rate as is its parent in the
Bahamas.

Business license fees must be paid by 30 April each year, and
proof of payment of real property tax must be produced before
the license is issued.

Corporations regulated by specific legislation may not be subject
to this fee.

Bank and trust company license fees. Offshore banks and trust
companies licensed under the Bank and Trust Companies Regula-
tion Act are subject to business license fees, which vary depend-
ing on the value of the assets under management. The annual
business license fees range from BSD450,000 to BSD3,750,000
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per license. Domestic banks and other domestic financial institu-
tions licensed under the Bank and Trust Companies Regulation
Act are subject to a business license fee, which equals 3% of
annual revenue or turnover.

International business companies. International business compa-
nies (IBCs) pay an annual license fee based on authorized capital.
Government fees related to the creation of an IBC equal BSD330.
The annual license fee is BSD3,000. IBCs are exempt from all
other taxes and stamp duties for a period of 20 years from the
date of incorporation, except for transactions involving real
estate in the Bahamas. IBCs are normally created through service
providers that charge separate fees for their services.

Limited duration companies. Limited duration companies (LDCs)
pay an application fee of BSD200 and an annual license fee based
on authorized capital. LDCs may be classified as partnerships for
US tax purposes. By complying with certain formalities, an exist-
ing IBC may change its status to an LDC.

Insurance companies. Insurance companies that are incorporated
in the Bahamas pay stamp tax on authorized capital (for details,
see Section D). They also pay the fees described below.

Resident insurance companies that write local business pay an
initial registration fee of BSD1,000 and a premium tax of 3% of
gross premiums collected each quarter. The minimum tax is
BSD25.

Offshore insurance companies pay an initial registration fee of
BSD2,500 and an annual fee of BSD2,500 in subsequent years.
They also pay an annual fee of BSD650 for each licensed resi-
dent underwriting management firm that provides the company
with underwriting management and similar services. Offshore
insurance companies are exempt from all other taxes for a period
of 15 years from the date of registration.

D. Other significant taxes

The following table summarizes other significant taxes.

Nature of tax Rate

Customs duties, on imported items;
exemptions may be granted to businesses
licensed under certain legislation; rate

varies by type of item (average rate) 35%
Hotel guest tax, on room rate 12% plus BSD10
per additional
adult per day
Stamp tax
On property conveyances; rate depends on
selling price 4% to 10%
On remittances of funds in foreign currency
from a Bahamian currency source 5%
On imported items (average rate) 10%

On authorized capital of a domestic limited
company (payable at time of incorporation)
First BSD5,000 1.2%
Each additional BSD1,000 0.3%
Repatriation out of the Bahamas of substantial
profits by trading concerns; tax is imposed on
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Nature of tax Rate

each transfer of funds exceeding BSD500,000

per year if the transfer represents dividends,

profits or payments for services rendered by

a related party 5%
Leasing, subleasing or licensing of marina

slips; tax rate applied to value

BSDO0 to BSD20,000 4%
BSD20,001 to BSD50,000 6%
BSD50,001 to BSD100,000 8%
BSD100,001 and above 10%

(Stamp tax no longer applies to electronic

banking payments, including point-of-sale

payments.)

Real property tax; application of tax varies

depending on appraised value, location,

nationality of owner and development

of property 0.75% to 2%

National insurance contributions on weekly

wages up to BSD600 or on monthly wages

up to BSD2,600; for employees earning

BSD60 or more a week; paid by
Employer 5.9%
Employee 3.9%

E. Foreign-exchange controls

Corporations doing business in the Bahamas fall into the catego-
ries of resident or nonresident.

A resident company is one dealing in or holding assets in the
Bahamas. Business is carried out in Bahamian dollars. All trans-
actions requiring foreign currency need prior approval of the
Central Bank of the Bahamas to convert Bahamian dollars into
another currency.

A nonresident company is one whose shareholders are not des-
ignated residents of the Bahamas and whose principal business
activity takes place outside the Bahamas. Bank accounts in all
currencies other than the Bahamian dollar can be operated free of
any exchange controls. Shares of nonresident companies incor-
porated under the Companies Act cannot be transferred without
the prior permission of the Central Bank of the Bahamas.
Exchange-control regulations do not apply to companies incor-
porated under the International Business Companies Act.

Nonresident companies are subject to an annual fee of BSD300.

F. Tax treaties

The Bahamas does not have any existing tax treaties. The Bahamas
has entered into tax information exchange agreements with various
countries.

G. New proposed taxes

The government of the Bahamas has released a draft bill and
regulations to implement value-added tax (VAT) at a rate of 15%,
effective from 1 July 2014. The government is also proposing to
reduce customs import duties and excise tax rates to compensate
for the introduction of the VAT.
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A. At a glance

Corporate Income Tax Rate (%)
Capital Gains Tax Rate (%)
Branch Tax Rate (%)
Withholding Tax (%)

* Oil and gas companies are subject to a special income tax (see Section B).

SO OO

B. Taxes on corporate income and gains

Except for the income tax levied on oil and gas companies, no
taxes are levied on corporate income or gains. Oil and gas compa-
nies are subject to tax on income derived from the sale of finished
or semifinished products manufactured from natural hydrocarbons
in Bahrain and from the sale of such raw materials if produced
from the ground in Bahrain. The rate of tax is 46%.

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

Nature of tax Rate

Customs duties; effective from 1 January 2003,
the customs duties of the Gulf Cooperation
Council (GCC) countries (Bahrain, Kuwait,
Oman, Qatar, Saudi Arabia and the United
Arab Emirates) are unified; the guidelines

for implementation of the unified tariff are
being developed; Bahrain applies the unified
tariff in accordance with the Harmonized
System codes, issued by the World Customs
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Nature of tax Rate

Organization (WCO); under the unified
customs tariff, for all products, except for
tobacco and tobacco-related products,
customs duties are calculated by applying
percentage rates; for tobacco and tobacco-
related products, the customs duty equals
the higher of an amount calculated by
applying a rate of at least 100% to the
value of the product or an amount based
on the quantity or weight; in general,
products are divided into four groups
Rates for the four groups Free duty/
5%/100%/125%
Social insurance contributions; payable
on compensation of up to BHD4,000
per month for each employee
Pension fund contributions; applicable
to base salaries of Bahraini nationals
Employer 9%
Employee 6%
Insurance against employment injuries;
payable by employers; applicable to
base salaries of Bahraini nationals and
expatriates 3%
Unemployment insurance; payable by
employees; applicable to Bahraini
nationals and expatriates 1%
Training levy; payable by employers;
applicable to base salaries of expatriate
employees 4%
Municipal tax; payable by companies and
individuals renting property in Bahrain;
the tax rate varies according to the nature
of the property and the payer of the
utilities (that is, landlord or tenant) 7% to 10%
Foreign workers levy; payable monthly
by all private and public companies
with respect to each employed
expatriate BHDS for the first five
expatriate employees and
BHD10 for each additional
expatriate employee

D. Foreign-exchange controls
Bahrain does not impose foreign-exchange controls.

E. Tax treaties

Bahrain has entered into tax treaties with Algeria, Austria, Barba-
dos, Belarus, Bermuda, Brunei Darussalam, Bulgaria, China, the
Czech Republic, Egypt, France, Georgia, Iran, Ireland, Isle of
Man, Jordan, Korea (South), Lebanon, Luxembourg, Malaysia,
Malta, Mexico, Morocco, the Netherlands, Pakistan, Philippines,
Seychelles, Singapore, Syria, Thailand, Turkey, Turkmenistan, the
United Kingdom, Uzbekistan and Yemen.

Bahrain has signed tax treaties with Belgium, Estonia, Sri Lanka
and Sudan, but these treaties are not yet in force.
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A. At a glance
Corporate Income Tax Rate (%)

General Rate 25
Manufacturing Companies 15
Rental Income from Residential Property 15
Branch of Nonresident Corporation (%) 25
Capital Gains Tax Rate (%) 0
Withholding Tax (%)
Payments to Nonresidents
Dividends 15%
Dividends from Untaxed Profits 25
Dividends from Foreign-Source Income 0
Interest 15%
Royalties 15%
Rents 25
Management and Technical Services Fees 15%
Payments to Resident Individuals
Dividends 12.5%
Interest 12.5%
Payments to Resident Companies
Dividends 0
Interest 12.5%
Branch Remittance Tax 10
Net Operating Losses (Years)
Carryback 0
Carryforward 9

* This is a final tax.
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B. Taxes on corporate income and gains

Corporate income tax. Companies and societies with restricted
liability that are resident in Barbados are subject to corporation
tax. Resident and domiciled companies are subject to corporation
tax on their worldwide income, regardless of whether the income
is remitted to Barbados. Resident companies that are not domi-
ciled in Barbados are subject to corporation tax on income derived
from Barbados and income from foreign sources to the extent that
such foreign income is remitted to Barbados. Nonresident compa-
nies carrying on business through a branch pay tax on Barbados-
source income only. Income is considered to be Barbados-source
if the property that constitutes the source is physically located in
Barbados.

A company is considered to be resident in Barbados if its manage-
ment and control are located in Barbados. The domicile of a
company is based on the country of incorporation. Consequently,
a company incorporated in Barbados is domiciled there.

Rates of corporate tax. All domestic companies, including branch-
es of nonresident companies, are subject to tax at a basic rate of
25%. A 15% rate applies to manufacturing companies and to net
income derived from the rental of residential property. Income
derived from Barbados government securities by domestic com-
panies is taxed at a rate of 12.5%.

A branch operating in Barbados pays an additional 10% on its
after-tax profits if those profits are remitted or deemed to be
remitted.

The following are the tax rates for companies established in the
International Business and Financial Services Sector.

Types of companies Rate (%)
International Business Companies 2.5 reducing to 0.25 (a)
International Banks 2.5 reducing to 0.25 (a)
International Societies with

Restricted Liability 2.5 reducing to 0.25 (a)
Exempt Insurance Companies 0

Exempt Insurance Management

Companies 0
Qualifying Insurance Companies
General insurance 1.75 (b)
Life insurance 0.35 (b)
(a) These rates are effective for the 2013 income year and subsequent income
years.

(b) This is the minimum effective tax rate.

No tax is required to be withheld from the payment of dividends,
interest, royalties, management fees and rents if paid to nonresi-
dents by companies operating in the International Business and
Financial Services Sector.

Foreign-currency earnings credit. Companies subject to the
Income Tax Act may claim a tax credit with respect to foreign-
currency earnings derived from qualifying overseas construction
projects or qualifying overseas professional services, including
qualifying insurance activities. The tax credit may reduce the
effective tax rate to 0.35% or 1.75%, depending on the company’s
activities.
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Small Business Development Act. Under the Small Business

Development Act, small businesses qualify for the following tax

benefits:

« Corporation tax rate of 15%

» Exemption from withholding tax on dividends or interest paid

» Exemption from import duty on plant and equipment

» Exemption from stamp duty on the execution and registration
of financial documents

Only income directly related to the business qualifies for the
above tax benefits.

To qualify as a small business, a company must meet the follow-

ing requirements:

« Its authorized capital does not exceed BBD1 million.

« [ts annual sales do not exceed BBD2 million.

* It does not have more than 25 employees.

« It is not a wholly owned or majority-owned subsidiary in a group
of companies.

Capital gains. Capital gains are not taxed in Barbados.

Administration. The fiscal (income) year is the period for which
the accounts of the business are normally prepared. Tax is calcu-
lated on the profits for the accounting period that ends during the
fiscal year.

A corporation is required to determine its own tax liability and to
prepare and file a corporation tax return. Corporations with year-
ends from 1 January to 30 September must prepay tax by
15 September and file their returns by 15 March of the following
year. If the year-end is after 30 September, the tax must be pre-
paid on 15 December of the income year and on the following
15 March. The return is filed 15 June of the year following the
income year. Each tax prepayment must be 50% of the previous
year’s tax. Any balance of tax due is paid when the return is filed.
Tax returns may be filed using the Inland Revenue’s electronic
filing system.

The Commissioner of Inland Revenue may levy a penalty of
BBDS500 plus 10% of tax payable and interest of 1% a month for
failure to file a return and pay tax due, and a penalty of 10% and
interest of 0.5% a month for failure to prepay corporation tax.

Dividends. Dividends received by a resident company from
another resident company are not taxable.

Dividends received from a nonresident company are not subject
to tax in Barbados if the Barbados company owns 10% or more
of the share capital of the nonresident company and if the share-
holding in the nonresident company is not held as a portfolio
investment.

Foreign tax relief. A tax credit is allowed for taxes paid to foreign
jurisdictions by Barbados resident companies on profits, income
or gains earned from such foreign jurisdictions, regardless of
whether Barbados has entered into a double tax treaty with the
foreign jurisdiction. This credit is allowed up to the amount of the
Barbados taxes payable on the income. An underlying tax credit
is also allowed with respect to foreign dividends if the Barbados
company owns at least 10% of the capital of the foreign company.
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Some form of unilateral relief may be granted on income arising
from British Commonwealth countries that provide reciprocal
relief.

C. Determination of trading income

General. Taxable income is determined on the basis of accounts
prepared in accordance with International Financial Reporting
Standards, subject to specific adjustments identified in the Income
Tax Act.

Inventories. The authorities generally accept a method of valua-
tion of inventory that conforms to standard accounting practice in
the trade or business, provided it is applied consistently. Average
cost or first-in, first-out (FIFO) are the generally accepted methods.

Provisions. Reserves or provisions of a general nature for doubt-
ful accounts receivable, inventory shrinkage, inventory obsoles-
cence and other items are not allowable. However, write-offs of
specific amounts or balances are generally allowed.

Tax depreciation. Depreciation and amortization reported in the
financial statements are not allowed as deductions in calculating
taxable income. However, a company may claim capital allow-
ances. Annual allowances of between 5% and 331/3% are given on
the original cost of fixed assets, calculated on a straight-line basis.
An annual allowance of 100% is granted with respect to capital
expenditure on software. An initial allowance of 20% is given on
the cost of equipment. Industrial buildings qualify for an initial
allowance of 40% and an annual allowance of 4% of the cost. An
allowance of 1% is given on the improved value of commercial
buildings. Fifty percent of expenditure on intellectual property is
deductible over a 10-year period. In addition, 20% of expenditure
on energy audits and the retrofitting of buildings or on the instal-
lation of systems to provide electricity from sources other than
fossil fuels is deductible over a period of 5 years.

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. A 40% investment allowance is granted for new plant
and machinery to be used in manufacturing and refining sugar
and in manufacturing products from clay and limestone. In addi-
tion, manufacturing companies are allowed an annual allowance
of 150% for assets used in the industry.

Persons who export products outside the Caribbean Community
and Common Market (CARICOM) also qualify for an investment
allowance of 40% of the cost of new plant and machinery pur-
chased during the tax year.

The investment allowance is not deductible from the cost of the
asset for the purpose of determining the annual allowance.

Relief for losses. Losses may be carried forward nine years to off-
set income derived in those years. Losses may not be carried back.

Groups of companies. A member of a group of companies (the
surrendering company) may surrender current trading losses to
another member of the group (the claimant company). The claim-
ant company may then claim a deduction for the losses in calcu-
lating its taxable income.
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To qualify for group relief, the surrendering company and the
claimant company must be resident in Barbados and must be
members of the same group throughout the fiscal year for which
group relief is claimed. Two companies are members of the same
group if one is a 75% subsidiary of the other or both are 75%
subsidiaries of a third company. In determining whether a com-
pany is a 75% subsidiary of another company, share capital is
excluded if profits from sales of such shares would be trading
receipts of the direct owner of the shares. Share capital is also
excluded if it is owned directly or indirectly in a company not
resident in Barbados. In addition, the parent company must be
beneficially entitled to at least 75% of the profits available for
distribution to shareholders of the subsidiary and to at least 75%
of the subsidiary’s assets available for distribution to sharehold-
ers of the subsidiary on a winding up.

Trading losses may not be surrendered to the extent they include

the following:

* The surrendering company’s capital allowances

» Expenses payable to a group member that are claimed as deduc-
tions but are not included in the income of that group member
for the same fiscal year

Group relief is available only if the claimant company has used
its capital allowances and offset its loss carryforwards against its
current profits. A claim for group relief must be made within two
years of the end of the surrendering company’s fiscal year, and
must be consented to by that company. Group relief is not avail-
able to international business companies, exempt insurance com-
panies, societies with restricted liability, offshore banks and other
companies granted special tax concessions, excluding companies
operating under the Hotel Aids Act. Groups of companies that
owe taxes or national insurance contributions are also ineligible
for group relief.

Group consolidated returns may not be filed with the tax
authorities.

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

Nature of tax Rate (%)

Value-added tax (VAT), on the supply
of goods and services in Barbados
and on goods imported into Barbados

Standard rate 17.5
Hotel accommodation 7.5
Basic food items 0
Excise tax, on imports of vehicles; this
tax is imposed in addition to the VAT 46.95 to 120
Import duty 51020

National insurance contributions, on

monthly insurable earnings up to

BBD4,360; paid by
Employer 11.25
Employee 10.1
Self-employed individual 16.1
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E. Miscellaneous matters

Foreign-exchange controls. Foreign-exchange controls in Barbados
are administered by the Central Bank, which considers all appli-
cations. Certain transactions and routine commercial matters are
delegated to the commercial banks. The Central Bank generally
allows the repatriation of funds previously registered as an invest-
ment if it has been established that all local tax liabilities have
been met. Certain types of entities operating in the International
Business and Financial Services Sector, such as offshore banks,
exempt (captive) insurance companies, international business com-
panies and international societies with restricted liability, are
effectively exempt from foreign-exchange regulations with respect
to their offshore activities.

Debt-to-equity rules. No thin-capitalization rules are imposed in
Barbados.

Anti-avoidance legislation. Anti-avoidance provisions may be ap-
plied to transactions between related persons that are not carried
out at arm’s length and to artificial transactions if the primary
purpose of the transaction is the reduction of taxable income.

F. Treaty withholding tax rates

The following treaty withholding tax rates apply to income receiv-
ed in Barbados.

Dividends Interest Royalties
% % %
Austria 15 (a) 0 0
Bahrain (w) 0 0 0
Botswana 12 (b) 10 10
Canada (c) 15 15 10
CARICOM (d) 0 15 15
China 10 (e) 10 10
Cuba 15 (b) 10 5
Czech Republic 15 (u) 5 10 (v)
Finland (c) 15 (a) 5 5
Ghana (f) 7.5 (a) 7.5 (g) 7.5
Iceland 15 (a) 10 (x) 5
Luxembourg 15 (h) 0 0
Malta 15 5 5
Mauritius 5 5 5
Mexico 10 (a) 10 (i) 10 (j)
Netherlands 15 (k) 5 5(1)
Norway (c) 15 (a) 5 5
Panama 7.5 (m) 7.5 (g) 7.5
Portugal (s) 15 (u) 10 5
Qatar (s) 0 0 5
San Marino (s) 5 (h) 5(x) 0
Seychelles 5 5 5
Singapore (s) 0 12 (x) 8
Spain 5(t) 0 0
Sweden (c) 15 (a) 0 (n) 5
Switzerland 35 —(0) 0 (p)
United Kingdom (c) 0@ 15 0 (q)
United States (q) 15 (a) 5
Venezuela 10 (r) 15 (g) 10

(a) The rate is reduced to 5% if the beneficial owner of the dividends is a com-
pany that owns at least 10% of the capital of the payer of the dividends.
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The rate is reduced to 5% if the beneficial owner of the dividends is a com-
pany that owns at least 25% of the capital of the payer of the dividends.
Companies established in the International Business and Financial Services
Sector are not entitled to the benefits provided under the double tax treaties
with Canada, Finland, Norway, Sweden and the United Kingdom.
Consequently, for these companies, the normal rates apply.

This is the Caribbean Community and Common Market (CARICOM) double
tax treaty. Income is taxed in the country of source only.

The rate is reduced to 5% if the beneficial owner is a company (other than a
partnership) that holds directly at least 25% of the capital of the company
paying the dividends.

This treaty has been ratified by Barbados only. Consequently, the provisions
of the treaty are not yet effective.

The rate is reduced to 5% if the interest is derived by a bank resident in
Barbados.

The rate is reduced to 0% if the beneficial owner of the dividends is a com-
pany (other than a partnership) that holds directly at least 10% of the capital
of the company paying the dividends for an uninterrupted period of at least
12 months before the decision to distribute the dividends.

Under the Mexican tax law, the rate is reduced to 4.9% for interest paid to
international banks.

The term “royalties” includes payments derived from the alienation of rights
or property that are contingent on the productivity, use or disposition of such
property.

The rate is reduced to 0% if the beneficial owner of the dividend is a com-
pany that owns at least 10% of the capital of the payer of the dividends.

The rate is reduced to 0% for copyright royalties paid for the use, or the right
to use, literary, artistic or scientific works (including royalties paid for cine-
matographic films, and films, discs or tapes for radio or television broadcast-
ing).

This rate equals 75% of the statutory nominal rate applicable at the time of
dividend distribution. The rate is reduced to 5% if the beneficial owner of the
dividends is a company that owns at least 25% of the capital of the payer of
the dividends.

The income is exempt from withholding tax under the laws of the other
treaty country.

The treaty does not contain an interest article. Consequently, the normal tax
rate applies.

The rate is 15% for royalties paid for motion pictures or television films.
Companies established under a “special tax regime” are not entitled to the
benefits of the dividends, interest and royalties articles. Consequently, the
domestic tax rates apply to such companies.

The rate is reduced to 5% if the beneficial owner of the dividends is a com-
pany that owns at least 5% of the capital of the payer of the dividends.

This treaty has been signed by both parties, but it has not yet been ratified.
Consequently, the provisions of the treaty are not yet in effect.

The rate is reduced to 0% if the beneficial owner of the dividends is a com-
pany that directly owns at least 25% of the capital of the company paying the
dividends.

The rate is reduced to 5% if the beneficial owner of the dividends is a com-
pany that directly owns at least 25% of the capital of the company paying the
dividends.

This rate is reduced to 5% for royalties paid for copyrights of literary, artistic
or scientific works, including cinematographic films, and films or tapes for
radio or television broadcasting.

This treaty is effective from 1 January 2014.

The rate is reduced to 0% if the interest is paid to the government of Barbados
or any agency or instrumentality thereof, including the Central Bank of
Barbados (subject to certain restrictions).

For payments from Barbados by companies, the following treaty
withholding tax rates apply (however, see the paragraph between
the table and footnotes).

Dividends Interest Royalties
% % %
Austria 15 (a) 0 0
Bahrain (v) 0 0 0
Botswana 12 (b) 10 10
Canada 15 15 10

CARICOM (c) 0 15 15
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Dividends Interest Royalties
% % %
China 10 (d) 10 10
Cuba 15 (b) 10 5
Czech Republic 15 (s) 5 10 (u)
Finland 15 (a) 5 5
Ghana (e) 7.5 (a) 7.5 (f) 7.5
Iceland 15 (a) 10 (w) 5
Luxembourg 15 (g) 0 0
Malta 15 (h) 5 5
Mauritius 5 5 5
Mexico 10 (a) 10 10 (i)
Netherlands 15 (j) 5 5 (k)
Norway 15 (a) 5 5
Panama 11.25 (1) 7.5 (m) 7.5
Portugal (1) 15 (s) 10 5
Qatar (1) 0 0 5
San Marino (r) 5(g) 5 (w) 0
Seychelles 5 5 5
Singapore (r) 0 12 (w) 8
Spain 5(t) 0 0
Sweden 15 (a) 5 5
Switzerland 15 —(n) 0
United Kingdom 0 15 0 (o)
United States 15 (a) 5 5
Venezuela 10 (h) 15 (p) 10
Non-treaty countries 15 (q) 15 15

No tax is withheld from dividends, interest, management fees and
royalties paid to nonresidents by international business compa-
nies or international societies with restricted liability. In addition,
international banks and exempt (captive) insurance companies
are exempt from the payment of withholding tax on interest and
dividends.
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The rate is reduced to 5% if the beneficial owner of the dividends is a com-
pany that owns at least 10% of the capital of the payer of the dividends.

The rate is reduced to 5% if the beneficial owner of the dividends is a com-
pany that owns at least 25% of the capital of the payer of the dividends.
This is the CARICOM double tax treaty. Income is taxed in the country of
source only.

The rate is reduced to 5% if the beneficial owner of the dividends is a com-
pany (other than a partnership) that holds directly at least 25% of the capital
of the company paying the dividends.

This treaty has been ratified by Barbados only. Consequently, the provisions
of the treaty are not yet effective.

The rate is reduced to 5% if the interest is derived by a bank that is resident
in Ghana.

This rate is reduced to 0% if the beneficial owner is a company (other than a
partnership) that holds directly at least 10% of the capital of the company
paying the dividends for an uninterrupted period of at least 12 months before
the decision to distribute the dividends.

The rate is reduced to 5% if the beneficial owner of the dividends is a com-
pany that owns at least 5% of the capital of the payer of the dividends.

The term “royalties” includes payments derived from the alienation of rights
or property that are contingent on the productivity, use or disposition of such
property.

The rate is reduced to 0% if the beneficial owner of the dividends is a com-
pany that owns at least 10% of the capital of the payer of the dividends and
if the recipient of the dividends is a company resident in the Netherlands that
is not subject to Netherlands company tax on the dividends.

The rate is reduced to 0% for royalties paid for the use of, or the right to use,
literary, artistic or scientific works, including royalties with respect to cinemat-
ographic films, and films, discs or tapes for radio or television broadcasting.
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The rate equals 75% of the statutory nominal rate applicable at the time of
dividend distribution. It is reduced to 5% if the beneficial owner of the divi-
dends is a company that owns at least 25% of the capital of the payer of the
dividends.

The rate is reduced to 5% if the interest is derived by a bank that is resident
in Panama.

The treaty does not contain an interest article. Consequently, the normal tax
rate applies.

The rate is 15% for royalties paid for motion picture or television films.

The rate is reduced to 5% for interest paid to banks.

The rate is reduced to 0% if the dividends are paid out of income earned from
foreign sources.

This treaty has been signed by both parties, but it has not yet been ratified.
Consequently, the provisions of the treaty are not yet in effect.

The rate is reduced to 5% if the beneficial owner of the dividends is a com-
pany that directly owns at least 25% of the capital of the company paying the
dividends.

The rate is reduced to 0% if the beneficial owner of the dividends is a com-
pany that directly owns at least 25% of the capital of the company paying the
dividends.

This rate is reduced to 5% for royalties paid for copyrights of literary, artistic
or scientific works, including cinematographic films, and films or tapes for
radio or television broadcasting.

This treaty is effective from 1 January 2014.

The rate is reduced to 0% if the interest is paid to the government of the other
contracting state or any agency or instrumentality thereof, including the cen-
tral bank of that contracting state (subject to certain restrictions).
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A. At a glance
Corporate Profits Tax Rate (%) 18 (a)
Capital Gains Tax Rate (%) 9/18 (b)
Withholding Tax Rate (%) (c)
Dividends 12
Interest 0/10 (d)
Royalties 15
Freight and Transportation 6
Capital Gains 12
Other Income 15 (e)
Net Operating Losses (Years)
Carryback 0
Carryforward 10

(a) This is the standard profits tax rate. Certain activities are subject to special
tax rates and tax incentives are available. For details, see Section B.

(b) A 9% rate applies to profits from the sale of shares (equity interests in char-
ter capital).

(c) Withholding tax applies to income derived from sources in Belarus by for-
eign legal entities that do not carry out business activities in Belarus through
a permanent establishment. Withholding tax rates may be reduced or elimi-
nated under applicable double tax treaties. For a table of treaty withholding tax
rates, see Section F.

(d) This withholding tax applies to income derived from debt obligations, such
as borrowings or loans, that are not formalized by securities. Exemption is
available for certain public debts and corporate bonds.

(e) The Tax Code specifies the types of income subject to withholding tax.

B. Taxes on corporate income and gains

Corporate profits tax. Companies incorporated in Belarus are
subject to corporate profits tax on their worldwide income. Non-
residents that carry out business activities in Belarus through a
permanent establishment are subject to the corporate profits tax
only on the income derived from their activities carried out in
Belarus through such permanent establishment.

Income derived from sources in Belarus by nonresidents that do
not carry out business activities in Belarus through a permanent
establishment is subject to withholding tax. For withholding tax
rates, see Sections A and F.
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Rates of corporate profits tax. The standard corporate profits tax
rate is 18%.

Reduced tax rates apply to the following types of income:

* Profits of producers of laser-based optical devices (on the con-
dition that these devices account for 50% or more of the total
value of production): 10%

* Profits of producers of high-technology products: 10%

* Dividends paid to Belarusian companies: 12%

* Income derived from the sale of shares in the charter capital
(equity interests) of companies established in Belarus: 9%

Tax exemptions and reductions. Belarus offers various tax exemp-
tions and reductions. Some of these exemptions and reductions
are summarized below.

Certain types of income are not subject to tax, including divi-

dends accruing to the following:

* Belarusian societies of disabled people, Belarusian societies of
deaf people, Belarusian societies of sight-disabled people (for
dividends received from unitary enterprises [commercial organi-
zations that do not have shares or participatory interests] owned
by these Belarusian societies)

 Venture organizations and Belarusian innovation funds (for
dividends received from innovation organizations)

If certain conditions are met, profits subject to tax can be de-
creased by amounts used to finance state social objects (includ-
ing educational, health care, sports and religious organizations),
up to 10% of taxable profits.

Profits derived from certain business activities are exempted from

the tax, including the following:

» Manufacturing of food products for infants

« Services of hotels located in tourist locations approved by the
President of Belarus for the first three years of operation

* Plant growing (except for flowers and ornamental plants), live-
stock farming, fish breeding, and bee farming

* Transactions with government securities, securities of the
National Bank of the Republic of Belarus and some other
securities

* Roadside services of objects located close to republican roads
within five years from the date of set-up

* Investment of insurance reserves on voluntary life insurance
agreements if the profit is used to increase funds accumulated
in the personal accounts of the policyholders

All the benefits described above can be claimed only if special
conditions and procedures are met and, in certain circumstances,
if special state permits are received.

Free-economic zones. A free-economic zone (FEZ) is located in
each of the six regional centers of Belarus (Brest, Gomel, Grodno,
Minsk, Mogilev and Vitebsk). An FEZ resident is exempt from
profits tax for five years beginning on the date on which profits
are declared for the first time. After the end of the five-year
period, the FEZ resident pays corporate profits tax at 50% of the
standard rate, but the tax rate may not exceed 12%.

In addition, an FEZ resident may apply a reduced value-added
tax (VAT) rate of 10%.
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The benefits mentioned above are provided to an FEZ resident

with respect to the following profits:

* Profits received from goods (works and services) manufactured
by an FEZ resident and sold to other FEZ residents, foreign
legal entities or foreign individuals

* Profits from goods manufactured by a resident of an FEZ and
realized in Belarus if the goods are defined as substitutes for
imported goods on the list specified by the government and
approved by the President of Belarus

Special tax regimes. Belarus has several tax regimes, which are
summarized below.

Simplified system of taxation. Business entities may pay a unified
tax under a simplified system of taxation. Business entities that
pay the unified tax are not subject to corporate profits tax, and
under certain conditions, to VAT (and some other taxes). Under
this system, the tax due is either 5% of gross revenues or, if the
business entity continues to pay VAT, 3% of gross revenues.

Unified tax on agricultural producers. Agricultural producers may
pay a unified tax at a rate of 1% of gross revenues from the sale
of goods (works and services) and other property and income de-
rived from non-sales transactions. An agricultural entity can pay
the unified tax if its annual gross revenue consists of at least 50%
of revenue from the sale of its own manufactured crop products
(excluding flowers and ornamental plants), livestock products,
fish breeding and bee breeding products.

Tax on gambling industry. Gambling (except for lotteries) is sub-
ject to fixed tax rates, depending on the number of items of op-
erational equipment used (for example, gambling tables, slot ma-
chines, and gambling equipment used to register betting). Effective
from 1 January 2014, the positive difference between the amount
of received bids and the composed winning fund (fund to be paid
to the winner) is subject to additional gambling tax at a rate of 4%.

Tax on income generated by lottery sales. Lottery sales are sub-
ject to an 8% tax rate on the gross revenue less the awarded prize
fund.

Tax on electronic interactive games. The tax base for the tax on
electronic interactive games equals the difference between the
amount of revenue from electronic interactive games and the
composed winning fund (fund to be paid to the winner). The tax
rate is 8%. Revenue from electronic interactive games is exempt
from corporate profits tax. Turnover received from stakes (bets)
with respect to the holding of electronic interactive games is
exempt from value-added tax.

Taxation of commercial organizations and individual entrepre-
neurs engaged in medium-sized or small towns and rural areas.
Commercial organizations and individual entrepreneurs engaged
in business in medium-sized or small towns and rural areas may
qualify for exemption from the following taxes, duties and other
obligations:
* Corporate profits tax and personal income tax, respectively, dur-
ing the seven-year period after the registration of the business
* Real estate tax on assets located in medium-sized or small towns
and rural areas during the seven-year period after the registra-
tion of the business
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« State duties for obtaining special permissions (licenses), the
introduction of changes into special permissions, the extension
of such special permissions and the obligatory sale of foreign
currency received under transactions with Belarusian nonresi-
dents

They may apply for the above tax incentives if special conditions
are met and special procedures are followed. They may also re-
ceive other benefits.

Taxation of residents of the High Technologies Park. The High
Technologies Park was established in 2005 for a period of 15 years.
Park residents are exempt from taxes, contributions and other
obligatory payments to the state budget and state non-budget funds
with respect to revenue derived from the sale of goods (works,
services and property rights for intellectual property). Business
entities operating in the park may engage only in the high technol-
ogy activities set forth in the Decree of the President of Belarus
“Concerning the Park of High Technologies.”

Taxation of the members of the Infopark Science and Technology
Association. The members of the Infopark Science and Technol-
ogy Association are exempt from taxes and other obligatory pay-
ments to state non-budget funds with respect to revenue derived
from the sale of information technologies and services for the
development of such technologies, except for profits tax paid at
a rate of 5% and Social Fund contributions.

China-Belarus Industrial Park. The China-Belarus Industrial Park
(CBIP) was created in 2012 as a territory with a special regime for
entrepreneurial activity, which is effective until 2062. Residents of
the CBIP may benefit from tax incentives, such as the following:
» Exemption for 10 years from the date of state registration from
corporate profits tax from the realization of their own manufac-
tured goods (works and services) produced in the CBIP territory
* Real estate tax on buildings and constructions located in the
CBIP
* Land tax on land located in the CBIP territory

Personal income tax at a rate of 9% applies to the income of a
CBIP resident’s employees, and social security contributions are
calculated on the basis of an amount that is not more than the
average salary in Belarus for the preceding month. Other benefits
are also available.

Capital gains. Capital gains derived from the alienation of equity
interests in the charter capital of Belarusian companies are taxed
at a corporate profits tax rate of 9%. The same tax rate applies to
gains from operations involving securities, except for bonds
which are exempt from corporate profits tax in certain cases.

Capital gains derived by nonresidents without a permanent estab-
lishment in Belarus are subject to a 12% withholding tax, unless
otherwise provided by a double tax treaty.

Administration. The basic tax reporting period is the calendar
quarter. The tax return must be filed by the 20th of the month
following the reporting quarter. The corporate profits tax must be
paid by the 22nd of the month following the reporting quarter.
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Corporate profits tax for the fourth quarter of 2014 must be paid
by 22 December 2014 in an amount equal to two-thirds of the tax
payable in the third quarter of 2014 with subsequent additional
payment or reduction not later than 22 January 2015.

Non-payment or incomplete payment of tax is subject to a fine of
20% of the unpaid tax but not less than 10 basic units (approxi-
mately EUR100 or USD140). A fine for late submission of the
tax return can be up to 10% of the unpaid tax but not less than 10
basic units. In addition to these fines, a penalty is applied for
every day of delay in tax payment. The penalty is assessed on the
basis of the refinance rate established by the National Bank of the
Republic of Belarus (currently, 23.5%).

Dividends. Dividends paid to foreign legal entities without a per-
manent establishment in Belarus are subject to a 12% withhold-
ing tax, unless otherwise provided by a double tax treaty. The
distribution of dividends to resident companies is also subject to
withholding tax.

Foreign tax relief. A tax credit for foreign tax paid by, or withheld
from, a Belarusian taxpayer is granted on submission to the local
tax authorities of a certificate issued by the competent authorities
of the foreign country that confirms the amount of tax paid
(withheld) in that foreign state.

C. Determination of taxable profits

General. Taxable profits are based on the financial statements
prepared according to the accounting standards of Belarus. The
taxable profits are determined by adjusting the profits reported in
the financial statements by items stipulated by the Tax Code.
Adjustments relate to special income and expense items and usu-
ally act to restrict tax-deductible expenses. For example, travel
expenses are deductible within certain limits. The list of deduct-
ible expenses is open. Special rules determine the taxable profits
of banks and insurance companies.

Inventories. Inventories are carried at actual cost. The allowed
accounting methods for determining cost value are cost of each
unit, average cost and valuation price, including first-in, first-out
(FIFO).

Provisions. Banks can establish deductible provisions for unrecov-
erable loans and securities. The National Bank of the Republic of
Belarus regulates the establishment of such provisions.

Tax depreciation. The amount of depreciation reported in the fi-
nancial statements may be deducted for tax purposes if the fixed
assets are used in an entrepreneurial activity.

Investment deduction. On the acquisition and/or reconstruction of
tangible assets, a taxpayer can immediately deduct a percentage
of the initial value of the assets (value of investments for recon-
struction) for corporate profits tax purposes. The following are
the percentages:

* Buildings and structures: not more than 10%

* Machinery and equipment, and certain transport vehicles: not

more than 20%
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The investment deduction does not reduce the base for calcula-
tion of the depreciation deduction for tax purposes, which is
defined as the initial cost of the asset.

Relief for losses. Belarusian tax law contains loss carryforward
rules under which losses can be carried forward to the following
10 years, beginning with those incurred in 2011. Losses are car-
ried forward in groups of operations against identical types of
income. The following are the groups:

* 1st group: operations with financial derivatives and securities
* 2nd group: alienation of fixed assets, construction-in-progress

sites and uninstalled equipment

The remaining losses are carried forward regardless of the opera-
tions and activities in which they were incurred. To apply the loss
carryforward rules, a company must maintain separate account-
ing and keep documents confirming the amount of losses.

The Belarusian tax law does not provide for loss carrybacks.

Groups of companies. The Belarusian tax law does not provide for
tax groups. Each legal entity is a separate taxpayer.

D. Other significant taxes

The following table summarizes other significant taxes.

Nature of tax Rate (%)
Value-added tax (VAT)

Standard rate 20

Sales of specified products (for example,

goods for children and foods) 10
Exports of goods and services 0

Excise duties; imposed at fixed amounts
per unit of goods (specific rates) or as a
percentage of the value of goods (ad valorem
rates); levied on various products (alcohol,
tobacco products, certain types of fuel,
cars and other items) Various
Payroll taxes
Social fund contributions; paid by the

employer 34
Pension tax; withheld from employee 1
Land tax; annual tax imposed at fixed
amount per hectare of land area Various
Ecological tax; imposed at fixed amount
per units of various contaminants Various
Asset tax; annual tax imposed on real
estate, including construction-in-progress 1to2
Local taxes and dues Various

Offshore levy; imposed on payments or
transfers of cash by residents to nonresidents
registered in tax havens; paid by residents 15

E. Miscellaneous matters

Foreign-exchange controls. The Belarusian ruble (BYR) has lim-
ited convertibility. The Council of Ministers of the Republic of
Belarus, the National Bank of the Republic of Belarus, The State
Control Committee and State Customs are the currency regula-
tion and control bodies in Belarus.
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Belarus imposes detailed and severe currency control regulations.
These regulations impose restrictions, controls and special report-
ing with respect to transactions involving the use of foreign and
national currency, as well as to settlements with nonresidents.

Companies doing business in Belarus must open a bank account
with a bank in Belarus.

Debt-to-equity ratios. The amount of interest that Belarusian legal
entities can deduct for tax purposes is limited if the interest per-
tains to a controlled debt obligation and if the debt-to-equity ratio
of the entity exceeds 3:1. The following types of indebtedness are
considered to be controlled debt obligations:

* Indebtedness to a foreign company that directly or indirectly
owns more than a 20% share in the charter fund of a Belarusian
company

¢ Indebtedness to a Belarusian company that is an affiliate entity
of a foreign company described in the first bullet above

Thin-capitalization rules do not apply to banks or insurance com-
panies, or to lessors or landlords if the received rental payments
(lease payments) exceed 50% of the total revenue from the sale of
goods (works and services) and property rights as well as income
from rent-out and lease-out operations).

Transfer pricing. Tax authorities may control prices during an on-

site tax audit only in the following cases:

* Sales of immovable property: if the prices are more than 20%
lower than the market prices on the date of the sale of the im-
movable property

* Foreign sales (including related-party transactions): if transac-
tions with one entity at the date of sale of goods exceeds
BYRG60 billion in one calendar year and if the price of a transac-
tion deviates by more than 20% from the market price on the
sale date

The comparability of prices to market prices is reviewed only for
the purpose of calculating corporate profits tax, and the prices are
adjusted only if this will increase the tax. The following methods
are used to determine for tax purposes the conformity of transac-
tion prices to market prices:

» Comparable uncontrolled prices method

* Resale-minus method

¢ Cost-plus method

F. Tax treaties

Belarus has entered into double tax treaties with Armenia,
Austria, Azerbaijan, Bahrain, Belgium, Bulgaria, China, Croatia,
Cyprus, the Czech Republic, Egypt, Estonia, Finland, Germany,
Hungary, India, Iran, Ireland, Israel, Italy, Kazakhstan, Korea
(North), Korea (South), Kyrgyzstan, Kuwait, Latvia, Lebanon,
Lithuania, Macedonia, Moldova, Mongolia, the Netherlands,
Oman, Pakistan, Poland, Qatar, Romania, the Russian Federation,
Saudi Arabia, the Slovak Republic, Slovenia, South Africa,
Sweden, Switzerland, Syria, Tajikistan, Thailand, Turkey, Turk-
menistan, Ukraine, United Arab Emirates, Uzbekistan, Venezuela,
Vietnam and Yugoslavia (applied to Serbia).

Belarus has also signed double tax treaties with Bangladesh,
Indonesia, Laos, Libya, Singapore and Sri Lanka, but these trea-
ties have not yet entered into legal force.
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Belarus honors several of the double tax treaties entered into by
the former USSR, including treaties with Denmark, France, Japan,
Malaysia, Spain, the United Kingdom and the United States. The
Ministry of Taxes and Collections has indicated that the treaties

with Canada and Norway are no longer effective.

The following table presents the withholding tax rates under
Belarusian tax treaties and under the former USSR’s treaties

honored by Belarus.

Dividends

%

Armenia 10/12 (a)
Austria 5/12 (e)
Azerbaijan 12
Bahrain 5
Belgium 512 (e)
Bulgaria 10/12 (ww)
China 10/12 (ww)
Croatia 5/12 (e)
Cyprus 5/10/12 (d)
Czech
Republic 5/10 (jj)
Denmark (q) 12
Egypt 12
Estonia 10/12 (ww)
France (q) 12
Finland 5/12 (e)
Germany 5/12 (dd)
Hungary 5/12 (e)
India 10/12 (g)
Iran 10/12 (g)
Ireland 0/5/10 (00)
Israel 10/12 (ww)
Italy 5/12 (e)
Japan (q) 12
Kazakhstan 12
Korea (North) 10/12 (ww)
Korea (South) 5/12 (e)
Kyrgyzstan 12
Kuwait 0/5 (x)
Latvia 10/12 (ww)
Lebanon 7.5
Lithuania 10/12 (ww)
Macedonia 512 (e)
Malaysia (q) 12
Moldova 12
Mongolia 10/12 (ww)
Netherlands 0/5/12 (e)(w)
Oman 0/5 (ii)
Pakistan 10/12 (g)
Poland 10/12 (a)
Qatar 5
Romania 10/12 (ww)
Russian
Federation 12
Saudi Arabia 5
Slovak
Republic 10/12 (g)

Interest
%
0/10 (v)
0/5/10 (gg)
0/10 (v)

0/5 (vv)
0/10 (z)
0/10 (v)
0/10 (ss)

10
5/10 (xx)

0/5 (vv)
0

10
0/10 (s)(vv)
0/10 (r)
0/5/10 (hh)
0/5/10 (ee)
5

0/10 (bb)(vv)
0/5/10 (v)(xx)
5

0/5/10 (t)
0/8/10 (mm)
0/10 (ss)

0/10 (v)

0/10 (s)(v)

0/10 (p)

0/10 (v)
0/5 (v)

0/10 (s)(vv)
0/5 (v)

0/10 (s)(vv)
10

0/10 ()(v)(bb)

0/10 (bb)
0/10 (nn)
0/5 (u)
0/5 (ii)

0/10 (s)(v)(bb)

0/10 (bb)
0/5 (v)
0/10 (v)

0/10 (v)
5

0/10 (v)

Royalties
%
10/15 (tt)
5/15 (uw)
10/15 (tt)
5

5
10/15 (tt)
10/15 (tt)
10/15 (tt)

5/15 (uu)

5
0
15
10/15 (tt)
0

5/15 (uu)
3/5/15 (ff)
5

15
5/15 (uu)
5

5/10/15 (cc)
6/15 (yy)
0/10/15 (n)
15
10/15 (tt)
5

15
10
10/15 (tt)

5
10/15 (tt)
10
10/15 (o)
15
10/15 (tt)

3/5/10/15 (f)

10
15
0

5
15

10/15 (tt)
10

5/10/15 (i)
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Dividends Interest Royalties
% % %

Slovenia 5 0/5 (pp) 5
South Africa 5/12 (e) 0/5/10 (1) 5/10 (m)
Spain (q) 12 0 0/5 (y)
Sweden 5/10/12 (b) 0/5/10 (rr) 3/5/10/15 (c)
Switzerland 5/12 (e)  0/5/8/10 (aa) 3/5/10/15 (c)
Syria 12 10 15
Tajikistan 12 0/10 (bb) 15
Thailand 10 0/10 (qq) 15
Turkey 10/12 (g) 0/10 (v) 10
Turkmenistan 12 0/10 (v) 15
Ukraine 12 10 15
United Arab
Emirates 5/10 (j) 0/5 (s) 5/10/15 (k)
United
Kingdom (q) 0 0 0
United States (q) 12 0 0
Uzbekistan 12 0/10 (v)(bb) 15
Venezuela 5/12 (e) 0/5 (kk) 5/10 (11)
Vietnam 12 0/10 (v) 15
Yugoslavia 5/12 (e) 8/10 (h) 10/15 (tt)
Non-treaty
countries 12 10 15
(a) The 10% rate applies if the recipient owns more than 30% of the capital of

(b)

(©

(d)

(©

()
(h)
(@)

the payer company. The 12% rate applies in all other cases.

The 5% rate applies if the recipient owns more than 30% of the capital of the

payer company. The 10% rate applies in all other cases if the recipient is the

actual owner of dividends. The 12% rate applies in all other cases.

The 3% rate applies to amounts paid for the use of, or the right to use, patents

and secret formulas or processes or for information concerning industrial,

commercial or scientific experience. The 5% rate applies to amounts paid for

the use of, or the right to use, industrial, commercial or scientific equipment.

The 10% rate applies if the recipient is the actual owner of royalties. The 15%

rate applies in all other cases.

The 5% rate applies if the recipient has invested at least ECU200,000 in the

share capital of the payer. The 10% rate applies if the recipient owns more

than 25% of the capital of the payer company. The 12% rate applies in all

other cases.

The 5% rate applies if the recipient owns at least 25% of the capital of the

payer company. The 12% rate applies in all other cases (however, for the

Netherlands, also see footnote [w]).

The 3% rate applies to amounts paid for the use of, or the right to use, patents,

brand names, designs, models, plans and secret formulas or processes, or for

information related to industrial, commercial or scientific expertise. The 5%

rate applies to payments for the use of, or the right to use, industrial, com-

mercial or scientific equipment (including vehicles). The 10% rate applies to

amounts paid for the use of, or the right to use, copyrights of literary, artistic

or scientific works, including motion pictures and films or tapes used for

television and radio broadcasting. The 15% rate applies in all other cases.

The 10% rate applies if the recipient owns more than 25% of the capital of

the payer company. The 12% rate applies in all other cases.

The 8% rate applies if the recipient is the actual owner of the interest income.

The 10% rate applies in all other cases.

The 5% rate applies to amounts paid for copyrights of works of literature, art

or science, including motion pictures, films, tapes and other means of trans-

mitting images or sounds. The 10% rate applies to amounts paid for the fol-

lowing:

* Patents, trademarks, designs, drafts, models, schemes and secret formulas
or processes

+ Information concerning industrial, commercial or scientific experience

* The use of, or the right to use, industrial, commercial or scientific equip-
ment, or means of transportation

The 15% rate applies in all other cases.
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The 5% rate applies if the actual owner of the dividends is a company that
owns USD100,000 or more in the company paying the dividends. The 10%
rate applies in all other cases.

The 5% rate applies to amounts paid for the following:

* The use of, or the right to use, copyrights of scientific works, patents, brand
names, designs, models, plans and secret formulas or processes

* The right to use information related to industrial, commercial or scientific
equipment or vehicles

+ Information related to industrial, commercial or scientific expertise

The 10% rate applies to amounts paid for the use of, or the right to use, copy-

rights of literary or artistic works, including motion pictures or films and tapes

used for television or radio broadcasting. The 15% rate applies in all other
cases.

The 0% rate applies if the recipient of the interest income is the government

or a government authority. The 5% rate applies if the recipient of the interest

income is a bank or other financial institution. The 10% rate applies in all
other cases.

The 5% rate applies to amounts paid for industrial, commercial or scientific

equipment, or vehicles. The 10% rate applies in all other cases.

The 0% rate applies to amounts paid for the use of, or the right to use, copy-

rights of works of literature, art or science, including motion pictures, films

or tapes for television or radio broadcasting. The 10% rate applies to amounts
paid for the following:

* The use of, or the right to use, patents, trademarks, designs, drafts, models,
schemes and secret formulas or processes

* Information concerning industrial, commercial or scientific experience

* The use of, or the right to use, industrial, commercial or scientific equip-
ment

The 15% rate applies in all other cases.

The 10% rate applies to amounts paid for the following:

* The use of, or the right to use, patents, brand names, designs, models,
plans, secret formulas or processes, or copyrights of scientific works

* The use of, or the right to use, industrial, commercial or scientific equip-
ment

* The use of, or the right to use, information related to industrial, commercial
or scientific expertise

The 15% rate applies to amounts paid for the use of, or the right to use,

copyrights of motion pictures or magnetic tapes for television and radio

broadcasting, or of literary and artistic works.

The 0% rate applies if the interest income is derived from sales on credit of

industrial, commercial or scientific equipment or if the recipient of the interest

income is the government or central bank. The 10% rate applies in all other
cases.

Belarus honors the double tax treaty entered into by the former USSR and this

country. The table lists the tax rates under the treaty.

The 0% rate applies to interest on bank and commercial loans. The 10% rate

applies in all other cases.

The 0% rate applies to interest on loans guaranteed by the government. The

10% rate applies in all other cases.

The 0% rate applies if the recipient of the interest income is the government

or central bank. The 5% rate applies if the recipient of the interest income is a

bank or other financial institution. The 10% rate applies in all other cases.

The 0% rate applies in the following cases:

* The payer or payee of the interest income is the government, a political and
administrative division, a local government body or the central bank.

* The loan is approved by the government.

* The loan is provided, guaranteed or insured by the government, the central
bank or other body under state control.

* The loan is provided or guaranteed by a financial institution to promote
development, or the loan is granted with respect to the acquisition of indus-
trial, business, commercial, medical or scientific equipment.

The 0% rate applies if the recipient of the interest income is the government

or central bank. The higher rates apply in all other cases.

The 0% rate applies if either of the following conditions is satisfied:

* The recipient owns more than 50% of the capital of the payer company and
its capital contribution is at least ECU250,000.

* The recipient owns more than 25% of the capital of the payer company and
its capital contribution is guaranteed or insured by the government.

The 0% rate applies if the recipient of the dividends is the government or

central bank. The 5% rate applies in all other cases.
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The 0% rate applies to amounts paid for the use of, or the right to use, copy-

rights of works of literature, music, art or science other than motion pictures

or films and tapes for television or radio broadcasting. The 5% rate applies
in all other cases.

The 0% rate applies if any of the following conditions is satisfied:

* The loan is approved by the government.

* The interest income is derived from sales on credit of industrial, medical
or scientific equipment or from service supply contracts.

* The loan relates to industrial, medical or scientific equipment or service
supply contracts, it is guaranteed by the government, and it is aimed at
supporting exports.

The 10% rate applies in all other cases.

The 0% rate applies if any of the following conditions is satisfied:

* The loan is approved by the government.

 The interest income is derived from sales on credit of industrial, medical
or scientific equipment.

* The interest income is derived from government securities.

The 5% rate applies to interest on loans granted by banks. The 8% rate

applies if the recipient is the actual owner of the interest income. The 10%

rate applies in all other cases.

The 0% rate applies if the loan is approved by the government. The 10% rate

applies in all other cases.

The 5% rate applies to amounts paid for copyrights of works of literature,

art or science, except motion pictures, or for the right to use industrial, com-

mercial or scientific equipment or means of transportation. The 10% rate
applies if the recipient is the actual owner of the royalties. The 15% rate
applies in all other cases.

The 5% rate applies if the recipient owns more than 20% of the capital of

the payer company and contributes at least EUR81,806.70 to the share

capital of the payer. The 12% rate applies in all other cases.

The 0% rate applies to the following interest payments:

« Interest arising in Belarus and paid to the government of Germany,
Deutsche Bundesbank, Kreditanstalt fur Wiederaufbau or Deutsche
Finanzierungsgesellschaft fur Beteiligungen in Entwicklungslandern

« Interest paid with respect to a loan guaranteed by the Hermes-Deckung if
the recipient of the interest income is the government or central bank of
Belarus

The 5% rate applies if the recipient is the actual owner of the interest

income. The 10% rate applies in all other cases.

The 3% rate applies to amounts paid for the following:

» The use of, or the right to use, copyrights of scientific works, patents,
brand names, designs, models, plans and secret formulas or processes

* The right to use information related to industrial, commercial or scientific
expertise

The 5% rate applies to amounts paid for the use of, or the right to use,

copyrights of literary and artistic works, including motion pictures and films

or tapes used for television or radio broadcasting or for the use of, or right
of use, all types of equipment and transportation. The 15% rate applies in all
other cases.

The 0% rate applies if any of the following conditions is satisfied:

* The loan is approved by the government.

* The recipient of the interest income is the government or central bank.

 The interest paid on the loan or credit is guaranteed or secured by the
government (including the Osterreichische Kontrollbank Aktiengesell-
schaft).

The 5% rate applies if the recipient is the actual owner of the interest

income. The 10% rate applies in all other cases.

The 0% rate applies if the recipient of the interest income is the government,

the central bank, the Finnish Fund for Industrial Cooperation (FINNFUND)

or Finnish Export Credit (FINNVERA). The 5% rate applies if the recipient
is the actual owner of the interest income. The 10% rate applies in all other
cases.

The 0% rate applies if the recipient of the dividends is the government,

central bank or the Governmental General Reserve Fund of Oman. The 5%

rate applies in all other cases.

The 5% rate applies if the recipient owns at least 25% of the capital of the

payer company. The 10% rate applies in all other cases.

The 0% rate applies if any of the following conditions is satisfied:

* The recipient of the interest income is the government or a government
authority.

« The interest is paid on loans guaranteed by the government.
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* The interest is paid on loans aimed at promoting exports or connected to
the supply of all types of equipment and transport vehicles by an enter-
prise of the other contracting state.

* The interest is paid with respect to sales of all types of equipment and
transport vehicles.

The 5% rate applies in all other cases.

The 5% rate applies if the royalties are paid for the use of, or the right to

use, the following:

* Scientific copyrights, software or trademarks

+ All types of equipment and transport vehicles

The 10% rate applies in all other cases.

The 0% rate applies if any of the following conditions is satisfied:

The interest is paid by the government or a government authority.

The interest is paid to the government or a government authority, local

agency or body (including a financial institution) that fully belongs to the

state or governmental body.

The interest is paid to any other agency or body (including a financial

institution) on loans provided with respect to the application of an agree-

ment entered into between the contracting states.

The 8% rate applies if the recipient is the actual owner of the interest

income. The 10% rate applies in all other cases.

The 0% rate applies if the loan is provided to the government or central

bank. The 10% rate applies in all other cases.

The 0% rate applies if the recipient of the dividends is one of the following:

* National Treasury Management Agency of Ireland

+ National Reserve Pension Fund of Ireland

* Any other organization, including an agency or institution, that is fully or
mainly owned by the government

The 5% rate applies if the recipient owns at least 25% of the capital of the

payer company. The 10% rate applies in all other cases.

The 0% rate applies if the recipient or payer of the interest income is the

government, a local authority or central bank. The 5% rate applies in all

other cases.

The 0% rate applies if the recipient of the interest income is the government,

central bank or an institution with capital that is fully owned by the govern-

ment or local authorities.

The 0% rate applies in the following cases:

The payer or payee of the interest income is the government, a political

and administrative division, a local government body or the central bank.

The loan is approved by the government.

The loan is granted and guaranteed by the state financial body to promote

exports if the loan is provided or guaranteed on preferential terms.

The loan is granted by a bank to promote exports.

Interest is paid on a debt that arises with respect to the sale on credit of

merchandise or industrial, business or scientific equipment.

The 5% rate applies if the recipient is the actual owner of interest. The 10%

rate applies in all other cases.

The 0% rate applies if the recipient of the interest income is the govern-

ment, central bank, other government agency or a financial institution. The

10% rate applies in all other cases.

The 10% rate applies if the recipient is the actual owner of the royalties.

The 15% rate applies in all other cases.

The 5% rate applies if the recipient is the actual owner of royalties. The

15% rate applies in all other cases.

The 0% rate applies if the recipient of the interest income is the government

or a local government body, the central bank or other government company

or financial institution. The higher rate applies in all other cases.

The 10% rate applies if the recipient is the actual owner of the dividends.

The 12% rate applies in all other cases.

The 5% rate applies if the recipient is the actual owner of the interest

income. The 10% rate applies in all other cases.

The 6% rate applies if the recipient is the actual owner of the royalties. The

15% rate applies in all other cases.
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Belgium

ey.com/GlobalTaxGuides

ey.com/TaxGuidesApp

Brussels GMT +1
EY +32 (2) 774-91-11
De Kleetlaan 2 Fax: +32 (2) 774-90-90
B-1831 Diegem (Brussels)
Belgium

Principal Tax Contact

* Herwig Joosten +32 (2) 774-93-49
Mobile: +32 (476) 49-09-49
Email: herwig.joosten@be.ey.com

Business Tax Services

Steven Claes +32 (2) 774-94-20

Mobile: +32 (477) 70-06-78
Email: steven.claes@be.ey.com

Global Compliance and Reporting — Europe

Chris Platteeuw +32 (2) 774-97-84

Mobile: +32 (495) 59-49-30

Email: chris.platteeuw@be.ey.com
Frank Cambie +32 (2) 774-97-39

Mobile: +32 (497) 51-11-75

Email: frank.cambie@be.ey.com
Geert Vandenplas +32 (2) 774-60-62

Mobile: +32 (496) 57-83-97

Email: geert.vandenplas@be.ey.com

Global Compliance and Reporting — Belgium
Géraldine Tack +32 (2) 774-98-30
Mobile: +32 (477) 37-56-82
Email: geraldine.tack@be.ey.com

International Tax Services — Core
Steven Claes +32 (2) 774-94-20
Mobile: +32 (477) 70-06-78
Email: steven.claes@be.ey.com
Werner Huygen +32 (2) 774-94-04
Mobile: +32 (479) 97-83-21
Email: werner.huygen@be.ey.com
Herwig Joosten +32 (2) 774-93-49
Mobile: +32 (476) 49-09-49
Email: herwig.joosten@be.ey.com
Peter Moreau +32 (2) 774-91-87
Mobile: +32 (477) 78-78-24
Email: peter.moreau@be.ey.com

International Tax Services — Global Tax Desk network
Timo Kanervo, +32 (2) 774-93-93
Nordic tax desk Mobile: +358 (400) 748-820
Email: timo.kanervo@be.ey.com

International Tax Services — Tax Desk Abroad
Bart Desmet +1 (212) 773-3068
(resident in New York) Mobile: +1 (917) 742-5090
Email: bart.desmet@ey.com
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International Tax Services — Operating Model Effectiveness

Franky de Pril

Herwig Joosten

+32 (2) 774-94-84

Mobile: +32 (497) 05-10-96
Email: franky.de.pril@be.ey.com
+32 (2) 774-93-49

Mobile: +32 (476) 49-09-49
Email: herwig.joosten@be.ey.com

International Tax Services — Transfer Pricing

Jan Bode

Herwig Joosten

Kurt Van der Voorde

Transaction Tax
Marc Korthoudt

Nick Van Gils

Guido Verhoeven

+32 (2) 774-92-93

Mobile: +32 (497) 59-71-24

Email: jan.bode@be.ey.com

+32 (2) 774-93-49

Mobile: +32 (476) 49-09-49

Email: herwig.joosten@be.ey.com

+32 (2) 774-92-81

Mobile: +32 (495) 26-65-34

Email: kurt.van.der.voorde@be.ey.com

+32 (2) 774-94-54

Mobile: +32 (479) 90-18-75

Email: marc.korthoudt@be.ey.com
+32 (2) 774-95-23

Mobile: +32 (497) 12-26-38

Email: nick.van.gils@be.ey.com
+32 (2) 774-93-16

Email: guido.verhoeven@be.ey.com

International Tax Services — International Capital Markets

Koen Marsoul,
Financial Services Office

Stijn Vanoppen,
Financial Services Office

Business Tax Advisory
Michel Beyaert

Steven Claes

Olivier Van Bauwel

Human Capital
Herman Schepers

Indirect Tax and Customs
Yves Bernaerts

Legal Services

+32 (2) 774-99-54

Mobile: +32 (475) 54-29-99
Email: koen.marsoul@be.ey.com
+32 (2) 774-97-94

Mobile: +32 (492) 55-73-92
Email: stijn.vanoppen@be.ey.com

+32 (2) 774-93-70

Mobile: +32 (476) 49-08-72

Email: michel.beyaert@be.ey.com
+32 (2) 774-94-20

Mobile: +32 (477) 70-06-78

Email: steven.claes@be.ey.com

+32 (2) 774-93-14

Mobile: +32 (497) 59-70-58

Email: olivier.van.bauwel@be.ey.com

+32 (2) 774-93-68
Mobile: +32 (476) 49-08-08
Email: herman.schepers@be.ey.com

+32 (2) 774-93-33
Mobile: +32 (476) 49-08-52
Email: yves.bernaerts@be.ey.com

Jan De Monie +32 (2) 774-60-68
Mobile: +32 (475) 90-25-18
Email: jan.de.monie@hvglaw.be
Antwerp GMT +1

EY

J. Englishstraat 54
B-2140 Antwerp
Belgium

+32 (3) 270-12-00
Fax: +32 (3) 235-31-45
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International Tax Services — Core

Werner Huygen

Business Tax Advisory
Geert Gemis

+32 (3) 270-12-16
Mobile: +32 (479) 97-83-21
Email: werner.huygen@be.ey.com

+32 (3) 270-14-57
Mobile: +32 (475) 58-28-81
Email: geert.gemis@be.ey.com

Ghent GMT +1
EY +32 (9) 242-51-11

Moutstraat 54 Fax: +32 (9) 242-51-51

B-9000 Ghent

Belgium

Business Tax Advisory
Chris Vandermeersche

+32 (9) 242-51-55
Mobile: +32 (495) 42-95-32
Email: chris.vandermeersche@be.ey.com

Liege GMT +1
EY +32 (4) 273-76-00

Boulevard d’Avroy 38 Fax: +32 (4) 273-76-05

4000 Liege

Belgium

Business Tax Advisory
¢ Olivier Van Bauwel
(resident in Brussels)

+32 (2) 774-93-14
Mobile: +32 (497) 59-70-58
Email: olivier.van.bauwel@be.ey.com

A. At a glance
Corporate Income Tax Rate (%) 33 (a)(b)
Capital Gains Tax Rate (%) 0.4/25/33 (b)(c)
Branch Tax Rate (%) 33 (b)
Fairness Tax Rate (%) 5 (a)(b)
Withholding Tax (%)
Dividends 10/15/25 (d)(e)
Interest 15/25 (e)
Royalties from Patents, Know-how, etc. 25 ()
Branch Remittance Tax 0

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

(a) See Section B.

(b) In addition, a 3% surtax (crisis contribution) is imposed.

(c) Certain capital gains are exempt from tax (see Section B).

(d) The general rate of withholding tax for dividends is 25%, effective from
1 January 2013. Liquidation bonuses are taxed at a rate of 10%. This rate will
increase to 25%, effective from 1 October 2014. Dividends from residential
real estate companies are taxed at a rate of 15%. For further details, see
Section B.

(e) The standard withholding tax rate for interest is increased to 25%, effective
from 1 January 2013.

(f) The withholding tax rate on royalties relating to copyright income and
income from legal licenses is 15% on the first EUR37,500 (EUR56,450 for
the 2014 tax year) and 25% on any excess amount.

(g) See Section C.



136 BELGIUM

B. Taxes on corporate income and gains

Corporate income tax. Resident companies are subject to tax on
their worldwide income. Nonresident companies are subject to tax
on their Belgian-source income only. A company is resident in
Belgium if its central management or registered address is located
in Belgium.

Rates of corporate income tax. The normal corporate income tax
rate is 33% for both resident companies and branches. If the
income of a company or a branch is below EUR322,500, it is
taxed at rates ranging from 24.25% to 34.5%. The reduced rates
apply only if the company pays annual remuneration of at least
EUR36,000 to at least one director. The reduced rates also do not
apply to a company if any of the following circumstances exist:
* The company is a holding company.
* 50% or more of the company is owned by another company.
* The company makes a dividend distribution exceeding 13% of
the paid-in capital.

In addition to the applicable rates, a 3% surtax (crisis contribu-
tion) is levied.

Notional interest deduction. Belgian companies and foreign com-
panies with a Belgian permanent establishment or real estate in
Belgium may benefit from a tax deduction equal to a percentage
of the “risk capital.” This deduction is not reflected in the finan-
cial accounts. The “risk capital” equals the total equity, including
retained earnings, as reported in the non-consolidated closing
balance sheet of the financial year preceding the tax year (upward
or downward adjustments of the risk capital are taken into account
on a pro rata basis), excluding, among others, the following items:
* The net tax value of the company’s own shares and shares held
in other companies that qualify for the participation exemption.
 The net book value of assets allocable to foreign permanent
establishments and foreign immovable property and property
rights, the income of which is exempt from tax in Belgium based
on double tax treaties. In the Argenta case, the Court of Justice
of the European Union (EU) held that the exclusion of the net
book value of permanent establishments located in other mem-
ber states of the European Economic Area (EEA) was incompat-
ible with the EU freedom of establishment. On 31 December
2013, a law containing miscellaneous tax and financial provi-
sions was published in the Belgian Official Gazette. This law
includes, among other tax provisions, a measure providing that,
effective from the 2014 tax year, foreign permanent establish-
ments and foreign immovable property are included in the cal-
culation basis for the notional interest deduction, but measures
are foreseen to mitigate the impact of their inclusion on the
Belgian budget.
* Capital grants (subsidies)
* The tax credit for research and development (R&D)

The tax deduction is computed by multiplying the risk capital by
the average interest rate applicable for a risk-free, long-term
Belgian government bond (the 10-year Obligations linéaires —
lineaire obligaties, or OLO) for the third quarter of the penulti-
mate year before the tax year. The average OLO rate in the third
quarter of 2012 (and accordingly the notional interest deduction
rate for the 2014 tax year [see Administration for a description of
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the tax year]) was 2.742%. The rate for small companies is
3.242% for the 2014 tax year. For the 2015 tax year, the rates are
2.630% for large companies and 3.130% for small companies.
Effective from the 2013 tax year, the notional interest deduction
rate is capped at 3% (3.5% for small companies) if the above
calculation method would result in a higher percentage. In addi-
tion, the deduction may not be carried forward in the event of a
loss. Until 2011, the excess deduction could be carried forward
for up to seven years.

Tax incentive for audiovisual investments. A tax incentive is avail-
able to support the production of Belgian audiovisual works. To
qualify for the incentive, several conditions must be satisfied.
These conditions relate to the production company, the investors
and the nature of the investments, as well as to the audiovisual
work itself. The following conditions must be fulfilled:
* The Belgian audiovisual work must be produced by a Belgian
resident production company.
* The investor must be either a resident Belgian company or a
Belgian branch of a foreign company. However, the investor may
not be a Belgian production company or a television broadcast-
ing company.
To qualify for the incentive, the investments must be loans
granted to the production company or rights linked to the pro-
duction and exploitation of the audiovisual work. Other expen-
ditures may not be taken into consideration. Consequently,
sponsorship and advertising expenses are excluded, but they
remain tax-deductible under the ordinary tax rules.
The total of the qualifying sums invested in the production of
an audiovisual work may not exceed 50% of the total estimated
amount of the expenses for the production of the audiovisual
work. In addition, the total of the investments in loans may not
exceed 40% of the total qualified investments (loans and rights).

The investors are entitled to a tax exemption of 150% of the in-
vested funds. However, for each accounting period, the exemption
is limited to 50% of the taxable reserved profit (profit retained by
the company), with an absolute maximum of EUR750,000. If the
investor does not have sufficient profit, the tax exemption may be
carried forward indefinitely.

The tax exemption becomes final after the competent authorities
have certified that the conditions were met. This certification
must be established within a maximum period of approximately
four years following the investment.

Capital gains. Capital gains are taxed at the ordinary rate. If the
proceeds are reinvested in depreciable fixed assets within three
years (or a longer period in certain circumstances) and if certain
other conditions are satisfied, the taxation of the capital gains is
deferred over the depreciation period of the newly acquired assets.

The net amount of capital gains on shares is taxable at a rate of
0.412% (or exempt from tax if the company is a small company)
if dividends on such shares meet the taxation test and the holding
period requirement of the participation exemption (see Dividends).
If the taxation test is met, but the holding period requirement is
not met, a 25.75% tax rate applies. If the taxation test is not met,
the ordinary rate applies.
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Administration. A tax year refers to the year following the finan-
cial year if the financial year ends on 31 December. If the finan-
cial year ends before 31 December, then the tax year refers to the
year in which the financial year closes. Consequently, the 2013
tax year relates to a financial year ending between and including
31 December 2012 and 30 December 2013.

To avoid a surcharge, tax must be paid in advance in quarterly
installments. For a calendar-year taxpayer, the quarterly install-
ments are due in 2013 on 10 April, 10 July, 10 October and
20 December. For the 2014 tax year, the percentage of the sur-
charge is 2.25% (which is a historically low percentage).

The balance of tax payable is due within two months after receipt
of the notice of assessment.

Advance rulings. An advance decision in tax matters (tax ruling)
is a unilateral written decision by the Belgian tax authorities at the
request of a (potential) taxpayer about the application of the tax
law in a specific situation that has not yet occurred, as described
by the taxpayer. The purpose of such a ruling is to provide upfront
certainty to the taxpayer.

The tax authorities must respond to a ruling request within a three-
month period, which may be extended by mutual agreement. A
ruling may be valid for a period of five years.

However, advance rulings are not issued in certain circumstances

such as the following:

* Transactions that have already been implemented or that are in
a tax litigation phase

* Transactions that lack economic substance in Belgium

« Transactions, essential parts of which involve tax havens that do
not cooperate with the Organisation for Economic Co-operation
and Development (OECD)

Ruling requests filed with the Belgian tax authorities that relate
to multinational investments and transactions must disclose other
ruling requests filed in EU or treaty countries regarding the same
matters.

In principle, the advance rulings are published.

Dividends. Under the dividend participation exemption, 95% of the
dividends received by a qualifying Belgian company or Belgian
branch is exempt from tax. The participation exemption applies
only if a minimum participation test and a taxation test are satis-
fied. To satisfy the minimum participation test, the following
requirements must be met:

* The recipient company must own a minimum participation of
10% of the share capital or a participation with an acquisition
value of at least EUR2,500,000.

* The shares must be held for at least one year.

The minimum participation thresholds and the one-year holding
period requirement do not apply to dividends received by qualify-
ing investment companies.

In the case of insufficient profits, the excess participation ex-
emption can be carried forward indefinitely to the extent that it
relates to qualifying dividends (that is, dividends from companies
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established in the EEA or in a country with which Belgium has
entered into a double tax treaty that has an equal treatment clause
for dividends). Non-qualifying dividends can give rise to the par-
ticipation exemption, but in the case of insufficient profits, the
excess participation exemption cannot be carried forward.

Specific exclusion rules apply under the taxation test. However,
certain of these exclusion rules contain exceptions or transpar-
ency rules.

The standard statutory withholding tax rate for dividends paid by
Belgian companies is 25%. A reduced rate applies to dividends
paid by small companies on nominative shares issued on or after
1 July 2013 if these shares are received in exchange for a contri-
bution of cash into the company and if an ownership requirement
and a holding period requirement are met. A 20% rate applies to
dividends distributed during the third year following the contri-
bution, and a 15% rate applies to dividends paid in or after the
fourth year following the contribution.

Exemptions and reduced rates are available under Belgium’s tax
treaties or domestic legislation. For example, withholding tax is
not imposed on dividends distributed to a qualifying treaty parent.
This is a company that holds or commits itself to hold a sharehold-
ing of at least 10% in a Belgian company for an uninterrupted
period of 12 months.

A 10% withholding tax is imposed in the event of the liquidation
of a company. This tax rate will increase to 25%, effective from
1 October 2014. A transitory regime provides for the possibility of
incorporating part of the existing retained earnings in the capital
of a company at a tax rate of 10% before the increase of the tax
rate and without the liquidation of the company. If these funds
remain in the capital of the company for at least eight years fol-
lowing their incorporation into the capital (four years for small
companies), they can be distributed tax-free through a subsequent
capital reduction.

Fairness tax. In 2013, Belgium introduced the “fairness tax,”
which applies from the 2014 tax year to all Belgian companies
that do not qualify as a small company under the Belgian com-
pany code and to permanent establishments of nonresident com-
panies. The fairness tax is a separate corporate tax assessment of
5.15%. It is levied in the event of a dividend distribution if any
part of the distributed profits has not been effectively taxed at the
Belgian corporate income tax rate of 33.99%. The fairness tax is
triggered when dividends are declared and the tax base is reduced
by the application of the notional interest deduction or tax losses
carried forward. The tax base for this tax is determined based on
a formula in which the “untaxed” part of distributed profits is
multiplied by a proportionality factor.

Foreign tax relief. Income derived from a permanent establish-
ment abroad may be exempt under the provisions of a tax treaty.
A Belgian company that receives foreign-source interest income
and royalties subject to a foreign withholding tax can claim a
foreign tax credit in Belgium if certain conditions are satisfied.
The maximum foreign tax credit that may be claimed equals !5/ss
of the net income at the border.
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C. Determination of trading income

General. Taxable income is based on income reported in the
annual financial statements and includes all gains, profits, costs,
dividends, interest, royalties and other types of income.

Certain business expenses are not deductible for tax purposes,
such as certain car expenses, 31% of restaurant expenses and 50%
of entertainment expenses.

Inventories. Stock values may not exceed the lower of cost or
market value; cost is defined as the purchase price of raw materi-
als plus direct and indirect production costs. However, the inclu-
sion of indirect production costs is optional. Accepted valuation
methods are first-in, first-out (FIFO); last-in, first-out (LIFO);
and weighted average. Valuation of stocks at replacement cost is
not allowed.

Provisions. Provisions are tax deductible only if they are account-
ed for and if they relate to specific charges that are probable
taking into account events occurring during the applicable finan-
cial year.

Depreciation. In principle, depreciation rates are determined based
on the anticipated useful economic life of the assets. The follow-
ing straight-line rates are generally accepted.

Asset Rate (%)
Office buildings 3
Industrial buildings 5
Chemical plants 8to 12.5
Machinery and equipment 10to 20
Office furniture and equipment 10to 15
Rolling stock (motor vehicles) 20to 33
Small tools 33to 100

The declining-balance method and accelerated depreciation are
also allowed under certain circumstances. For assets with an
amortization period of less than five years, the annual deprecia-
tion rate under the declining-balance method may not exceed
40% of the acquisition value.

Audiovisual investments must be amortized using the straight-
line or declining-balance method, with no minimum amortization
period. Research and development (R&D) investments must be
amortized for tax purposes using the straight-line method over a
period of at least three years. All other intangible assets must be
amortized for tax purposes using the straight-line method over a
period of at least five years.

A 14.5% investment deduction is available for investments during
the 2014 tax year in environmentally friendly R&D, energy sav-
ings and related patents by resident and nonresident companies. A
company can opt for a spread investment deduction of 21.5% and
accordingly deduct each year 21.5% of the annual amortization.
For security-related investments made by qualifying small com-
panies, a 21.5% investment deduction (de foevoeging wegnemen)
is available. If the company has insufficient taxable income, the
investment deduction may be carried forward.

For investments in 2014 and 2015, small companies may apply
an investment deduction of 4% to other professional investments.
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This investment deduction cannot be spread. In the case of insuf-
ficient taxable income, the deduction can be carried forward for
one year only. In addition, the company must renounce the appli-
cation of the notional interest deduction.

For investments in R&D, a company can irrevocably opt for a tax
credit instead of a deduction at the same rate as the investment
deduction. As opposed to the investment deduction, this tax credit
is effectively paid out if a company has insufficient taxable in-
come for five consecutive tax years.

Tax incentives exist for investment in Belgian audiovisual works
(see Section B) and for the shipping industry.

Patent box. Effective from the 2008 tax year, resident and non-

resident companies can benefit from the “patent income deduc-

tion.” This incentive provides a tax deduction equal to 80% of the

gross income derived from certain new patents. The deduction

applies to the following three types of patents:

* Self-developed patents by Belgian companies (or branches),
developed in R&D centers in Belgium or abroad

* Patents acquired by Belgian companies (or branches) from
related or unrelated parties, provided that they are being further
developed in R&D centers in Belgium or abroad, regardless of
whether such development results in additional patents

« Patents licensed from related or unrelated parties by Belgian
companies (or branches), provided that they are being further
developed in R&D centers in Belgium or abroad, regardless of
whether such development results in additional patents

The tax deduction is available for income derived from the licens-
ing of the patents to related or unrelated parties and for income
derived from the use of these patents in the production process of
patented products, either by a Belgian company or branch or on
its behalf.

For patents that are licensed to related or unrelated parties by
Belgian companies or branches, the deduction equals 80% of the
patent income received, to the extent that the income is at arm’s
length, resulting in an effective tax rate of 6.8%. This rate can be
further reduced by taking into account other deductions, such as
the notional interest deduction (see Section B).

For patents that are used in the production process by or on behalf
of Belgian companies or branches, a deemed deduction may be
claimed with respect to the taxable profits of the Belgian com-
pany or branch, equal to 80% of the arm’s-length royalty that
would have been received by the Belgian company or branch if it
had licensed the patents used in the production process to unre-
lated third parties.

For patents licensed or acquired from third parties, the base on
which the 80% exemption is calculated must be reduced by the
following:

» Compensation paid to obtain the ownership of licensee rights in
such patents, to the extent that they were deducted from the
Belgian tax base

» Amortization claimed with respect to the acquired value of the
patents, to the extent that they were deducted from the Belgian
tax base
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The patent income deduction may be claimed in addition to the
normal tax deductions of all R&D-related and other business
expenses, such as R&D infrastructure costs, salary costs, R&D
personnel costs and patent registration duties.

Any excess deduction for patent income may not be carried for-
ward to future years.

The deduction for patent income is available only if it relates to
income derived from patents that have not been used for the sale
of goods or for services to third parties by Belgian companies or
branches, licensees or related parties before 1 January 2007.

Relief for losses. In general, companies may carry forward tax
losses without limitations. However, certain limitations may
apply in cases of restructurings and changes of control.

Tax losses cannot be carried back.

D. Other significant taxes

The following table summarizes other significant taxes.

Nature of tax Rate (%)
Value-added tax, standard rate 21
Social security contributions, on gross salary
Employer (approximately) 35
Employee 13.07

Real estate tax; rate depends on location

(allowed as a deductible expense for

corporate income tax purposes) Various
Environmental tax; rate depends on the

location and the activity or product; tax

is not deductible for corporate income

tax purposes Various
Registration duties, on contributions to

companies 0
Registration duties on the transfer of

immovable property 10/12.5

E. Miscellaneous matters

Foreign-exchange controls. Payments and transfers do not require
prior authorization. However, for statistical purposes, financial
institutions are required to report all transactions with foreign coun-
tries to the National Bank of Belgium. Resident individual enter-
prises are also subject to this reporting obligation if they conclude
the transactions through nonresident institutions or directly.

Transfer pricing. The Belgian Income Tax Code (ITC) contains
anti-avoidance provisions that relate to specific aspects of trans-
fer pricing. “Abnormal and gratuitous advantages” granted by a
Belgian enterprise are added to the tax base of the Belgian enter-
prise, unless the advantages are directly or indirectly part of the
taxable income of the recipient in Belgium. The ITC also contains
anti-avoidance provisions concerning royalties, interest on loans
and other items, as well as a provision on the transfer of certain
types of assets abroad. Under these provisions, the taxpayer must
demonstrate the bona fide nature of the transaction.
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F. Treaty withholding tax rates

The rates in the table below reflect the lower of the treaty rate and
the rate under domestic tax law on outbound dividends. Effective
from 1 January 2007, Belgium introduced an exemption from
dividend withholding tax for companies located in countries with
which Belgium has entered into a tax treaty. The exemption is
subject to the same conditions as those contained in the EU
Parent-Subsidiary Directive (see footnote [f]). However, the treaty
must contain an exchange-of-information clause. As a result,
certain countries are excluded (see footnote [k]).

In reaction to the OECD’s position regarding the application of
Article 26 (exchange of information) of the model convention in
treaties entered into by Belgium, Belgium began renegotiating all
treaties in 2009. This has resulted in more than 40 new treaties
(the vast majority of which have not yet become effective). It is
expected that most of these treaties will enter into effect in the
upcoming years. In some cases, the negotiations are limited to the
exchange of information only. For certain treaties, other articles
are also included in the negotiations.

Dividends (@)(k) Interest (b) Royalties (c)
0

% % %

Albania 5/15 (m) 5 5
Algeria 15 15 (i) 15 (e)(1)()
Argentina 10/15 (m) 12 15 (i)
Armenia 5/15 (m) 10 (1) 8
Australia (1) 15 10 10
Austria (1) 0/15 (f) 15 0 (g
Azerbaijan 5/10/15 (m) 10 10 (e)
Bangladesh 15 15 10
Belarus 5/15 (m) 10 5
Brazil 10/15 (m) 10/15 (i) 15 (i)
Bulgaria 10 10 (i) 5
Canada (1) 5/15 (m) 10 10 (1)
Chile 0/15 (m) 5/15 5/10
China (1) 10 10 10
Cote d’Ivoire 15 16 10
Croatia 5/15 (m) 10 (i) 0
Cyprus 0/10/15 (f)(m) 10 (i) 0
Czech Republic (1)  0/5/15 (f)(m) 10 (1) 0 (n)
Denmark (1) 0/15 (f)(m) 10 0
Ecuador 15 10 (i) 10
Egypt 15/20 (m) 15 15 (i)
Estonia 0/5/15 (f)(m) 10 10 (i)
Finland (1) 0/5/15 (f)(m) 10 (i) 5 (i)
France (1) 0/10/15 (f)(m) 15 0
Gabon 15 15 (i) 10
Georgia 5/15 (m) 10 (i) 10 (i)
Germany (1) 0/15 (f) 0/15 (1) 0
Ghana 5/15 (m) 10 (i) 10 (i)
Greece (1) 0/5/15 (f)(m) 10 (i) 5
Hong Kong SAR 0/5/15 (m) 10 (1) 5
Hungary 0/10 (f) 15 (1) 0
Iceland (1) 5/15 (m) 10 (i) 0
India 15 10/15 (i) 10
Indonesia 10/15 (m) 10 10
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Ireland
Israel
Italy
Japan (1)
Kazakhstan
Korea (South) (1)
Kuwait
Latvia
Lithuania
Luxembourg (1)
Malaysia (1)
Malta (1)
Mauritius
Mexico (1)
Mongolia
Morocco
Netherlands (1)
New Zealand (1)
Nigeria
Norway (1)
Pakistan
Philippines
Poland
Portugal
Romania
Russian
Federation (1)
Rwanda (1)
San Marino (1)
Senegal
Singapore
Slovak Republic
Slovenia
South Africa
Spain (1)
Sri Lanka
Sweden
Switzerland
Taiwan
Thailand
Tunisia
Turkey
Ukraine
USSR (o)
United Arab
Emirates
United
Kingdom
United States
Uzbekistan
Venezuela
Vietnam
Yugoslavia (d)
Non-treaty
countries

Dividends (a)(k)
%
0/15 (f)
15
0/15 ()
5/15 (m)
5/15 (m)
15
0/10 (i)
0/5/15 (f)(m)
0/5/15 (f)(m)
0/10/15 (f)(m)
15
0/15 ()
5/10 (m)
5/15 (m)
5/15 (m)
6.5/10 (m)
0/5/15 (f)(m)
15

12.5/15 (m)
5/15 (m)
15
10/15 (m)
0/5/15 (f)(m)
0/15 ()
0/5/15 (m)

10
0/15 (m)
0/5/15 (m)
15
5/15 (m)
0/5/15 (£)(m)
0/5/15 (f)(m)
5/15 (m)
0/15 (f)(m)
15

0/5/15 (£)(m)
0/10/15 (m)(r)
10

15/20 (m)
5/15 (m)
520 (i)
5/15 (m)

15

5/10 (m)

0/5/10 (f)(m)
0/5/15 (m)
5/15 (m)
5/15 (m)
5/10/15 (m)
10/15 (m)

25(q)

Interest (b) Royalties (c)

10121 (i)
10 (i)
15
10 (i)
15

5

10 (i)
0/15 (i)
10 (i)
10 (i)
10
15

25
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(@)
(b)

(©

(d)
(©

(2
(h)
(@)
G
(k)

)

(m)

The domestic withholding tax rate is reduced to 15% for certain dividends
(see Section B).

For securities issued or loans contracted on or after 1 March 1990, the with-
holding tax rate under Belgian domestic tax law is 15%. Interest paid on
securities issued or loans contracted before that date is subject to withholding
tax under Belgian domestic tax law at a rate of 25%. Please consult the rel-
evant treaty for details concerning a possible exemption (Ukraine: exemption
or 2% rate). Various exemptions under Belgian domestic tax law are not
reflected in the table. Belgium also applies the EU Directive on Royalties and
Interest between related companies (Council Directive 2003/49/EC). Under
this directive, interest payments between companies located in the EU are
exempt from withholding tax if one of the companies has a direct or indirect
participation of 25% or more in the other company. The list of companies
covered by this directive is more limited than the list contained in the EU
Parent-Subsidiary Directive.

Royalties are subject to a withholding tax of 25% under Belgian domestic tax
law. Belgium also applies the Directive on Royalties and Interest (Council
Directive 2003/49/EC). Under this directive, royalties paid between compa-
nies located in the EU are exempt from withholding tax if one of the compa-
nies has a direct or indirect participation of 25% or more in the other company.
The list of companies covered by this directive is more limited than the list
contained in the EU Parent-Subsidiary Directive.

Belgium is honoring the Yugoslavia treaty with respect to Bosnia-Herzegovina,
Macedonia, Montenegro and Serbia.

A lower rate applies to royalties for the use of works of art, science or litera-
ture, other than motion pictures. The lower rate is 5% under the Algeria and
Azerbaijan treaties and 0% under the Israel treaty.

Under the EU Parent-Subsidiary Directive, which has been incorporated in
Belgian domestic law, no withholding tax is imposed on dividends paid by a
Belgian subsidiary to a parent company in another EU state if the recipient
owns at least 10% of the capital of the payer for at least one year.

A 10% rate applies if the recipient owns more than 50% of the capital of the
Belgian company.

A 0% rate applies to copyright royalties.

Please consult the treaty for further details.

A 0% rate (Algeria and Thailand, 5%) applies to copyright royalties other
than for motion pictures.

Belgium has extended the application of the EU Parent-Subsidiary Directive
to all companies located in a country with which Belgium has entered into a
tax treaty. In addition to the conditions that must be met under the directive
(10% participation for at least one year and qualifying company), the treaty
must contain an extended exchange-of-information clause.

Belgium has signed new double tax treaties, additional treaties or protocols
with Australia, Austria, Bahrain, China, Congo (Democratic Republic of), the
Czech Republic, Denmark, Finland, France, Germany, Greece, Iceland, Isle of
Man, Japan, Korea (South), Luxembourg, Macau SAR, Macedonia, Malaysia,
Malta, Mexico, Moldova, the Netherlands, New Zealand, Norway, Oman,
Qatar, Rwanda, San Marino, Seychelles, Spain, Tajikistan, Uganda and
Uruguay, but the new treaties and protocols have not yet become effective.
Negotiations for treaties with Canada and the Russian Federation have been
concluded, but these treaties have not yet been signed.

The following lower rates apply to dividends paid by Belgian subsidiaries if
the recipient holds the indicated level of participation.

Lower rate Level of

% participation
Albania 5 25%
Argentina 10 25%
Armenia 5 10%
Azerbaijan 5 30% and USD500,000 (1)
Azerbaijan 5 USD10,000,000 (1)
Azerbaijan 10 10% and USD75,000 (1)
Belarus 5 25%
Brazil 10 10%
Canada 5 10%
Chile 0 10%
Croatia 5 10%
Cyprus 10 25%
Czech Republic 5 25%
Denmark 0 25%
Egypt 15 25%

Estonia 5 25%
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(0)
()
(@

Lower rate Level of

% participation
Finland 5 25%
France 10 10%
Georgia 5 25%
Ghana 5 10%
Greece 5 25%
Hong Kong SAR 5 10%
Hong Kong SAR 0 25%
Iceland 5 10% (2)
Indonesia 10 25%
Japan 5 25%
Kazakhstan 5 10%
Latvia 5 25%
Lithuania 5 25%
Luxembourg 10 EUR6,197,338.12
Mauritius 5 10%
Mexico 5 25%
Mongolia 5 10%
Morocco 6.5 25%
Netherlands 5 10%
Nigeria 12.5 10%
Norway 5 25%
Philippines 10 10%
Poland 5 25% (3)
Poland 5 10% and EUR500,000 (3)
Romania 5 25%
Rwanda 0 25%
San Marino 5 10%
San Marino 0 25%
Singapore 5 10%
Singapore 0 25% (4)
Slovak Republic 5 25%
Slovenia 5 25%
South Africa 5 25%
Spain 0 25%
Sweden 5 25%
Switzerland 10 25%
Thailand 15 25%
Tunisia 5 10%
Ukraine 5 20%
United Arab Emirates 5 25%
United Kingdom 0 10%
United States 0 10% of capital (5)
United States 5 10% of voting shares (5)
Uzbekistan 5 10%
Venezuela 5 25%
Vietnam 5 50%
Vietnam 10 25% but less than 50%
Yugoslavia 10 25%
(1) Dividends may qualify for the 5% rate if the recipient holds any of the three listed levels of

2

)
4)

%)

participation.

The 5% rate does not apply to dividends distributed by an Icelandic company if such divi-
dends are deductible from the tax base in Iceland or if they can be carried forward as an
operating loss of the company in Iceland.

Dividends may qualify for the 5% rate if the recipient holds either of the listed levels of
participation.

The 0% rate applies if the beneficial owner of the dividends is a company that has owned
directly shares representing at least 25% of the capital of the payer of the dividends for a
12-month period ending on the date on which the dividend is paid.

The 0% rate applies if the beneficial owner of the dividends is a company that has owned
directly shares representing at least 10% of the capital of the payer of the dividends for a
12-month period ending on the date on which the dividend is declared. The 5% rate applies
if the beneficial owner is a company that owns directly at least 10% of the voting shares of
the payer of the dividends.

A 5% rate applies to royalties paid for the use of, or the right to use, indus-
trial, commercial or scientific equipment.

Belgium is honoring the USSR treaty with respect to Kyrgyzstan, Moldova,
Tajikistan and Turkmenistan.

A 0% rate applies to interest paid by a company to another company if the
recipient has a direct or indirect participation in the payer of less than 25%.
See Section B.
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(r) The EU and Switzerland entered into an agreement that contained, among
other items, a measure providing that the EU Parent-Subsidiary Directive also
applies to relations between EU member states and Switzerland. Consequent-
ly, a withholding tax exemption may be claimed for dividends paid by a
Belgian company to a Swiss company if, at the time of payment of the divi-
dends, the recipient of the dividends has held a 25% participation in the payer
for at least two years and if certain other conditions are satisfied.

Belgium has signed new double tax treaties, additional treaties or
protocols with Australia, Austria, Bahrain, China, Congo (Demo-
cratic Republic of), the Czech Republic, Denmark, Finland, France,
Germany, Greece, Iceland, Isle of Man, Japan, Korea (South),
Luxembourg, Macau SAR, Macedonia, Malaysia, Malta, Mexico,
Moldova, the Netherlands, New Zealand, Norway, Oman, Qatar,
Rwanda, San Marino, Seychelles, Spain, Tajikistan, Uganda and
Uruguay, but these treaties and protocols have not yet taken effect.
Negotiations for treaties with Canada and the Russian Federation
have been concluded, but these treaties have not yet been signed.



148

Bermuda
ey.com/GlobalTaxGuides
ey.com/TaxGuidesApp
Hamilton GMT -4
EY +1 (441) 295-7000
Mail address: Fax: +1 (441) 295-5193

P.O. Box HM 463
Hamilton HMBX
Bermuda

Street address:

3 Bermudiana Road
Hamilton HM08
Bermuda

Principal Tax Contact
* Bill Bailey +1 (441) 504-5692
Email: bill.bailey@bm.ey.com

A. At a glance

Corporate Income Tax Rate (%)
Capital Gains Tax Rate (%)
Branch Tax Rate (%)
Withholding Tax (%)

SO OO

B. Taxes on corporate income and gains

Bermuda does not impose income, withholding or capital gains
taxes.

C. Fees and payroll taxes

Annual fee. An annual government fee, based on the assessable
capital, is imposed on companies. The following is a schedule of
the fees for exempted companies (see Section D).

Capital of company

Exceeding Not exceeding Annual fee
BMD BMD BMD

0 12,000 1,995
12,000 120,000 4,070
120,000 1,200,000 6,275
1,200,000 12,000,000 8,360
12,000,000 100,000,000 10,455
100,000,000 500,000,000 18,670
500,000,000 - 31,120

Certain types of entities are not subject to the annual fee described
above. These entities are required to pay the following annual fees.

Entity Annual fee (BMD)

Overseas (Permit) company whose principal
business is
Finance, insurance or operation of an
open-end mutual fund 4,125
Any other business 1,995
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Entity Annual fee (BMD)

Exempt company parent of a wholly owned
exempted company carrying on insurance

business 1,995
Unit trust management company 2,905
Exempted and overseas partnerships 2,235
Segregated accounts companies 280

Payroll taxes. Payroll tax is imposed on the total value of cash and
benefits paid to employees for services rendered during the tax
period. Graduated rates are imposed according to, in general, the
annual payroll level of the taxpayer. Employers may withhold up
t0 5.25% of an employee’s remuneration to pay the payroll tax.

The following are the payroll tax rates, effective from 1 April 2011:
* A 14% rate applies to taxpayers with an annual payroll of
greater than BMD1 million and to exempt undertakings.
* A 12.75% rate applies to taxpayers with an annual payroll of
greater than BMD500,000 and up to BMD1 million.
* A 10.75% rate applies to taxpayers with an annual payroll of at
least BMD200,000 and up to BMD500,000.
* A 9.75% rate applies to taxpayers operating a hotel or restau-
rant with an annual payroll of BMD200,000 or greater.
* A 7.75% rate applies to remuneration paid to employees in
special situations. These are persons on jury duty or on duty
with the Bermuda Regiment or Bermuda Volunteer Reserve,
and hotel employees in November, December, January, February
or March.
A 7.25% rate applies generally to employers with an annual
payroll of less than BMD200,000, self-employed persons car-
rying on business as taxi drivers, fishermen, farmers or horti-
culturists, the Bermuda Hospitals Board, the Corporation of
Hamilton and educational, sporting or scientific institutions,
associations or societies that, in the Minister of Finance’s opin-
ion, are operated for purposes other than for the purpose of gain
by the entity’s individual members.
A 5.25% rate applies to the government and various gov-
ernment agencies, registered charities, religious and cultural
organizations, the Bermuda Festival Ltd. and employers who
establish a business that is located in an Economic Empowerment
Zone (designated under Section 2A of the Economic Develop-
ment Act 1968) and that are registered by the Bermuda Small
Business Development Corporation under Section 4(1)(c) of the
Bermuda Small Business Development Corporation Act 1980.
However, such employers may not be chargeable to tax at the
5.25% rate for a period exceeding nine tax periods beginning in
and including the tax period in which the business is established.

Items exempted from the payroll tax base include employers’
contributions to social insurance, the Hospital Insurance Plan,
approved retirement plans, hospital or health schemes, life insur-
ance schemes and workers’ compensation schemes.

Taxpayers must report actual remuneration up to a maximum
annual remuneration of BMD750,000 per employee. However,
taxpayers paying at the rates of 9.75%, 10.75%, 12.75% or 14%
are allowed a quarterly reduction in remuneration of BMD600
per employee if the employee is on the payroll at the end of the
tax period and if the employee has worked for the employer for a
minimum of 180 hours during the relevant quarter.
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Social security. All employers and employees must contribute to
the national insurance scheme. The social insurance contribution
rate is BMD64.14 per employee per week (based on a 52-week
year). The cost is typically shared equally between the employee
and the employer. As a result, BMD160.35 is generally deducted
from each employee’s monthly paycheck in a five-week month
and BMD128.28 is deducted from each employee’s monthly pay-
check in a four-week month. This amount, together with the em-
ployer’s matching contribution, is remitted to the Bermuda Social
Insurance Department.

Incorporation fees. The Bermuda Monetary Authority charge for
an application to register a company is BMD277. The govern-
ment filing fee is BMDS2.

D. Miscellaneous matters

Types of companies. The limited liability company is the most
common form of business entity in Bermuda. Limited liability
companies may be local, exempted or permit, as described below.

Local companies. Local companies are required to have at least
60% of their issued share capital beneficially owned and con-
trolled by Bermudians. Because this type of company is usually
formed for the benefit of residents of Bermuda, the local compa-
nies may transact business worldwide or in Bermuda only.

Exempted companies. An exempted company is the most common
form used by international businesses to transact business from
Bermuda. Exempted companies are exempted from the require-
ment imposed on local companies that at least 60% of the equity
be owned and controlled by Bermudians, as provided for by the
Companies Act of 1981. In general, exempted companies may not
compete with local companies in the Bermuda market nor own
real estate in Bermuda. However, they may carry on business out-
side Bermuda or with other exempted undertakings in Bermuda.
Examples of exempted companies include investment holding
companies, trading companies, mutual fund companies, insurance
companies and foreign sales corporations.

Permit companies. Permit companies are companies incorporated
in jurisdictions other than Bermuda, but have a permit to transact
business from Bermuda. Permits are obtained through a license
granted by the Ministry of Finance. An example of a permit com-
pany is a ship-owning company that is incorporated and has ships
registered in another country, but by permit conducts business
from Bermuda.

Exempted Undertakings Tax Protection Act, 1966. Under the
Exempted Undertakings Tax Protection Act, 1966, as amended, all
exempted undertakings in Bermuda, such as exempted and permit
companies, partnerships and unit trusts, may apply for an under-
taking by the government that taxation introduced in Bermuda
will not apply to the exempted company until 28 March 2016.
Under a recent amendment to this act, the assurance of tax-
neutrality is extended from 28 March 2016 until 31 March 2035
if proper application is made with the Registrar of Companies
and if a fee of BMD165 is paid.
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Foreign-exchange controls. Exempted companies and permit com-
panies are designated as nonresident for exchange control pur-
poses. The nonresident designation allows these entities to operate
free of exchange control regulations and enables them, without
reference to the Bermuda Monetary Authority, to make payments
of dividends, distribute capital, open and maintain foreign bank
accounts, maintain bank accounts in any currency and purchase
securities. However, the issuance and transfer of shares and the
change of beneficial ownership of shares in a Bermuda exempted
company must be approved by the Bermuda Monetary Authority.
The remittance and repatriation of funds by exempted companies
and permit companies are not subject to exchange controls. Sim-
ilarly, trust settlements on behalf of nonresidents are generally free
from exchange controls. Under the Exchange Control Act 1972
and the Exchange Control Regulations 1973, certain exchange
controls apply to Bermuda residents and to local companies. No
capital or exchange control regulations apply to nonresidents.

The Bermuda dollar (BMD) is pegged to the US dollar at an equal
exchange rate, and the two currencies are used interchangeably in
Bermuda.

The Bermuda-dollar accounts of residents and local companies
are subject to a 0.50% tax on the purchase of a foreign currency.

Transfer of shares. Although the consent of the Bermuda Mone-
tary Authority is ordinarily required for the issue or transfer of any
share or security, blanket permission for share issues and trans-
fers may be granted, such as for publicly traded securities.
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A. At a glance

Corporate Income Tax Rate (%)

Capital Gains Tax Rate (%)
Branch Tax Rate (%)
Withholding Tax (%) (b)

Dividends

Interest

Royalties

Professional Services

Branch Remittance Tax
Net Operating Losses (Years)

Carryback

Carryforward

(a)

See Section B.

25
25 (a)
25

12.5
12.5
12.5
125 (c)
12.5

0
3/5 (d)

(b)
(c)

A 12.5% withholding tax is imposed on all payments of Bolivian-source
income to foreign beneficiaries (see Section B).

This withholding tax applies to services fees received for specified profes-
sional services, including consulting, expert services, and technical, commer-
cial or other advice.

A Bolivian-source loss incurred in a year may be carried forward to offset
taxable income derived in the following three years. Loss carryforwards are
not subject to inflation adjustment. For the oil and mining production sector
and new projects with a minimum capital investment of BOB1 million, the
carryforward period is five years. On the reorganization of companies, the
carryforward period is four years.

(d)
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B. Taxes on corporate income and gains

Corporate income tax. Bolivian companies and foreign companies
with permanent establishments in Bolivia are subject to income
tax (IUE) on their Bolivian-source income.

Rates of corporate tax. The standard rate of corporate income tax
is 25%.

Mining operations. Law No. 3787, dated 24 November 2007,
which amended Law No. 1777 of the Mining Code, introduced an
additional 12.5% rate of IUE on additional taxable profits result-
ing from favorable price conditions for minerals and metals.

The following are significant aspects of Law No. 3787:

» The 12.5% tax rate applies if mineral and metal quotations are
equal or higher than the base quotations established by law.

 The 12.5% tax does not apply to taxable profits attributable to
sales that have lower quotations than the base quotations.

* To encourage transformation of raw material in Bolivia, com-
panies producing metal or nonmetal minerals with added value
pay only 60% of the additional IUE tax rate.

The tax referred to above must be paid on a monthly basis. The
date of payment depends on the last digit of the Tax Identification
Number. The monthly payments are considered advance payments
of the tax determined at the end of the year. If the total of the
advance payments is less than the amount determined at the end
of the year, this difference must be paid. If the total of the advance
payments exceeds the amount determined at the end of the year,
the difference can be claimed as a tax credit against the standard
corporate income tax for the year or the additional amount of
corporate income tax for the following year.

Surtax. A 25% surtax is imposed on net income derived from

mining, reduced by the following two special deductions:

* A percentage of up to 33%, which varies according to the type
of business, of accumulated investment in exploration, devel-
opment, assets that qualify for environmental incentives and
environmental protection, which is directly related to mining
extractive activities performed after the 1991 tax year.

* 45% of net income derived from nonrenewable natural resource
extractive activities. This deduction is limited to BOB250 mil-
lion. The amount of BOB250 million is adjusted annually to
reflect changes in the Unidad de Fomento de Vivienda (UFV)
for each extracting operation. The UFV is an index published
by the Statistics National Institute (INE) that reflects changes in
Consumer Prices Index (IPC).

For mineral-producing companies, the net income for an extrac-
tion operation is the value of the commercialized product in the
mining market.

Hydrocarbon Direct Tax. The Hydrocarbon Direct Tax is imposed
at a rate of 32% on hydrocarbon production in oil wells located
in Bolivia. The Hydrocarbon Direct Tax is calculated and paid in
the same manner as the 18% royal prerogatives, which apply to
all extractive fields. The 18% royal prerogatives consist of the
following:
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* A regional royal prerogative equal to 11% of the gross hydro-
carbon production from oil wells, which is paid to the region
where the hydrocarbons are produced

* A national royal prerogative equal to 1% of the gross hydrocar-
bon production, which is paid to Beni and Pando

* An amount equal to 6% of the gross hydrocarbon production in
oil wells, which is paid to the National Treasury after the deduc-
tion of the necessary amounts for the management of the con-
tracts

Capital gains. In general, capital gains are taxed in Bolivia. How-
ever, capital gains derived from transactions on the Bolivian Stock
Exchange are exempt from tax.

Administration. The law specifies the following tax year-ends,
which vary according to the type of business.

Business Tax year-end
Industry (including oil and gas) 31 March
Agriculture and agribusiness 30 June
Mining 30 September
All other businesses 31 December

Annual tax returns and financial statements must be filed with
the Internal Revenue Service and income tax paid within 120 days
after the end of the tax year. Advance payments are not required
except for mining companies, which must make payments of
income tax when they export minerals or metals.

Debts owed to and credits due from the state are adjusted to reflect
changes in the UFV (see Rates of corporate tax).

Fines and interest charges apply to late tax payments and other
noncompliance with tax obligations. The Internal Revenue Ser-
vice publishes interest rates for late tax payments.

The tax code provides that fraud exists if a tax debt exceeds an
amount equal to 10,000 UFV, calculated as of the date of deter-
mination of the fraud.

The following are the statutes of limitation for tax audits:
* 2012 fiscal year: 4 years

* 2013 fiscal year: 5 years

* 2014 fiscal year: 6 years

* 2015 fiscal year: 7 years

* 2016 fiscal year: 8 years

* 2017 fiscal year: 9 years

* 2018 fiscal year: 10 years

The statute of limitation periods described may be increased by
three years if the entity does comply with the obligation to regis-
ter or registers under a different tax regime.

Withholding taxes. Local entities, including Bolivian permanent
establishments of foreign companies, that pay Bolivian-source
income to foreign beneficiaries must withhold 12.5% of the
amounts paid. For this purpose, Bolivian-source income includes
all dividends, interest payments, branch remittances, royalties,
professional service fees (includes consulting, expert services,
and technical, commercial or other advice), commissions and
other income. In general, Bolivian-source income is income that
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is derived from assets located, placed or economically used in
Bolivia, or from activities developed in Bolivia. This rule applies
regardless of the nationality, address, or residence of the recipient
of the income or the parties involved in the activities, or where the
relevant contract is executed.

For dividends paid by Bolivian companies, the withholding tax is
payable when the dividends are actually paid, remitted or credit-
ed. However, branch profits are deemed remitted when the cor-
porate income tax return is due (120 days after the end of the tax
year; see Administration).

Dividends. The 12.5% withholding tax on payments to foreign
beneficiaries applies to dividends paid by Bolivian companies
(see Withholding taxes). Dividends received from Bolivian com-
panies subject to Bolivian corporate income tax are not taxed.

Foreign tax relief. The Bolivian tax code does not provide foreign
tax relief.

C. Determination of taxable income

General. Taxable income is the income reported in the companies’
financial statements prepared in accordance with generally ac-
cepted accounting principles in Bolivia, subject to certain adjust-
ments for tax purposes. In general, all expenses necessary to
generate income and to maintain the existence of the company
(for example, contributions to regulatory-supervisory organiza-
tions, contributions for social benefits and certain national and
municipal taxes) are deductible. Donations and other gratuitous
transfers to nonprofit organizations that are exempt from income
tax may be deducted up to a maximum limit of 10% of taxable
income derived in the year of the donation or gratuitous transfer.

Certain expenses are not deductible, including the following:

* Personal withdrawals by owners or partners

* Corporate income tax

* Bonuses and other benefits that are not paid to employees with-
in the time period in which the annual form must be presented
for the year of payment

« Interest paid to related parties, to the extent it exceeds, for for-
eign loans, the London interbank offer rate (LIBOR), plus 3%,
or, for local loans, the official lending rate. In addition, interest
paid to related parties may not exceed 30% of the interest paid
to third parties

Royalties paid with respect to mining activities are creditable or
deductible, depending on the price of the minerals and subject to
certain limits established by law.

Revenue and expenses are reflected in the year they are accrued.

Documentation for deduction of expenses. To deduct expenses in
an amount of BOB50,000 or greater, the taxpayer must have pay-
ment supports issued by a financial intermediation entity regu-
lated by the Authority of Supervision of the Financial System
(Autoridad de Supervision del Sistema Financiero, or ASFI).
These documents must have the following information:

* Financial institution (issuer) business name

* Transaction or operation number
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 Transaction date
« Transaction amount

Taxpayers must provide to the tax authorities the payment sup-
ports of transactions on a monthly basis.

Inventories. Inventories are valued at the lower of market value or
replacement cost.

Provisions. Provisions and reserves are not deductible for tax pur-
poses, with the exception of the following:

* Technical reserves in insurance companies

* Severance provisions

* Bad debt provisions

* Provisions for environmental restoration

To claim deductions, certain conditions must be satisfied.

Depreciation and amortization. Fixed assets are generally depreci-
ated using the straight-line method at rates specified by law. The
following are some of the annual depreciation rates.

Assets Rate (%)
Buildings 2.5
Machinery, equipment and installations 12.5
Vehicles 20
Furniture and office equipment 10
Computer equipment 25

Trademarks and similar intangible assets may be amortized in
five years if they are valued using the purchase price.

Depreciation charges resulting from changes in value based on
professional appraisals carried out after 31 December 1994 are
not deductible for tax purposes.

Groups of companies. Groups of companies may not file consoli-
dated returns in Bolivia.

Relief for losses. A Bolivian-source loss incurred in a year may be
carried forward to offset taxable income derived in the following
three years. Loss carryforwards are not subject to inflation adjust-
ment. For the oil and mining production sector and new projects
with a minimum capital investment of BOB1 million, the carry-
forward period is five years. On the reorganization of companies,
the carryforward period is four years.

D. Other significant taxes

The following table summarizes other significant taxes.

Nature of tax Rate

Value-added tax (VAT), on all sales of

goods and services and on imports;

VAT on capital goods imported by

companies in the agriculture and cattle

raising industries and non-extractive

industries that will be used to produce

goods for export may be deferred for

up to 3 years if an advance payment

of 10% is made 13%
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Nature of tax

Transactions Tax, on gross revenue;
corporate income tax from the

preceding year may be credited against
Transactions Tax; sales of a limited

liability partnership’s capital quota

are exempt

Real estate tax, imposed annually on the
assigned value of real property and vehicles
Excise tax, on the production or

importation of specified goods

Rate

3%

Various

Beer BOB3 per liter
plus 1%

Wine BOB2.77 per liter
plus 5%

Tobacco products; rate applied to

the price 56%

Vehicles; rate applied to the price
Special Tax on Hydrocarbons and

Derived Products; maximum rate

of BOB6.48 per liter

Premium gasoline

Special gasoline

National diesel oil

Aviation gasoline

Kerosene

National jet fuel

Agrofuel

Fuel oil
Mining royalty; imposed on gross revenue;
rates vary according to the type of mineral
Financial Transactions Tax (ITF); imposed
on the amounts of debits and credits to
savings and checking accounts. ITF is not
deductible for purposes of any other tax;
ITF is effective from 24 July 2009 for a
period of three years; certain items are
exempt including transactions regarding
savings accounts in US dollars if available
balance is not higher than USD2,000,
savings accounts in local currency or in
UFV, securities transactions and payments
resulting from foreign remittances; tax is
withheld by banks and other financial
institutions and other entities carrying out
transactions in payment system
Tax on foreign-currency sales; applicable
to banking and non-banking financial
institutions and exchange houses; tax
imposed on the gross transaction amount
Additional financial aliquot (tax rate) for

10% to 18%

BOB4.79 per liter
BOB3.74 per liter
BOB3.72 per liter
BOB4.57 per liter
BOB2.72 per liter
BOB2.77 per liter
BOB2.55 per liter
BOB2.78 per liter

Various

0.15%

0.7%

corporate income tax; applicable to banking
and non-banking institutions regulated by the
ASFT; tax applicable if return on equity exceeds

13%; tax is neither offsettable nor deductible 12.5%
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Nature of tax Rate
Social security contributions
Employer
Health care; on monthly gross revenue
per employee 10%
Housing fund; on monthly gross revenue
per employee 2%
Professional risk insurance; on monthly
gross revenue per employee 1.71%
Solidarity Fund 3%
Solidarity Fund for mining entities 2%
Employees
Retirement fund 10%
Common risk insurance 1.71%
Solidarity Fund (fixed contribution) 0.5%
Solidarity Fund (variable and cumulative
contribution)
Difference between the total salary
and BOB35,000 10%
Difference between the total salary
and BOB25,000 5%
Difference between the total salary
and BOB13,000 1%

Christmas bonus (Aguinaldo);

general paid between 1 December

and 20 December each year; if

employment is less than a year, the

bonus is reduced pro rata One month’s salary
Termination compensation; bonus

for termination of employment;

amount depends on length of

employment and whether the

employee was fired or resigned Various

E. Miscellaneous matters

Foreign-exchange controls. The Bolivian currency is the boliviano
(BOB).

No restrictions are imposed on foreign-exchange transactions,
including the repatriation of capital and the remittance of divi-
dends and royalties abroad. A system of free-floating exchange
rates exists in Bolivia. No special registration requirements apply
to foreign investment.

The current exchange rate is BOB6.96 = USD1.

Transfer pricing. Transactions between “Bolivian companies com-
prised of foreign capital” and foreign companies and individuals
who directly or indirectly control the company are deemed to be
entered into by independent parties. For this purpose, control is
defined as the holding of 50% or more of the capital or decision-
making power in the company. The tax authorities may adjust the
prices in the transaction to reflect normal market practices be-
tween independent entities.

For purposes of the above rules, a “Bolivian company comprised
of foreign capital” is a company that is directly or indirectly con-
trolled by individuals residing or established abroad.
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Branches and other legal establishments of foreign companies in
Bolivia must maintain their accounting records separately from
their head office and other branches and establishments abroad.

Bolivian law does not contain specific transfer-pricing rules.

Reorganizations. Profits arising from company reorganizations,
which are mergers, divisions or transformations, are not subject
to corporate income tax. Regulations on reorganizations are
expected to be issued in the near future.

F. Tax treaties

Bolivia has entered into tax treaties with Argentina, France, Ger-
many, Spain, Sweden and the United Kingdom. It has also signed
the Andean Pact, which includes a tax treaty, with Colombia,
Ecuador and Peru. However, the government is reviewing these
treaties to determine whether they accomplish new government
policies. As a result, these treaties may be ratified or revoked.
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Please direct all requests regarding the BES-Islands to the following per-

sons:

* Bryan D. lrausquin (Curagao office telephone: +599 (9) 430-5075;
mobile telephone: +599 (9) 660-0707; fax: +599 (9) 465-6770; email:
bryan.irausquin@an.ey.com)

+ Cristina L. de Freitas Bras (Curagao office telephone: +599 (9) 430-
5070; mobile telephone: +599 (9) 690-0707; fax: +599 (9) 465-6770;
email: cristina.de.freitas@an.ey.com)

» Zahayra S.E. de Lain (Curagao office telephone: +599 (9) 430-5080;
mobile telephone: +599 (9) 510-0892; fax: +599 (9) 465-6770; email:
zahayra.de-lain@an.ey.com)

» Donna O'Niel (Curagao office telephone: +599 (9) 430-5018; fax: +599
(9) 465-6770; email: donna.oniel@an.ey.com)

» Erik de Heer (Amsterdam office telephone: +31 (88) 407-1091; mobile
telephone +31 (6) 29-08-32-82; fax: +31 (88) 407-1005; email: erik.
de.heer@nl.ey.com)

On 10 October 2010, the country Netherlands Antilles, which consisted of
five island territories in the Caribbean Sea (Bonaire, Curacao, Saba, Sint
Eustatius and Sint Maarten), was dissolved. On dissolution of the Nether-
lands Antilles, the islands of Bonaire, Sint Eustatius and Saba (BES-
Islands) became part of the Netherlands as extraordinary overseas
municipalities. Curagao and Sint Maarten have both become autonomous
countries within the Kingdom of the Netherlands. A new tax regime applies
to the BES-Islands, effective from 1 January 2011. The following chapter
provides information on taxation in the BES-Islands only. Chapters on
Curacao and Sint Maarten appear in this guide.

A. At a glance

Profit Tax —(a)
Capital Gains Tax —(a)
Real Estate Tax Rate (%) 20 (b)
Yield Tax Rate (%) 5(c)

(a) The BES-Islands do not have a profit tax or capital gains tax.

(b) The effective annual taxation is 0.8% of the fair market value of the real estate
located in the BES-Islands. This tax applies if an entity using the real estate,
by virtue of ownership, possession or a limited right, is deemed to be resident
in the BES-Islands. If the entity is deemed to be resident in the Netherlands,
the Dutch corporate income tax and the Dutch dividend withholding tax apply
instead. For further details, see Section B.

(c) This tax applies if the entity from which distributions of profits are derived is
deemed to be resident in the BES-Islands. If the entity is deemed to be resident
in the Netherlands, the Dutch corporate income tax and the Dutch dividend
withholding tax apply instead. For further details, see Section B.

B. Taxes on corporate income and gains

New BES tax regime. Effective from 1 January 2011, a new tax
regime applies in the BES-Islands. This tax regime does not in-
clude a profit tax. A yield tax and a real estate tax have been in-
troduced in the BES-Islands to replace the profit tax.



BES-IsLANDs 161

Residency fiction. The yield tax and real estate tax mentioned
above are not automatically applicable as a result of a residency
fiction. Under the new tax regime, in principle, all entities estab-
lished on the BES-Islands are deemed to be established in the
Netherlands for tax purposes and accordingly subject to Dutch
corporate income tax (up to 25%) and Dutch dividend withhold-
ing tax (in principle, 15%). For details on the Dutch taxes, see the
chapter on the Netherlands in this guide.

However, on request, entities that have sufficient nexus with the

BES-Islands may be subject to the fiscal system of the BES-

Islands. In such case, no Dutch corporate income tax applies, but

the yield tax and real estate tax apply. Entities are deemed to have

sufficient nexus with the BES-Islands if any of the following cir-
cumstances exist:

« The entity is a foundation or trust that is a resident of the BES-
Islands.

» The entity has been admitted to a special trade and service
depot.

* On request, the entity has obtained a ruling from the tax authori-
ties that, for tax purposes, the entity is deemed to be a resident
of the BES-Islands. A request for such a ruling should be made
with the tax authorities within six months after the beginning of
the calendar year.

The ruling referred to above is issued in the following cases:

* The assets of the entity in the BES-Islands consist of less than
50% of mobile assets, including, among other portfolio invest-
ments, participations and cash.

* An entity that does not meet the requirement above can still
obtain a ruling if it employs at least three residents of the BES-
Islands that manage the entity’s assets and if it has at its dis-
posal business premises in the BES-Islands for a period of at
least 24 months with a value of at least USD50,000.

* The entity is a holding company that holds at least 95% of the
shares in an entity that is admitted to a special trade and service
depot or already has obtained such a ruling.

* The entity has a small business with a turnover of no more than
USD80,000, the assets of the company in general do not exceed
USD200,000, and the company does not carry out financial
services, insurance or trust (fiduciary) activities.

Yield tax. The yield tax is levied on distributions (in whatever
form) of profits by entities resident in the BES-Islands. The rate
of the yield tax is 5%. The entity making the distribution acts as
withholding agent. Interest and royalty payments are not subject
to the yield tax. The yield tax is not levied on the remittances of
profits by branches to their foreign head offices.

Real estate tax. The real estate tax is levied on gains derived from
real estate located in the BES-Islands. The real estate tax is levied
on a taxpayer (person or entity) that, at the beginning of the year,
has the use of real estate by virtue of ownership, possession or a
limited right.

The profit is fixed at 4% of the fair market value of the real estate.
The rate of the real estate tax is 20% of the fixed profit. Conse-
quently, the effective annual tax rate is 0.8% of the fair market
value of the real estate. The value of the real estate is determined
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by the Tax Inspector. The value is set at the beginning of the pe-
riod for which the value is determined and is in principle deter-
mined for five consecutive calendar years.

Real estate tax is not levied on owner-occupied homes, real estate
included in the business assets of a privately run enterprise (that
is not operating in the form of an entity) and real estate with a
value of less than USD50,000, if the person having use of the real
estate is a resident of the BES-Islands.

In addition, entities that are deemed to be residents of the Nether-
lands (see Residency fiction) are exempt from real estate tax.

Administration

Real estate tax. The real estate tax is levied over a period of one
calendar year. The Tax Inspector imposes a tax assessment, and
the filing of a tax return is not required.

Yield tax. The withholding agent must withhold the yield tax at
the time the profit distribution is put at the disposal of the recipi-
ent. The withholding agent must file a quarterly tax return and
remit the yield tax due within 15 days after the end of the quarter.
The tax return does not need to be filed for periods in which no
distributions take place.

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

Nature of tax Rate (%)

General expenditure tax; levied on the delivery
of manufactured goods in the BES-Islands by
a manufacturer as part of its business, on the
rendering of services in the BES-Islands by
an entrepreneur as part of its business and
on imports of goods
Bonaire
Delivery of goods
Insurance
Other taxable activities
St. Eustatius and Saba
Delivery of goods
Insurance
Other taxable activities
Real estate transfer tax

AN 3 o

(LN SNV e

D. Tax treaties

The Dutch treaty network does not apply to entities deemed to be
residents of the BES-Islands. However, the Dutch standard treaty
does not exclude entities deemed to be residents of the Netherlands
(by the residency fiction) from the application of the treaty.
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A. At a glance
Corporate Income Tax Rate (%) 22 (a)
Capital Gains Tax Rate (%) 22 (b)
Branch Tax Rate (%) 30
Withholding Tax (%)
Dividends 7.5
Interest 15
Royalties 15
Management and Technical Fees 15
Payments under Construction Contracts 3 (c)
Brokerage Commission 10 (d)
Rent paid for use of buildings and land 5(d)
Branch Remittance Tax 0
Net Operating Losses (Years)
Carryback 0 (e)
Carryforward 5

(a) For approved manufacturing companies, the rate is 15%.

(b) See Section B.

(c) This tax is imposed on gross receipts derived from construction contracts.
This tax is an advance payment that may be offset against the actual tax due.

(d) This tax is an advance payment that may be offset against the actual tax due.

(e) Farming enterprises may carry back losses for two years.

B. Taxes on corporate income and gains
Corporate income tax. All companies operating in Botswana are
subject to tax on earnings in Botswana.

Rates of corporate tax. The corporate tax rate for companies other
than manufacturing companies is 22%. Approved manufacturing
companies are subject to tax at a reduced tax rate of 15%.
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The tax rate for a branch is 30%. The reduced 15% rate for
approved manufacturing companies does not apply to branches.
Botswana does not impose a branch remittance tax.

International Financial Services Centre (IFSC) companies (as
defined) are taxed at a rate of 15%.

Diamond-mining companies are taxed in accordance with tax
agreements entered into by the companies with the government.
Other mining companies are taxed at a rate of 22% or at a rate
determined by a formula, whichever is higher. The following is

the formula:
70 — 1500
X

Taxable income
X = _—"—"“"x 100
Gross income

Capital gains. The capital gains tax applies to gains on the sale of
capital assets of a business carried on in Botswana and on the sale
of corporate shares and debentures of private companies.

For computing gains on sales of immovable property acquired
before 1 July 1982, the cost of acquisition and improvements is
first increased by a 10% rate, compounded for each complete
12-month period from the date of acquisition to 1 July 1982. It is
then indexed for inflation from 1 July 1982 to the date of sale. For
computing gains on immovable property acquired on or after
1 July 1982, the cost of acquisition and improvements is indexed
for inflation during the period of ownership.

Only 75% of the gain derived from the sale of shares is subject to
capital gains tax. Gains on the sale of shares held for at least one
year that are listed on the Botswana Stock Exchange are exempt
from capital gains tax if the seller holds no more than 49% of the
shares. Sales of shares in IFSC companies are exempt from capi-
tal gains tax.

Taxable capital gains are subject to tax at a rate of 22%.

Administration. The tax year ends on 30 June. Companies are
taxed on the profits reported in their latest completed accounting
period.

Under an advance payment of tax and self-assessment system, com-
panies must estimate their tax in advance and pay the estimated
tax in four equal quarterly installments. The first payment is due
three months after the beginning of the accounting period and the
subsequent payments are due at the end of every subsequent three-
month period. Tax returns must be filed, and any balance of tax
due must be paid, within four months of the end of the tax year,
or in the case of a company with an accounting period that is
different from the tax year, within four months from the end of
such accounting period. Underpayments and late payments are
subject to interest at a rate of 1.5% per month (compounded).

Dividends. A withholding tax of 7.5% is imposed on dividends
paid to residents and nonresidents. It is a final tax.

Dividends distributed by investment or similar companies are
exempt from tax if they are paid out of dividends received that
suffered withholding tax.
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C. Determination of trading income

General. Taxable income is net income reported in the financial
statements, modified by certain provisions of the tax law. Expenses
are deductible to the extent incurred in producing assessable
income.

The rules for determining taxable income for an IFSC company
are different from those for a normal company.

Collective-investment undertakings (as defined) are subject to
tax on their undistributed income only.

Inventories. For tax purposes, inventory is valued at the lower of
cost or net realizable value.

Provisions. Specific identifiable provisions are allowable for tax
purposes; general provisions are not allowed.

Depreciation. Depreciation is computed using the straight-line
method. Official rates vary according to the type of asset. The
following are some of the official straight-line rates.

Asset Rate (%)
Industrial buildings 2.5%
Commercial buildings 2.5
Office equipment 10
Motor vehicles 25
Plant and machinery 15to0 25

* An initial allowance of 25% is also granted.

Capital allowances are subject to recapture on the sale of an asset
to the extent that the sales proceeds exceed the tax value after
depreciation.

Mining companies may deduct 100% of their mining capital
expenditure (as defined) in the year in which the expenditure is
incurred.

Relief for losses. In general, tax losses may be carried forward for
five years. Mining, prospecting and farming losses may be carried
forward indefinitely. In general, losses may not be carried back.
However, farming enterprises may carry back losses to the pre-
ceding two years.

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

Nature of tax Rate (%)
Value-added tax, on almost all supplies of
goods and services consumed in Botswana 12

Capital transfer tax, paid by the recipient

on all gratuitous receipts of property,

corporate shares and inheritances,

less allowable deductions 12.5

E. Foreign-exchange controls

No foreign-exchange controls are imposed in Botswana. However,
certain forms must be completed for statistical purposes.
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F. Treaty withholding tax rates

Management
and technical
Dividends Interest Royalties fees
% % % %
Barbados 5/7.5 (e) 10 10 10 (f)
France 5/7.5 (a) 10 10 7.5
India 10 (¢) 10 10 10
Mauritius 5/7.5 (b) 12 12.5 15
Mozambique  10/12 (c) 10 10 10
Namibia 10 (¢) 10 10 15
Russian
Federation 5/10 (i) 10 10 10
Seychelles 5/7.5 (g) 7.5 10 10
South Africa 10 (¢) 10 10 10
Sweden 7.5 (d) 15 (d) 15 (d) 15
United
Kingdom 5/7.5 (h) 10 10 7.5
Zimbabwe 5/7.5 (g) 10 10 10
Non-treaty
countries 7.5 15 15 15
(a) The 5% rate applies if the recipient is a company that holds at least 25% of

(b)
(c)
@
(©
®
(®
(h)

)

the share capital of the payer.

The 5% rate applies if the recipient holds at least 25% of the shares of the
payer.

The domestic rate of 7.5% applies because the treaty rate is higher than the
domestic rate.

If a lower rate is negotiated with any other state in a future treaty, such rate
also applies under the Sweden treaty.

The 5% rate applies if the recipient is a company that holds at least 25% of the
capital of the payer of the dividends. The 7.5% rate applies in all other cases.
If a lower rate is negotiated with any other state in a future treaty, such rate
also applies under the Barbados treaty.

The 5% rate applies if the recipient is a company that holds at least 25% of the
capital of the payer of the dividends. The 7.5% rate applies in all other cases.
The 5% rate applies if the beneficial owner of the dividends is a company that
controls directly or indirectly at least 25% of the voting power in the company
paying the dividends. The 7.5% rate applies in all other cases.

The 5% rate applies if the recipient holds at least 25% of the shares of the
payer. A 7.5% rate applies in all other cases (although the treaty provides for
a 10% rate in all other cases, the domestic rate of 7.5% applies because it is
lower than the treaty rate of 10%).
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22250-040 Rio de Janeiro,

Brazil

+55 (21) 3263-7000
Fax: +55 (21) 2109-1601

RJ

International Tax Services — Core

Serge Huysmans

Mariana Cunha

+55 (21) 3263-7310

Mobile: +55 (21) 9535-9900

Email: serge.huysmans@br.ey.com
+55 (21) 3263-7000

Email: mariana.cunha@br.ey.com

International Tax Services — Transfer Pricing

Marcio R. de Oliveira

Business Tax Services
Alfredo Neto

+55 (21) 3263-7225
Mobile: +55 (21) 9623-2247
Email: marcio.r.oliveira@br.ey.com

+55 (21) 3263-7106
Mobile: +55 (21) 9576-3825
Email: alfredo.t.neto@br.ey.com

Global Compliance and Reporting

José Manuel R. da Silva

Ricardo Gomes

+55 (21) 3263-7120

Mobile: +55 (21) 9972-4779

Email: jose-manuel.r.silva@br.ey.com
+55 (21) 3263-7209

Mobile: +55 (11) 97543-1673

Email: ricardo.gomes@br.ey.com

Sao Paulo

GMT -3

EY

Avenida Pres. Juscelino
Kubitschek, 1830

Torre 1 — 7th Floor

04543-900 Sao Paulo, SP

Brazil

+55 (11) 2573-3000
Fax: +55 (11) 2573-5401

Principal Tax Contact, Market Leader and Tax Managing Partner

* Andres Valle

+55 (11) 2573-5032
Mobile: +55 (11) 97301-9430
Email: andres.valle@br.ey.com

International Tax Services — Core
* Luiz Sérgio Vieira, International +55 (11) 2573-3571

Tax Services Leader

Artur F. Braga

Gil F. Mendes

Mobile: +55 (11) 97543-3632
Email: luiz.s.vieira@br.ey.com
+55 (11) 2573-3121

Mobile: +55 (11) 97432-5442
Email: artur.f.braga@br.ey.com
+55 (11) 2573-3466

Mobile: +55 (11) 97543-3605
Email: gil.f.mendes@br.ey.com



168 BRAZIL

Jérébme van Staden

Marcelo F. Lira

Werner Stuffer

Carolyn Libretti

Willem Bon

Graziela Baffa

+55 (11) 2573-3545

Mobile: +55 (11) 97543-3612
Email: jerome.van-staden@br.ey.com
+55 (11) 2573-3069

Mobile: +55 (11) 96900-5095
Email: marcelo.f.lira@br.ey.com
+55 (11) 2573-3794

Mobile: +55 (11) 97094-3197
Email: werner.stuffer@br.ey.com
+55 (11) 2573-3710

Mobile: +55 (11) 99537-1750
Email: carolyn.libretti@br.ey.com
+55 (11) 2573-4081

Mobile: +55 (11) 99553-2029
Email: willem.bon@br.ey.com

+55 (11) 2573-3447

Mobile: +55 (11) 97435-8933
Email: graziela.g.baffa@br.ey.com

International Tax Services — Tax Desks Abroad

Ingrid Berner
(resident in New York)

Felipe Fortes
(resident in London)

Audrei Okada
(resident in Tokyo)

Igor Scarano
(resident in Zurich)

+1(212) 773-2539

Mobile: + 1 (718) 753-7667
Email: ingrid.berner@ey.com
+44 (20) 7806-9054

Mobile: +44 755 228 2520
Email: ffortes@uk.ey.com

+81 (3) 3506-1282

Email: audrei.okada@jp.ey.com
+41 (58) 286-3406

Mobile: +41 (58) 289-3406
Email: igor.scarano@ch.ey.com

International Tax Services — Transfer Pricing

Katherine Pinzon

Werner Stuffer

Gil F. Mendes

Demétrio Barbosa

Janaina Costa

+55 (11) 2573-3710

Mobile: +1 (305) 799-7674
Email: katherine.pinzon@ey.com
+55 (11) 2573-3794

Mobile: +55 (11) 97094-3197
Email: werner.stuffer@br.ey.com
+55 (11) 2573-3466

Mobile: +55 (11) 97543-3605
Email: gil.f.mendes@br.ey.com
+55 (11) 2573-3486

Mobile: +55 (11) 99952-7305
Email: demetrio.g.barbosa@br.ey.com
+55 (11) 2573-3734

Mobile: +55 (11) 96385-0360
Email: janaina.costa@br.ey.com

International Tax Services — Operating Model Effectiveness

Marcelo F. Lira

Business Tax Services
* Eneas Moreira

+55 (11) 2573-3069
Mobile: +55 (11) 96900-5095
Email: marcelo.f.lira@br.ey.com

+55 (11) 2573-3117
Mobile: +55 (11) 99768-2377
Email: eneas.moreira@br.ey.com

Global Compliance and Reporting

* Tatiana da Ponte

+55 (11) 2573-3288
Mobile: +55 (11) 7543-3646
Email: tatiana.ponte@br.ey.com
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Human Capital

* Carlos Martins +55 (11) 2573-3000
Mobile: +55 (21) 99558-2521
Email: carlos.martins@br.ey.com

Indirect Tax and Customs and International Trade

* Sérgio Fontenelle +55 (11) 2573-3169
Mobile: +55 (11) 97543-1671
Email: sergio.fontenelle@br.ey.com

Labor

* Frederico Hermont Good God +55 (11) 2573-3232
Mobile: +55 (11) 7594-3792
Email: frederico.h.god@br.ey.com

Transaction Tax
* Andrea Weichert +55 (11) 2573-3438
Mobile: +55 (11) 97543-3686
Email: andrea.weichert@br.ey.com
Fabio Ota +55 (11) 2573-3220
Mobile: +55 (11) 97543-3652
Email: fabio.ota@br.ey.com

Marcia Saito +55 (11) 2573-3250

Email: marcia.saito@br.ey.com
Amanda Tonoli +55 (11) 3055-0116

Email: amanda.tonoli@br.ey.com
Orlando Veloci +55 (11) 2573-3583

Email: orlando.veloci@br.ey.com

A. At a glance
Corporate Income Tax Rate (%) 15 (a)
Capital Gains Tax Rate (%) 15 (a)
Branch Tax Rate (%) 15 (a)
Withholding Tax (%)
Dividends 0
Interest 15 (b)(c)
Royalties from Patents, Know-how, etc. 15 (b)(c)(d)
Services 15 (b)(c)(d)
Branch Remittance Tax 0

Net Operating Losses (Years)
Carryback 0
Carryforward Unlimited (e)

(a) A 10% surtax is also levied (see Section B).

(b) The withholding tax is imposed on payments, credits, deliveries or remit-
tances abroad, and on the use of amounts in Brazil for the benefit of non-
residents.

(c) The withholding tax rate may increase to 25% if the recipient is resident in a
jurisdiction that taxes income at a rate lower than 20% (that is, a low-tax
jurisdiction for Brazilian tax purposes; for details, see Section E).

(d) A 10% Contribution for Intervention in the Economic Domain (Contribuigao
de Interveng¢do no Dominio Econdémico, or CIDE) is imposed on royalties
and on technical and administrative service payments.

(e) For details, see Section C.

B. Taxes on corporate income and gains

Corporate income tax. Brazilian resident companies are subject to
corporate income tax (CIT) on their worldwide income. Compa-
nies resident in Brazil are those incorporated under the Brazilian
laws and managed in Brazil.
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Foreign branches, agencies or representative offices of Brazilian
companies are also subject to Brazilian tax on their income earned
overseas. In general, foreign-source losses may not offset Brazilian-
source income. A foreign tax credit is available (see Foreign tax
relief).

In addition to CIT, Social Contribution Tax (SCT) is imposed on
worldwide income (see Rates of tax).

Rates of tax

Corporate income tax. The basic rate of CIT is 15%, increased by
a surtax of 10% on annual taxable profits exceeding BRL240,000
(approximately USD117,000).

Exemption from, or reduction of, CIT is granted to businesses in
certain underdeveloped areas.

Social Contribution Tax. SCT is levied at a general rate of 9%.
For financial institutions, private insurance companies and capi-
talization companies, the SCT rate is 15%.

SCT is not deductible in calculating CIT. The tax bases for SCT and
CIT are basically the same. However, certain specific adjustments
that are required for CIT purposes do not apply to SCT. The total
effective tax rate on corporate profits is 34% (25% CIT [includ-
ing the 10% surtax] plus 9% SCT).

Losses for SCT purposes are subject to the same tax rules appli-
cable to losses for CIT purposes.

Capital gains. Capital gains are treated as ordinary income and,
accordingly, are subject to CIT and SCT. In general, capital gains
derived by nonresidents on shares are subject to capital gains tax
at a rate of 15%. A 25% rate applies to nonresidents located in
low-tax jurisdictions.

Administration

Filing and payment. The fiscal year is the calendar year. In gen-
eral, companies must file returns in an electronic format by the
last working day of June of the following year. Extensions to file
returns are generally not available.

Discussions have recently taken place regarding the reduction of
tax filings by combining or eliminating some of them, in view of
the redundancy of the filings in an electronic audit environment.

Companies may elect to pay CIT and SCT on an annual or quar-
terly basis. In general, this election may not be changed during the
calendar year. Companies that elect the annual basis must make
advance monthly payments of CIT and SCT. The advance pay-
ments are equal to the income tax applicable to either the com-
pany’s actual taxable income or the company’s income calculated
in accordance with an estimated method, whichever is lower.

For monthly payments of CIT that are calculated based on the
estimated method, the tax base is generally 8% of the company’s
gross income. Different percentages apply to specific industries,
such as the following: 16% for financial institutions and trans-
portation services; 32% for services in general; and 1.6% for gas
distribution.
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For the purpose of computing the advance income tax payments,
the applicable rate is 15%. An additional 10% rate is applied to
monthly taxable income in excess of BRL20,000 (approximately
USD9,800).

The difference between the tax shown on the annual tax return
and the amounts paid in advance must be paid by the last working
day of March following the end of the fiscal year. If the amounts
paid in advance exceed the tax shown on the annual tax return,
the excess may be used to offset the tax due in a month following
the fiscal year-end. A refund may be requested from the tax
authorities within five years of the tax payment.

Alternatively, companies may pay tax quarterly based on actual
quarterly income, computed under the accrual method.

The tax base for monthly estimated payments of SCT is generally
12% of gross income plus capital gains and other income, includ-
ing financial income. This percentage is increased to 32% for ser-
vice companies. SCT payments must be made at the same time as
the income tax payments. The applicable tax rate is generally 9%.

Interest and penalties for late payments. The late payment of taxes

is generally subject to the following:

* Interest calculated at the rate applicable to the Special Liquida-
tion and Custody System (Sistema Especial de Liquidagdo e
Custodia, or SELIC), which is published each month by the
government

* A daily fine of 0.33% of the tax due, up to a maximum penalty
of 20% of the tax due (excluding interest)

Assessments resulting from a tax audit are subject to a penalty of
75% on the tax due. The penalty increases to 150% in the case of
fraud. These penalties can be reduced by 50% if the payment is
made by the last day of the appeal period (other penalty reductions
are available during the appeal process). In such case, the effec-
tive penalty is 37.5%.

Dividends. Withholding tax is not imposed on dividends paid to
residents and nonresidents out of profits generated on or after
1 January 1996.

Foreign tax relief. A foreign tax credit is available to Brazilian
companies on income taxes paid overseas. In general, the foreign
tax credit is limited to the amount of Brazilian CIT and SCT on
the foreign income.

C. Determination of taxable income

General. CIT and SCT are due on a company’s taxable income,
which is the net book income, as adjusted by the tax law. In gen-
eral, operating expenses are deductible if the following conditions
are satisfied: they are necessary, usual and common to the com-
pany’s activity; they are actually incurred; and they are support-
ed by proper documentation. However, the following expenses,
among others, are not deductible:

* Expenses related to fixed assets, including financial and operat-
ing lease payments, depreciation and amortization, if the assets
are not directly used in the production or commercialization of
products and services.
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* Fringe benefits furnished to shareholders and officers if the ben-
eficiaries are not identified and individualized (a 35% [effective
rate of 53.84%] withholding tax is imposed on such payments).
Neither the fringe benefits nor the withholding tax is deductible.

* Donations in general, gifts and other non-compulsory payments.

Simplified methods are available for calculating the tax liability
applicable to small businesses.

Inventories. Companies that have an integrated cost system must
value inventory for tax purposes at the lower of cost or market
value, using either the average cost or the first-in, first-out (FIFO)
method. Direct cost and last-in, first-out (LIFO) methods cannot
be used. In general, companies that do not have an integrated cost
system must value finished products at 70% of the highest sales
price of the product sold in the tax period. Work-in-process must
be valued at either 80% of the finished product cost or 1.5 times
the highest cost of the material content. Supermarkets and similar
enterprises that sell a large number of goods may use a specific
system for inventory valuation based on periodic and simplified
counting.

Provisions. In general, the only deductible provisions are those for
vacation pay and the 13th month salary (annual bonus).

Depreciation. Fixed assets may be depreciated using the straight-
line method at rates provided by the Brazilian tax authorities. The
following are some of the annual depreciation rates:

* Real estate assets: 4%

* Machinery and equipment: 10%

* Vehicles: 20%

» Computer hardware and software: 20%

Companies that operate two work shifts per day may depreciate
machinery and equipment at 1.5 times the normal rate. If the
company operates three shifts, it may double the normal rate.

For accounting purposes, companies adopting International
Financial Reporting Standards (IFRS) may calculate depreciation
at different rates (taking into account IFRS criteria, which can
affect, in addition to depreciation rates, inventory and other items).
However, for tax purposes, these accounting differences are tax-
neutral under the transitional tax regime (see Section E).

Tax losses. Tax losses may be carried forward indefinitely, but can
only offset up to 30% of the company’s taxable income for a tax
period. No carryback is allowed.

Tax losses may be jeopardized if a company experiences a change
in business activity and ownership control between the period in
which losses were generated and the period in which losses
would otherwise be used to offset taxable income. In general, non-
operating tax losses can be offset only against non-operating
gains. In a corporate restructuring involving a merger, the tax
losses of the merged company must be written off.

D. Other significant taxes

The following table summarizes other significant taxes.
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Nature of tax

State value-added tax (ICMS)
General rate for intrastate transactions
General rate for interstate transactions
Transactions in which taxpayers located in
the South or Southeast (except for Espirito
Santo State) regions that remit goods and
services taxable under ICMS to taxpayers
resident in the states of the North, Northeast
or Centre-West regions or Espirito Santo State
Exports
Federal value-added tax (IPI); the top rate
applies to luxury or superfluous goods, such
as alcoholic beverages and cigarettes
Tax on Financial Operations (IOF); imposed
on credit transactions, foreign-exchange
transactions, insurance operations and
financial investments
Loan operations
Daily rate (maximum annual rate of 1.5%)
Additional rate
Foreign-exchange transactions
Insurance operations
Financial investments
Social Integration Program (PIS) tax; levied
on gross income at a rate of 1.65%; the tax
is a non-cumulative (VAT-type) tax for certain
taxpayers; certain companies, including local
financial institutions and companies that
manufacture goods in the Manaus Free Trade
Zone, are subject to the cumulative regime
and make the contribution at a 0.65% rate;
the tax is also levied on imports of goods
and services at a rate of 1.65%
Social security financing contribution
(COFINS); levied on gross income at a
rate of 7.6%; the tax is a non-cumulative
(VAT-type) tax for certain taxpayers;
certain companies, including local financial
institutions and companies that manufacture
goods in the Manaus Free Trade Zone, are
subject to the cumulative regime and make
the contribution at a 3% rate; the tax is also
levied on imports of goods and services at a
rate of 7.6% in most cases; however, for
certain imported goods (for example, some
plastic, rubber, textile, iron and steel products),
the rate is 8.6%
Municipal Service Tax (ISS)
Social security contributions (INSS), on
monthly salary; paid by
Employer
Employee; rate varies depending on amount
of remuneration (amount of employee
contribution may not exceed BRL457.49
[USD215] a month)

Rate (%)

0 to 25
17/19
12

7
Exempt

0to 330

0.0041

0.38

0.38 to 6.38
0.38 to 7.38
Various

0.65/1.65

3/7.6/8.6
2t05

26.8 to 28.8

8to 11
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Nature of tax Rate (%)
Severance Pay Indemnity Fund (FGTS),
on monthly salary 8

Withholding tax on local payments of

professional service fees (creditable by

the recipient against corporate income tax) 1.5
Contribution for development of

cinematographic and video phonographic

works (Condecine); in general, tax rate

applied to amounts paid to producers,

distributors and intermediaries abroad

for the exploitation of cinematographic

and video phonographic works 11

E. Miscellaneous matters

Foreign investment. All foreign investments, such as equity or
debt investments, must be registered with the Central Bank of
Brazil (BACEN) to assure the payment of dividends and interest,
or the repatriation of capital. Nonresidents holding assets and
rights in Brazil, such as equity investments, portfolio investments
and debt investments, must be registered with the Brazilian tax
authorities. On registration, the nonresidents obtain a tax iden-
tification number (CNPJ). Failure to comply with the foreign-
exchange regulations and associated requirements is subject to
significant penalties. This particularly applies to evasion, false
statements and private offsetting transactions.

Contracts for the supply of technology and technical services, and
for the use of trademarks and patents between residents and non-
residents must also be registered with BACEN and the National
Institute of Industrial Property (INPI). The registration allows
Brazilian companies to pay and deduct the royalties up to the
amounts prescribed by law.

Transfer pricing. Brazilian transfer-pricing rules apply only to
cross-border transactions entered into between Brazilian compa-
nies and foreign related parties. A transaction entered into
between a Brazilian company and a resident of a low-tax jurisdic-
tion or a resident in a jurisdiction with a privileged tax regime is
also subject to the transfer-pricing rules, even if the parties are
not related. In general, Brazilian transfer-pricing rules do not fol-
low the transfer-pricing guidelines outlined in the Organisation
for Economic Co-operation and Development (OECD) Model
Convention and the US rules. For example, Brazilian transfer-
pricing rules adopt fixed-profit margins on transactions carried
out between related parties. Safe harbor measures may be applied
to Brazilian exports.

Low-tax jurisdiction and privileged tax regime. The Brazilian low-
tax jurisdiction (LTJ) list (black list) and privileged tax regime
(PTR) list (gray list) were adjusted recently to allow listed juris-
dictions to challenge such listings. The Brazilian Internal Revenue
Service (IRS) enacted Normative Instruction n. 1.045/10, which
allows listed countries and entities to request review (through a
formal petition to the IRS) of their listing through a legal repre-
sentative of the relevant jurisdiction. The request must be based on
the relevant country’s local tax legislation.



BraziL 175

The conclusion of this request review could result in the exclu-
sion of the jurisdiction of such list (suspension status or revoked
status). In both cases, the legal effects are no longer in force, effec-
tive from the date of the exclusion.

Thin-capitalization. Under thin-capitalization rules, interest ex-
pense arising from a financial arrangement with a related party
is deductible only if the related Brazilian borrower does not ex-
ceed a debt-to-net equity ratio of 2:1. In addition, interest expense
arising from a financing arrangement executed with a party es-
tablished in a LTJ or benefiting from a PTR is deductible only if
the Brazilian borrower does not have a debt-to-net equity ratio of
greater than 0.3:1.

Controlled foreign companies. Profits realized by a controlled for-
eign company (CFC) of a Brazilian company are subject to in-
come taxation on 31 December of each year regardless of any
actual distribution by the CFC. Brazil recently introduced a new
CFC regime that may have implications for Brazilian companies
holding investments out of the country. This CFC legislation is
still awaiting confirmation from Congress, and changes may occur.

Digital bookkeeping. The Public System of Digital Bookkeeping
(Sistema Publico de Escrituragdo Digital, or SPED) is a unified
electronic storage of accounting and tax bookkeeping. It is in-
tended to replace bookkeeping prepared on paper and to unify the
preparation, storage, and certification requirements of the Board
of Trade and of the tax authorities at the municipal, state and fed-
eral levels. Most companies are now required to comply with the
SPED.

International Financial Reporting Standards. Law 11,638/07 intro-
duced changes to the Brazilian Corporate Law (Law 6,404/76)
with respect to the preparation of financial statements for corpo-
rations as well as for large companies, regardless of whether they
are organized as corporations. This law represents a major step in
the process towards harmonization of Brazilian GAAP with IFRS.
Under this law, which took effect on 1 January 2008, large com-
panies must prepare their financial statements under new Brazilian
GAAP, which is consistent with IFRS principles.

This harmonization process was not intended to generate any tax
consequences in Brazil. Consequently, the Brazilian IRS issued
guidance on achieving such tax neutrality (see Transitional tax
regime).

Transitional tax regime. Under the transitional tax regime (RTT),
all accounting changes related to the introduction of IFRS in
Brazil are neutral for tax purposes if these changes created a dif-
ferent methodology criteria for the recognition of revenue, costs
and expenses.

Legislation ending the RTT was introduced in November 2013.
This legislation regulates which IFRS methodologies are to re-
main neutral for tax purposes. In general, the rationale behind the
RTT is maintained under the new rules. The legislation is still
awaiting confirmation from Congress, and changes may occur.

Foreign trade of services integrated system. The Brazilian tax
authorities have enacted a new reporting requirement concerning
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inbound and outbound services and intangible transactions out-
lined in Brazilian Services Codification (Nomenclatura Brasileira
de Servigos, Intangiveis e Outras Operagdes que Produzam Vari-
agdes no Patrimdnio, or NBS) through a new integrated system
with the Brazilian IRS, which is the Integrated Foreign Trade
System for Foreign Services, Intangibles and other Transactions
(Sistema Integrado de Comércio Exterior de Servigos, Intangiveis
e Outras Operagdes que Produzam Variagdes no Patrimonio, or
SISCOSERYV).

Special tax benefits. The Brazilian government has issued laws
providing tax incentives to increase investments in Brazil. The
main programs are the following:

* Special Tax Regime for Construction, Expansion, Reform and
Modernization of Football Stadiums (Regime Especial de Tribu-
tagdo para Construgdo, Ampliagdo, Reforma ou Modernizagao
de Estadios de Futebol, or RECOPA): tax benefits related to the
Federation Internationale de Football Association (FIFA) World
Cup

Plano Brasil Maior: import, export and sales tax benefits

Law 11,196/2005: tax benefits for investments in infrastructure
and research and development (R&D)

Special Tax Regime for the Renewal and Expansion of Port
Structures (Regime Tributario para Incentivo a Modernizagio e
a Ampliagdo da Estrutura Portuaria, or REPORTO): suspension
of IPI, PIS, COFINS and import tax for investments in ports,
warehousing and surveillance and monitoring systems
Temporary reduction of employer social security contribution in
some industries, such as hospitality information technology and
air and sea transportation: a contribution of 1.5% to 2% of gross
income replaces the contribution as a percentage of payroll until
31 December 2014

F. Treaty withholding tax rates

The rates reflect the lower of the treaty rate and the rate under
domestic tax law.
Dividends Interest Royalties (k)

% % %
Argentina 0 15 (d) - (n)
Austria 0 15 (d) 15 (b)(1)
Belgium 0 15 (a)(d) 15 (c)(m)
Canada 0 15 (a)(d) 15 (1)
Chile 0 15 15
China 0 15 (d) 15 (1)
Czechoslovakia (h) 0 15 (d)(f) 15 ()
Denmark 0 15 (d) 15 (D)
Ecuador 0 15 (d) 15 (D)
Finland 0 15 (d) 15 (e)(1)
France 0 15 (a)(d) 15 (e)(1)
Hungary 0 15 (d)(g) 15 (D)
India 0 15 (d) 15 (1)
Israel 0 15 (d) 15 (i)
Italy 0 15 (d) 15 ()
Japan 0 12.5 (d) 12.5 (e)(1)
Korea (South) 0 15 (a)(d) 10 (0)(p)
Luxembourg 0 15 (a)(d) 15 (D)
Mexico 0 15 (d) 10 (n)
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Netherlands
Norway
Peru
Philippines
Portugal
South Africa
Spain
Sweden
Turkey
Ukraine
Non-treaty countries

(a)
(b)

(©)

(d)

(©
®
(2
(h)
(@)

(@)

Dividends Interest Royalties (k)
% % %

15 (a)(d) 15 ()

15 (d) 15 ()

15 (d) 15

15 (d) 15 ()

15 (d) 15

15 (d) 10 (p)
15 (d)(f) 10 (0)(p)
15 (d) 15 ()

15 (q) 15 (i)

15 (d) 15

15.0) 15.()

The withholding rate is 10% for interest on certain bank loans with a mini-
mum term of seven years.

The withholding rate is 10% for royalties for the use of, or the right to use,
copyrights of literary, artistic or scientific works, excluding cinematographic
films and films or tapes for television or radio broadcasting, produced by a
resident of a contracting state.

The withholding rate is 10% for royalties for the use of, or the right to use,
copyrights of literary, artistic or scientific works or for the use of, or the right
to use, cinematographic films or television or radio films or tapes produced
by a resident of a contracting state.

Interest paid to the government of the other contracting state, a political
subdivision thereof or an agency (including a financial institution) wholly
owned by that government or political subdivision is exempt from tax.

The withholding rate is 15% for royalties with respect to copyrights of cine-
matographic films and films or tapes for radio or television broadcasting.
The withholding rate is 10% for interest on certain long-term (at least 10
years) bank loans.

The withholding rate is 10% for interest on certain long-term (at least eight
years) bank loans.

Brazil is honoring the Czechoslovakia treaty with respect to the Czech and
Slovak Republics.

This rate applies to royalties related to the use of, or the right to use, trade-
marks. For other royalties, including payments for technical assistance and
technical services, the rate is 10%.

The withholding tax rate may increase to 25% if the recipient is resident in a
low-tax jurisdiction or benefits from a privileged tax regime (see Section E).
The tax treaties do not apply to the CIDE (see footnote [d] to Section A).
The withholding tax rate is 25% for royalties paid for the use of trademarks.
The withholding tax rate is 20% for royalties paid for the use of trademarks.
The treaty does not provide a maximum rate for royalties.

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

The withholding tax rate applicable to royalties was reduced as a result of the
most favorable clause contained in the protocol to the treaty. This clause
provides for a rate reduction if a future treaty establishes a lower rate.
Because of the treaty between Brazil and Israel, the withholding tax rate on
royalties was reduced to 10% (except for trademark royalties).

Interest paid from Turkey to the Brazilian government, Central Bank of Brazil
or the National Economic and Social Development Bank (BNDES) are
exempt from Turkish tax. Interest paid from Brazil to the Turkish government,
the Central Bank of the Republic of Turkey (Tiirkiye Cumhuriyet Merkez
Bankasi) or the Turkish Bank of Exportation and Importation (Eximbank) are
exempt from Brazilian tax.

SO OO Oo O

Brazil has signed tax treaties with the Russian Federation and
Venezuela, but these treaties have not been ratified.
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A. At a glance

Corporate Income Tax Rate (%)
Capital Gains Tax Rate (%)
Branch Tax Rate (%)
Withholding Tax (%)
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B. Taxes on corporate income and gains

The BVI Business Companies Act, 2004 (BVI BC Act) entered
into force on 1 January 2005. Under the BVI BC Act, companies
incorporated under the British Virgin Islands (BVI) Companies
Act are exempt from all taxes provided under the BVI Income
Tax Ordinance. The BVI BC Act is essentially an amalgamation
of the International Business Companies (IBC) Act and the BVI
Companies Act, which contained a regime under which all domes-
tic companies incorporated in the BVI were governed. In addi-
tion, on 1 January 2007, all International Business Companies on
the companies register in the BVI were automatically reregis-
tered under the BVI BC Act and, consequently, the IBC Act was
repealed in full.

All Business Companies (BCs) are statutorily exempt from BVI
taxes. However, such companies must pay an annual license fee
(see Section C). In general, a BC may not transact business with
persons resident in the BVI or own interests in real property loca-
ted in the BVI unless it obtains the relevant trade license from the
BVI government. In addition, a BC may not carry on business as
a bank, trust company, insurance company or reinsurance company
without a license from the BVI Financial Services Commission.

C. Payroll tax

Payroll tax is imposed on every employer and self-employed per-
son who carries on business in the BVI. The tax rates are 10% for
Class 1 employers and 14% for Class 2 employers. The tax is
applied to the remuneration paid or deemed to be paid, 8% of
which may be reclaimed and paid by the employees or deemed
employees. Class 1 employers are those meeting the following
conditions:
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* Payroll during the financial year that does not exceed USD150,000
¢ Annual turnover that does not exceed USD300,000
* A total of seven or less employees and deemed employees

All employers not falling within the Class 1 category are deemed
to be Class 2 employers.

The first USD10,000 of actual remuneration paid to an employee,
deemed employee or self-employed person is exempt from tax.

D. Fees and stamp duties

The following table summarizes the fees and stamp duties pay-
able in the BVI.

Nature of fees and duties Rate

Annual license fees

Business Companies incorporated under

the BVI BC Act, with authorized share

capital of
Up to USDS50,000 or foreign-currency
equivalent or authorized to issue up
to 50,000 shares USD350
Exceeding USD50,000 or foreign-currency
equivalent or authorized to issue more

than 50,000 shares USD1,100
Restricted Purpose Company USDS5,000
General banking license USD50,000
Restricted Class I banking license USD32,000
Restricted Class II banking license USD32,000
Insurance company license Up to USD10,000
Class I trust license USD16,000
Class II trust license USD14,000
Class III trust license USD12,000
Restricted Class II trust license USD1,000 to
USD3,000

Restricted Class III trust license USD500

Stamp duties, on various instruments and
transfers of ownership
Real estate, on higher of consideration
or market value
Sales to belongers (individuals born in
the BVI or those granted BVI status
and BVI companies that are at least
67% owned by such persons and do

not have any non-belongers as directors) 4%
Sales to non-belongers 12%
Other instruments and transfers 0.2% to 5%

E. Miscellaneous matters

Foreign-exchange controls. The BVI does not have any foreign-
exchange control regulations.

European Union Savings Tax Directive. As a result of the BVI’s
status as a British Overseas Territory, it is required to comply with
the requirements of the European Union (EU) Savings Tax Direc-
tive (the Directive). Banks and other paying agents in the BVI
offer EU resident individuals the option of deduction of withhold-
ing tax or exchange of information.
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Under the withholding tax option, banks and other paying agents
automatically deduct tax from interest payments made to EU
resident individuals. The following are the withholding tax rates:
* 20%, effective from 1 January 2008
* 35%, effective from 1 January 2011

Seventy-five percent of the above withholding tax is remitted to
the tax authorities in the EU member state of the recipient, and the
balance is paid to the tax authorities in the BVI.

However, under the Mutual Legal Assistance (Tax Matters)
(Automatic Exchange of Information) Order, 2011, effective from
1 January 2012, the 35% withholding option under the Directive
no longer applies, because the British Virgin Islands has transi-
tioned to the automatic exchange-of-information option instead
of the withholding-tax option under the Directive.

The new order provides that BVI-based paying agents are no lon-
ger subject to the withholding tax option as a means of comply-
ing with the Directive. Instead, BVI institutions are now required
to disclose the minimum information to the BVI Inland Revenue,
which in turn complies with the information-exchange policy
under the Directive.

F. Tax treaties

Although the United Kingdom’s double tax treaties with Japan
and Switzerland have been extended to the BVI, these treaties are
not used in practice. The BVI has not entered into any other tax
treaties. However, the BVI has entered into tax information ex-
change agreements with Canada, China and the United States
and with 22 European countries including France, Germany,
Ireland, the Netherlands and the United Kingdom.

In April 2013, the BVI government announced that it had decided
to pursue a bilateral intergovernmental agreement with the United
States for the implementation of the US Foreign Account Tax
Compliance Act. At the time of writing, the terms of the intergov-
ernmental agreement and the timing of its implementation had not
been announced.
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A. At a glance
Corporate Income Tax Rate (%) 20 (a)
Capital Gains Tax Rate (%) 0
Branch Tax Rate (%) 20 (a)
Withholding Tax (%) (b)
Dividends 0
Interest 15
Royalties 10
Branch Remittance Tax 0

Net Operating Losses (Years)
Carryback 0
Carryforward 6

(a) This is the standard rate. The rate of petroleum income tax is 55%.
(b) For a listing of withholding taxes, see Section D.

B. Taxes on corporate income and gains

Corporate income tax. Limited companies, regardless of whether
they are incorporated overseas or locally or are registered as a
branch of a foreign company, are subject to a tax on income accru-
ing in, derived from or received in Brunei Darussalam.

Branches of foreign companies are taxed on their profits arising
in Brunei Darussalam at the same rates as corporations.

Rate of corporate income tax. The income tax rate is 20% for res-
ident and nonresident companies, except for those engaged in
petroleum operations. The rate of petroleum income tax is 55%.

The first BND100,000 of chargeable income is taxed at a reduced
rate of one quarter of the full rate, while the next BND150,000 is
taxed at half the full rate. The balance of chargeable income is
taxed at the full rate. For a new company, the first BND100,000
of chargeable income is exempt from tax. This exemption applies
for a company’s first three consecutive years of assessment.
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Certain enterprises and industries may be exempted from taxa-
tion if they are considered essential for the development of the
country.

Capital gains. Capital gains are not taxed. Capital losses are not
deductible. However, if assets have been acquired for resale rather
than for a company’s use, any profit from the sale is regarded as
taxable income.

Administration. The tax year is the calendar year.
Tax returns must be filed by electronic means.

Corporations must file an annual tax return by 30 June of each
year and pay any tax due by the same date. Corporations must also
file an Estimated Chargeable Income (ECI) return within three
months after their accounting year-end if they are unable to file
their annual tax return within this period. Any tax due under an
ECI return must be paid by the due date for filing the ECI return.
If tax is paid under an ECI return, the tax is adjusted accordingly
in the annual tax return. In general, extensions of time are not
granted.

Foreign tax relief. Foreign income that is not received in Brunei
Darussalam is free from tax. Brunei Darussalam has entered into
double tax treaties with Bahrain, China, Hong Kong, Indonesia,
Japan, Kuwait, Laos, Malaysia, Oman, Pakistan, Singapore, the
United Kingdom and Vietnam. Brunei Darussalam has signed
double tax treaties with other countries, but these treaties have not
yet been ratified. Both resident and nonresident companies may
also apply for unilateral relief on income arising from British
Commonwealth countries offering reciprocal relief. However, the
maximum relief cannot exceed half the Brunei Darussalam rate.

C. Determination of trading income

General. The following sources of income are subject to tax:

* Gains or profits from any trade, business, profession or vocation

* Gains or profits from employment

* Net annual value of land and improvements occupied or used
rent-free for residential or enjoyment purposes

* Dividends, interest or discounts

* Pensions, charges or annuities

* Rents, royalties, premiums and any other profits arising from

property

In computing taxable income, normal business expenses may be
deducted.

Interest expenses are allowed as a deduction only if the loan gen-
erating the charge is used for the production of taxable income.

Provisions. Provisions for debts are tax-deductible only if they are
made against specific bad debts.

Tax depreciation. Depreciation charged in the financial accounts
is not deductible for tax purposes. Instead, capital allowances (tax
depreciation) are permitted.
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Industrial buildings. An initial allowance of 20% of the qualifying
expenditure is given on industrial buildings in the year of expendi-
ture, with a further annual allowance of 4% of qualifying expen-
diture provided on a straight-line basis until the total expenditure
is written off.

Plant and machinery. An initial allowance of 40% of the cost of
plant or machinery is given on expenditure incurred on or after
1 January 2009, and an annual allowance is given on the declin-
ing value of the asset. The rates depend on the type of asset and
range from 3% to 25%. Alternatively, a company may choose to
write off such expenditure over three years on a straight-line basis.
For plant and machinery not exceeding BND2,000 per item, a
company may choose to write off such expenditure fully in the
year of acquisition subject to an aggregate cap of BND30,000 per
year. For computer and office automation equipment, a company
may also choose to write off such assets fully in the year of acqui-
sition.

Mining. All expenditure incurred in connection with the working
of a mine or other source of mineral deposit of a wasting nature
is considered qualifying mining expenditure. An initial allowance
of 10% of the qualifying expenditure is given in the year of expen-
diture, with annual depletion allowances deductible over the life
of the mine. These are determined by multiplying the residue of
the capital expenditure by the greater of 20% and the following
fraction:

Output for the year

Output for the year plus estimated future output

Disposals. When an asset is sold, scrapped or destroyed, a balanc-
ing allowance or charge is made, based on the difference between
the disposal price and the depreciated value on disposal. The
balancing charge may be deferred if the plant and machinery
disposed of are replaced by similar assets.

Relief for losses. Losses may be carried forward for up to six years
to offset future profits. Continuity of trade or ownership is not
required to carry forward losses. Losses in one trade or business
may be set off against other sources of income for the same year
of assessment.

Unabsorbed capital allowances may be carried forward indefi-
nitely, provided the company continues to carry on the same trade
or business.

Groups of companies. No special rules or reliefs apply to groups
of companies; each company is taxed on its own income as
appropriate.

D. Domestic and treaty withholding tax rates

Brunei Darussalam’s domestic tax law imposes withholding tax
on various payments made to nonresident persons, which include
companies and bodies of persons. A company is considered to be
anonresident company if the control and management of its busi-
ness are not exercised in Brunei Darussalam. The following are
the withholding tax rates.
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Type of payment Rate (%)
Interest, commissions, fees or other payments
with respect to loans or indebtedness 15
Royalties or other lump-sum payments for the
use of movable properties 10

Payments for the use of, or the right to use,
scientific, technical, industrial or commercial

knowledge or information 10
Technical assistance and service fees 20
Management fees 20
Rent or other payments for the use of movable

properties 10
Nonresident directors’ remuneration 20

The above withholding tax rates may be reduced under tax treaties.
Brunei Darussalam has entered into double tax treaties with
Bahrain, China, Hong Kong, Indonesia, Japan, Kuwait, Laos,
Malaysia, Oman, Pakistan, Singapore, the United Kingdom and
Vietnam.
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A. At a glance

Corporate Income Tax Rate (%) 10

Capital Gains Tax Rate (%) 10

Branch Tax Rate (%) 10

Withholding Tax (%)(a)
Dividends 5 (b)(c)
Interest 0/5/10 (d)(e)(f)
Royalties from Patents, Know-how, etc. 5/10 (d)(e)
Fees for Technical Services 10 (e)

Rent and Payments Under Lease, Franchising
and Factoring Agreements Derived from

Sources in Bulgaria 10 (e)
Net Operating Losses (Years)

Carryback 0

Carryforward 5

(a) A European Union (EU) or European Economic Area (EEA) recipient of
Bulgarian-source income that is subject to withholding tax may claim a
deduction for expenses incurred in earning that income by filing an annual
corporate income tax return. The return must be filed by 31 December of the
year following the year of accrual of the income.

(b) This tax does not apply to payments to entities that are resident for tax pur-
poses in Bulgaria or EU/EEA countries.

(c) This rate may be reduced by tax treaties for dividends distributed to entities
not resident for tax purposes in EU/EEA countries.

(d) Bulgaria has been granted a derogation period to fully implement the EU
Interest and Royalties Directive. For the period of 1 January 2011 through
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31 December 2014, a 5% rate applies to EU-associated companies (a mini-
mum holding of 25% of the share capital must be maintained for at least
2 years).

(e) This tax applies to payments to nonresidents only and may be reduced in
accordance with an applicable tax treaty.

(f) Interest income on bonds or other debt instruments issued by Bulgarian resi-
dent companies on a regulated EU/EEA market is exempt from withholding
tax. This exemption is granted to all recipients of such interest, regardless of
their tax residency. Interest income paid to nonresident entities on bonds or
other debt instruments is not subject to withholding tax in Bulgaria if all of
the following conditions are met:

The issuer of these bonds or debt instruments is a tax resident of an EU/

EEA member state.

The purpose for the issuance of the bonds or other debt instruments is that

the proceeds will be used for granting a loan to a Bulgarian tax resident

company.

The bonds or other debt instruments are issued on a regulated market in

Bulgaria or another EU/EEA member state.

B. Taxes on corporate income and gains

Corporate income tax. Bulgarian companies are subject to corpo-
rate tax on their worldwide income. Bulgarian companies are
companies incorporated in Bulgaria. Foreign companies are taxed
in Bulgaria on their profits generated from activities conducted
through a permanent establishment in the country and on income
from Bulgarian sources.

Rates of corporate tax. The corporate tax rate is 10%.

A 10% tax is imposed on certain expenses, such as employee-
related, in-kind fringe benefits and representation-related expens-
es, thereby increasing the effective tax rate for companies incur-
ring such expenses (see Section D).

Capital gains and losses. Capital gains from disposals of assets,
including shares, are subject to tax at the standard corporate tax
rate of 10%. No rollover relief is provided. Capital losses are
deductible for tax purposes.

Capital gains derived from the sale of shares through the Bulgar-
ian stock market or stock exchanges in EU or EEA countries are
exempt from tax. Similarly, losses from sale of shares through
such stock exchanges are not deductible for tax purposes.

Administration. The tax year is the calendar year. Annual tax returns
must be filed by 31 March of the year following the tax year.

Companies subject to tax must make monthly advance payments
of tax. Only persons that have net sales revenue from the preced-
ing year in excess of BGN3 million must make monthly advance
payments. Newly established companies and companies with
sales of less than BGN300,000 for the preceding tax year are not
required to make advance payments. These taxable persons may
opt for quarterly advance payments. Companies with sales rang-
ing from BGN300,000 to BGN3 million for the preceding tax
year are subject to quarterly advance corporate tax payments. The
tax base for the monthly advance payments is one-twelfth of the
company’s forecasted annual taxable income for the tax year. The
tax base of the quarterly advance payments is one-fourth of the
company’s forecasted annual taxable income for the tax year. The
tax rate for calculating the advance payments is 10%. No quar-
terly payment is required for the last quarter.
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The monthly advance payments for January, February and March
are due on 15 April of the current tax year. For the months from
April through December, the monthly advance payments are due
on the 15th day of the respective month. The quarterly advance
payments for the first and second quarters are due on the 15th day
after the end of the respective quarter. For the third quarter, the
advance payment is due on 15 December. Companies must pay
the corporate tax due for the tax year, less the advance install-
ments, by 31 March of the following year.

The tax on certain expenses (see Section D) is payable on an
annual basis by 31 March of the following year.

Dividends. A 5% withholding tax is imposed on dividends paid by
Bulgarian companies to companies resident for tax purposes in
non-EU/EEA countries, as well as on hidden profit distributions
to residents of EU/EEA countries.

Remittances of profits by branches to their home countries are not
subject to withholding tax.

Foreign tax relief. Bulgarian companies are entitled to a tax credit
for identical or similar foreign taxes imposed abroad. The tax cred-
it is limited to the amount of the Bulgarian tax that would have
been paid in Bulgaria on the income subject to the foreign tax. In
addition, a per-country limitation applies. Bulgarian tax treaties
normally provide an exemption from Bulgarian taxation for in-
come from foreign real estate and foreign permanent establish-
ments.

C. Determination of taxable income

General. Taxable income is based on annual accounts prepared in
accordance with International Financial Reporting Standards
(IFRS) or, for small and medium-sized enterprises, Bulgarian
accounting standards. However, taxable income does not equal
the profit shown in the accounts, because certain adjustments to
expenses are required for tax purposes with respect to items, such
as accrual for bonuses, unused leave, depreciation and impair-
ment of assets.

The write-down of assets as a result of impairment is not deduct-
ible for tax purposes. The loss is deductible on realization.

Inventories. All cost methods that are applicable under IFRS may
be used for tax purposes. For manufacturing entities, the quantity
of raw material exceeding the usual quantity of raw materials
required for the production of a particular unit is treated as avoid-
ance of taxation and is subject to adjustment for tax purposes.

Provisions. Impairments and write-offs of receivables are not
deductible for tax purposes until their materialization or the expi-
ration of the five-year statute of limitation to pursue the claim at
court. Provisions for payables are not deductible for tax purposes
until their materialization.

Tax depreciation. Tax depreciation of fixed assets is determined
using the straight-line method. The law provides the following
tax depreciation rates for categories of assets.
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Category Assets Rate (%)
1 Buildings, facilities, communication
devices, electricity carriers and
communication lines 4
2 Machines, manufacturing equipment
and other equipment 30 (a)
3 Transportation vehicles, excluding
automobiles, road coverings and
aircraft runways 10
4 Computers, software and the right to
use software, and mobile phones 50
5 Automobiles 25
6 Intangibles and other tangible assets
that are legally protected for a limited
time period - (b)
7 Other tangible assets 15

(a) The rate may increase to as high as 50% for new machines for investment
purposes.

(b) The depreciation rate is determined by dividing 100 by the number of years
of the legal restriction. The maximum rate is 33%%.

The Corporate Income Taxation Act contains measures requiring
companies to prepare tax depreciation plans.

Goodwill arising from business combinations is not treated as a
depreciable asset for tax purposes.

Relief for losses. Tax losses may be carried forward for five years.
Losses may not be carried back.

Groups of companies. Bulgarian law does not include measures
for filing consolidated returns or relieving losses within a group.

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

Nature of tax Rate (%)

Value-added tax; imposed on all domestic

supplies of goods and services, imports

and intra-EU acquisitions in Bulgaria 20
Tax on expenses; imposed on payers of fringe

benefits, representation-related expenses and

car expenses for management purposes;

amount is not further subject to tax in the

hands of the recipient 10
Real estate property tax; rate varies by

municipality 0.01 to 0.45
Real estate transfer tax; rate varies by

municipality 0.1t03

E. Miscellaneous matters

Foreign-exchange controls. The Bulgarian currency is the leva
(BGN). The exchange rate of the leva against the euro (EUR) is
fixed at BGN1.95583 = EURI.

Bulgaria does not impose foreign-exchange controls. However,
some reporting requirements exist.
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Each business transaction between local and foreign persons that
involves financial credits or direct investment of a local company
or sole proprietor abroad, must be declared for statistical pur-
poses to the Bulgarian National Bank (BNB) within 15 days after
the date of the transaction.

Under the act, bank payments of up to BGN25,000 may be made
freely after the payer declares the purpose of the payments. For
payments over BGN25,000, certain requirements must be satis-
fied, including the submission of certain documents to the bank.

The act does not restrict the amount of foreign currency that may
be purchased or imported into Bulgaria. Bulgarian and foreign
individuals may export foreign currency of up to the equivalent
of EUR10,000 without filing a declaration. The individual must
file a declaration for exports exceeding EUR10,000. For exports
of cash exceeding EUR25,000 or the equivalent in another cur-
rency, the individual must provide to the customs authorities a
certificate from the tax authorities stating that he or she has no
outstanding tax liabilities.

Debt-to-equity rules. Thin-capitalization provisions regulate the

deductibility of interest expenses related to certain transactions

such as the following:

* Loans from related and unrelated parties

* Financial leases entered into with related parties

* Bank loans obtained from related parties or guaranteed by relat-
ed parties

If the total amount of debt of a company exceeds three times the
company’s equity, the thin-capitalization restrictions on tax
deductibility are triggered. The tax deductibility for the net amount
of the interest expenses subject to the thin-capitalization provi-
sions (after deduction of any interest income) is limited to 75%
of Earnings Before Interest and Tax (EBIT). If the financial
result before taking into account the interest expense is a loss, the
entire amount of the interest expense is nondeductible.

The add-back under the Bulgarian thin-capitalization rules may be
a timing difference because the thin-capitalization rules allow for
a five-year carryforward of disallowed interest expenses, subject
to the application of the limitations described above.

Hidden distributions of profit. Adjustments to taxable income as a
result of violations of the arm’s-length principle are treated as hid-
den distributions of profit. Hidden distributions are treated like
dividends and are accordingly subject to 5% withholding tax. In
addition, an administrative sanction in the amount of 20% of the
distributed amount is imposed. However, voluntary disclosure of
hidden-profit distributions in the annual corporate income tax
return relieves taxpayers of the aforementioned administrative
penalty. The definition of hidden profit distribution has been
amended to include amounts not related to the business activity or
exceeding the customary market levels for both expenses accrued
and for amounts paid or distributed in any form in favor of share-
holders, partners or persons related to them, excluding dividends.

F. Treaty withholding tax rates

The rates of withholding tax in Bulgaria’s tax treaties are described
in the following table.
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Albania
Algeria
Armenia
Austria
Azerbaijan
Bahrain
Belarus
Belgium
Canada
China
Croatia
Cyprus
Czech Republic
Denmark
Egypt
Estonia
Finland
France
Georgia
Germany
Greece
Hungary
India
Indonesia
Iran

Ireland
Israel

Italy

Japan
Jordan
Kazakhstan
Korea (North)
Korea (South)
Kuwait
Latvia
Lebanon
Lithuania
Luxembourg
Macedonia
Malta
Moldova
Mongolia
Morocco
Netherlands
Norway
Poland
Portugal
Qatar
Romania
Russian Federation
Singapore
Slovak Republic
Slovenia
South Africa
Spain

Dividends (y)
%
5/15 (h)
10
5/10 (m)
0/5 (tt)
8

0/5 (nn)
10

10
10/15 (n)
10

5
5/10 (r)
10
5/15 (b)
10
0/5 (ff)
10 (c)
5/15 (e)
10
5/15 (qq)
1

0/10 (aa)
5/15 (h)
5/15 (p)
0(2)
5/15 (h)
10
7/10 (q)
5/15 (i)
15
10
10/15 (ddd)
0

10/15 (1)
15

5
10
5/10 (b)
5/15 (h)
5/15 (i)

Interest (ss)
%
10
10
5/10 (1)
0/5 (uu)
0/7 (dd)
5
10
10
0/10 (aaa)
10
5
7
10
0
12.5

0/5 (gg)
0

0

10
0/5 (rr)

10

10
0/15 (bbb)
10
5
5
5/10 (u)
0

10
0/10 (hh)
10

10
0/10 (eee)
5

5
7
10
0/10 (kk)
0/10 (hh)
0

10
10
10
0
0
10
10
0/3 (ww)
15

15
5
10
5
5
0

Royalties
%
10
10
5/10 (mm)
5 (v)
5/10 (ee)
0/5 (00)
10
5
10
7/10 (a)
0
10
10
0
12.5
5
0/5 (d)
5

10

5

10

10

15/20 (ccc)

10

5

10
7.5

10

5/10 (x)

5/10 (2)
0



BuLGaria 191

Dividends (y)  Interest (ss) Royalties
% % %

Sweden 10 0 5
Switzerland 10 (xx) 5 (yy) 0
Syria 10 10 18
Thailand 10 10/15 (s) 5/15 (t)
Turkey 10/15 (o) 10 10
Ukraine 5/15 (i) 10 10
United Arab

Emirates 0/5 (ii) 0/2 (3j) 0/5 (33)
United Kingdom 10 0 0
United States 0/5/10 (bb)  0/5/10 (cc) 5
Uzbekistan 10 0/10 (xx) 10
Vietnam 15 10 15
Yugoslavia 5/15 (h) 10 10
Zimbabwe 10720 (k) 10 10
Non-treaty

countries 5 10 10

(@)
(b)
(©
(d)
(©)

()

(2

(h)
0

)

(k)

)

(0)

®)

(q)

The 7% rate applies to royalties for the right to use industrial, commercial
and scientific equipment; the 10% rate applies to other royalties.

The 5% rate applies if the beneficial owner is a company, other than a part-
nership, holding directly more than 25% of the capital of the payer.

This rate applies to dividends paid from Finland to Bulgaria. The treaty does
not provide a withholding rate for dividends paid from Bulgaria to Finland.
The 5% rate applies to royalties for specified types of intellectual property.
The rate for other royalties is 0%.

The 5% rate applies if the beneficial owner of the dividends is a company,
other than a general partnership, that holds directly at least 15% of the capital
of the payer; the 15% rate applies to other dividends.

The 10% rate applies if the recipient is a legal person owning at least 25% of
the voting shares of the payer for at least six months before the end of the
accounting period for which the distribution of profits is made. The 15% rate
applies to other dividends.

The rate is 0% for dividends paid from Bulgaria to Malta. For dividends paid
from Malta to Bulgaria, the withholding tax is the lower of 30% of the gross
dividend or the tax imposed on the profits out of which the dividends are paid.
The 5% rate applies if the recipient is a company owning directly at least 25%
of the capital of the payer; the 15% rate applies to other dividends.

The 5% rate applies if the recipient is a company, other than a general part-
nership, owning directly at least 25% of the payer. The 15% rate applies to
other dividends.

The 5% rate applies if the recipient is a company that is the beneficial owner
of the dividends and holds at least 15% of the capital of the payer. The 10%
rate applies to other dividends.

The 10% rate applies if the beneficial owner of the dividends is a company
that holds at least 25% of the capital of the payer. The 20% rate applies to
other dividends.

The 10% rate applies if the beneficial owner of the dividends is a company
that holds more than 25% of the capital of the payer. The 15% rate applies to
other dividends.

The 5% rate applies if the beneficial owner of the dividends has invested at
least USD100,000 or an equivalent amount in another currency in the capital
of the payer. The 10% rate applies to other dividends.

The rate of 10% applies to dividends paid by a Canadian investment company,
of which at least 10% of the voting shares are controlled directly or indirectly
by a foreign company. The 15% rate applies to other dividends.

The 10% rate applies if the beneficial owner of the dividends is a company,
other than a general partnership, that holds at least 25% of the payer. The 15%
rate applies to other dividends.

The 5% rate applies if the beneficial owner of the dividends is a company,
other than a partnership, holding directly at least 25% of the payer. The 15%
rate applies to other dividends.

The 7% rate applies if the beneficial owner of the dividends is a company,
other than a partnership, holding directly at least 15% of the capital of the
payer. The 10% rate applies to other dividends.
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(®)
)
®
(w)
V)
(W)

x)

)

(aa)

(bb)

(co)

(dd)

(ee)

(g8)

The 5% rate applies if the recipient is a company owning directly at least
25% of the payer. The 10% rate applies to other dividends.
The 10% rate applies to interest paid to financial institutions, including
insurance companies. The 15% rate applies to other interest payments.
The 5% rate applies to royalties received for the use of, or the right to use,
copyrights. The 15% rate applies to other royalties.
The 5% rate applies to interest on loans from banks or financial institutions.
The 10% rate applies to other interest payments.
The 0% rate applies if the beneficial owner is a company, other than a part-
nership, holding directly more than 25% of the capital of the payer.
The 7% rate applies to royalties received for the use of, or the right to use,
copyrights, patents, logos, models, plans, secret formulas or processes. The
5% rate applies to other royalties.
The 5% rate applies to royalties received for the use of, or the right to use,
copyrights (except for cinematographic movies), or scientific, commercial
or industrial equipment. The 10% rate applies to other royalties.
A 0% rate applies to dividends paid to entities from EU countries if certain
conditions are satisfied.
The 5% rate applies to copyright royalties and other similar payments with
respect to the production or reproduction of cultural, dramatic, musical or
other artistic works (but not including royalties with respect to motion pic-
ture films and works on film or videotape or other means of reproduction
for use in connection with television) and to royalties paid for the use of
industrial, commercial or scientific equipment. The 10% rate applies to
other royalties.

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

other than a general partnership, that holds at least 10% of the payer. The

10% rate applies to other dividends.

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

at least 10% of the voting stock of the company paying the dividends. The

0% rate applies if the beneficial owner is a pension fund resident for tax

purposes in the United States. Other conditions must also be observed.

The 0% rate applies if any of the following circumstances exist:

The beneficial owner is an institution wholly owned by the state.

The beneficial owner is a financial institution, provided the interest is not

paid with respect to a back-to-back loan.

The beneficial owner is a pension fund, provided that the interest is not

derived from the carrying on of a business, directly or indirectly, by such

pension fund.

The interest concerns debt claims guaranteed, insured or financed by the

state.

The 10% rate applies to the following payments:

Contingent interest arising in the United States that does not qualify as

portfolio interest under US law

Interest arising in Bulgaria that is determined with reference to receipts,

sales, income, profits or other cash flow of the debtor or a related person,

to a change in the value of any property of the debtor or a related person
or to a dividend, partnership distribution or similar payment made by the
debtor or a related person

The 5% rate applies to other cases.

The 0% rate applies if either of the following applies:

* The payer or the recipient of the interest is the government, an administra-
tive territorial subdivision or a local authority thereof, the national bank of
either contracting state, the state or the State Oil Fund of Azerbaijan.

* The interest is paid with respect to a loan guaranteed by any of the institu-
tions mentioned in the first bullet.

The 7% rate applies to other cases.

The 5% rate applies to royalties received for the use of patents, designs or

models, plans, secret formulas or processes, or for information, regarding

industrial, commercial and scientific experience (know-how). The 10% rate
applies in all other cases.

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

holding directly at least 10% of the capital of the payer. The 5% rate applies

in all other cases.

The 0% rate applies if any of the following circumstances exists:

The interest is paid to the government, local authority or the central bank

of a contracting state.

The interest is paid on a loan granted, insured or guaranteed by any of the

institutions mentioned in the first bullet.

The interest is paid with respect to the sale on credit of industrial, com-

mercial or scientific equipment.

The interest is paid on a loan granted by a bank.
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(hh)
(i)

)
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)

(mm)
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(00)

(pp)
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The 0% rate applies to interest originating from one of the contracting states

that is paid to the government or the central bank of the other state.

The 0% rate applies if the beneficial owner of the income derived from one

of the contracting states is any of the following:

The other state or a political subdivision, local government, local author-

ity or the central bank of the other state

The Abu Dhabi Investment Authority, Abu Dhabi Investment Council,

International Petroleum Investment Company or any other institution cre-

ated by the government, a political subdivision, a local authority or a local

government of the other state, which is recognized as an integral part of

the government, as agreed in an exchange of letters between the compe-

tent authorities of the contracting states

The 0% rate applies to income originating from one of the contracting states

that is paid to any of the following:

The other state, a political subdivision, a local government, a local author-

ity or the central bank of the other state

The Abu Dhabi Investment Authority, Dubai Investment Office, Inter-

national Petroleum Investment Company, Abu Dhabi Investment Council

or any other institution created by the government, a political subdivision,

alocal authority or a local government of the other state, which is recogniz-

ed as an integral part of the government, as agreed through the exchange

of letters between the competent authorities of the contracting states

The 0% rate applies if any of the following circumstances exists:

* The interest is paid with respect to the sale on credit of industrial, com-
mercial or scientific equipment.

* The interest is paid with respect to the sale on credit of goods or merchan-
dise delivered by an enterprise to another enterprise.

+ The interest is paid on a loan, not represented by bearer shares, granted by
a financial institution or by the government.

The 5% rate applies to interest paid on loans granted by banks or financial

institutions.

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

copyrights of literary, artistic or scientific works, including cinemato-

graphic films, and films or tapes for television or radio broadcasting.

The 0% rate applies to dividends paid to the government, a local authority,

statutory body, agency, the national bank or a wholly owned company of a

contracting state.

The 0% rate applies to royalties paid to the government, a local authority,

statutory body, agency, the national bank or a wholly owned company of a

contracting state.

The 0% rate applies as long as the Netherlands’ tax laws do not levy a tax at

source on royalties.

The 5% rate applies if the recipient of the income owns at least 10% of the

capital of the company paying the dividends.

The 0% rate applies to interest paid on the following loans:

* Loans granted or guaranteed by the Bulgarian government or municipal
and state institutions

* Loans guaranteed by Germany with respect to exports or foreign direct
investment or granted by the government of Germany, the Deutsche
Bundesbank, the Kreditanstalt fiir Wiederaufbau or the Deutsche Inves-
titionsund Entwicklungsgesellschaft

* Loans related to the sale on credit of equipment and merchandise

* Loans granted by banks

A 0% rate (unless explicitly indicated otherwise in the table) broadly applies

to interest paid to governments, statutory bodies or central banks. Under

certain treaties, it may also extend to other financial institutions and/or local

authorities, subject to explicit reference in the respective double tax treaty.

A 0% rate applies to dividends distributed to Austrian companies. A 5% rate

applies to distributions to partnerships and in all other cases.

A 0% rate applies to interest paid on the following loans:

* Loans granted by banks

* Loans granted to the government of Austria or to the government of
Bulgaria

* Loans granted, insured or guaranteed by the Oesterreichische Kontroll-
bank AG or any comparable Bulgarian institution for purposes of pro-
moting exports

* Loans granted in connection with the sale on credit of industrial, com-
mercial or scientific equipment.

A 5% rate applies in all other cases.

A 5% rate applies to royalties.
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The 0% rate applies to interest paid on loans granted by the Bulgarian

National Bank, the Qatar Central Bank, the Qatar Investment Fund, the

capital pension authority of Qatar, administrative authorities, the Qatar

Development Bank, other financial institutions wholly owned by the gov-

ernment of Qatar and other banks or institutions mutually agreed on by the

contracting states.

The 0% rate applies to interest paid on loans granted by the Bulgarian

National Bank or, in the case of Uzbekistan, by the Central Bank or the

National Bank of the Foreign Economic Activity of the Republic of Uzbeki-

stan, or any other similar financial institution as agreed through an exchange

of letters between the competent authorities of the contracting states.

A 0% rate applies to dividends distributed to the following beneficial owners:

* Resident companies holding directly at least 10% of the capital in the
company paying the dividend for at least one year before the payment of
the dividend

* Pension schemes

* The central bank of the other contracting state

A 10% rate will apply to distributions to partnerships and in all other cases.

A 0% rate applies to interest paid on the following loans:

Loans related to the sale on credit of equipment, merchandise or services

Loans granted by financial institutions

Loans granted to pension schemes

Loans granted to the government of Bulgaria or the government of

Switzerland, a political subdivision or local authority, or the central bank

of Bulgaria or Switzerland

Loans granted by a company to a company of the other contracting state

if such company has directly held 10% of the capital for at least one year

before the payment of the interest or if both companies are held by a third

company and such company has directly held at least 10% of the capital

of the first company and 10% of the capital of the second company, for at

least one year before the payment of the interest

The 0% rate applies to interest paid on the following loans:

Bonds or similar obligations of the government, political subdivisions or

local authorities

Loans granted by the government or state-owned central banks

Loans and credits made, guaranteed or insured by the Export Development

Corporation

Loans made, guaranteed or insured by the Bulgarian National Bank, the

Bulgarian Foreign Trade Bank or other entity as agreed through an ex-

change of letters between the competent authorities of the contracting

states

The 0% rate applies to interest paid on the following loans:

Loans granted by the government, political subdivisions, local authorities

or the central banks

Loans and credits extended or endorsed by the Bulgarian Foreign Trade

Bank and the Export-Import Bank of India (Exim Bank) to the extent such

interest is attributable to financing of exports and imports only, as well

as by other institutions in charge of public financing of external trade

Loans and credits extended or endorsed by other persons to the extent that

the loan or credit is approved by the government

The 15% rate applies to royalties relating to copyrights of literary, artistic

or scientific works, other than cinematographic films or films or tapes used

for radio or television broadcasting. The 20% rate applies to other royalties

and technical service fees.

The 10% rate applies if the beneficial owner held directly 25% of the capi-

tal of the paying entity for an uninterrupted period of at least two years

before the payment of the dividend.

The 0% rate applies to interest paid on the following loans:

Loans granted by the government, political subdivisions, local authorities

or the central banks

Loans or credits made or guaranteed by the Export Import Bank of Korea

and Korea Development Bank, as well as by the Bulgarian Foreign Trade

Bank, or any other institution as agreed through an exchange of letters

between the competent authorities of the contracting states

Loans related to the sale on credit of industrial, commercial or scientific

equipment
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A. At a glance

Tax on Profit Rate (%) 20
Capital Gains Tax Rate (%) 20
Withholding Tax (%) (a)
Dividends 14
Interest 14
Royalties 14
Net Operating Losses (Years)
Carryback 0
Carryforward 5(b)

(a) The listed withholding tax rates apply to payments to nonresident taxpayers.
For a listing of withholding taxes applicable to payments to resident taxpayers
and further details regarding withholding taxes applicable to nonresident
taxpayers, see Section B.

(b) See Section C.

B. Taxes on corporate income and gains

Tax on profit. Tax on profit is calculated on taxable income inclu-
sive of capital gains and passive income, such as interest, royalties
and rent.

The tax on profit is imposed on the worldwide income of resident
taxpayers. It is imposed on the Cambodian-source income of non-
resident taxpayers. For companies, resident taxpayers are enter-
prises organized, managed or having a principal place of business
in Cambodia. A company that is not a resident taxpayer and that
receives income from a Cambodian source is considered to be a
nonresident taxpayer.

Tax on profit rates. The standard rate of tax on profit for legal
persons is 20%.
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A tax rate of 30% applies to income derived from oil or natural
gas production sharing contracts and from the exploitation of natu-
ral resources including timber, ore, gold, and precious stones.

A tax rate of 5% is imposed on the gross premium income of
insurance companies engaged in the providing of insurance or
reinsurance for life, property or other risks.

Minimum tax. Minimum tax is a separate annual tax imposed at a
rate of 1% of annual turnover inclusive of all taxes, except value-
added tax (VAT). If the tax on profit liability exceeds the amount
of the minimum tax, the taxpayer is not liable for the minimum
tax.

Additional Tax on Profit. Additional Tax on Profit (AToP) is im-
posed on the distribution of retained earnings to local and over-
seas shareholders. AToP is payable by the distributing company.
The AToP rate varies according to the rate of tax on profit that
was imposed on the retained earnings. The following are the rates
of AToP.

Rate of tax on profits (%) Amount of AToP
0 Dividend x 20/100

9 Dividend x 11/91

20 0

30 0

Investment incentives. A Qualified Investment Project (QIP)
registered and approved by the Council for the Development of
Cambodia is entitled to the incentives described below.

An exemption from minimum tax and an exemption from the tax
on profit apply for a period that consists of the Trigger Period
plus 3 years plus the Priority Period. The maximum Trigger
Period is the first year of profit or the third year after the QIP
earns its first revenue, whichever is earlier. The Priority Period,
which is specified in the Finance Law and varies by project, may
have a duration of up to three years.

QIPs are also eligible for import duty exemption with respect to
the importation of production equipment, construction materials,
raw materials, intermediate goods and accessories that serve
production.

Capital gains. All realized gains (including capital gains) are con-
sidered to be income. Tax on capital gains is not separately
imposed in Cambodia. Capital gains derived from the disposal of
fixed assets are treated as ordinary income and generally taxed at
the standard tax on profit rate of 20%.

Administration. Resident taxpayers must file annual tax on profit
or minimum tax returns within three months after the end of the
tax year.

Resident taxpayers must make monthly prepayments of tax on
profit, which are each equal to 1% of monthly turnover inclusive
of all taxes, except VAT. The prepayments must be made by the
15th day of the month following the month in which the tax liabil-
ity arose. The tax payment can be used to offset the annual tax on
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profit or minimum tax liability. Prepayments of tax on profit are
not required during the period of exemption from the tax on profit.

Dividends. Dividends paid to nonresident taxpayers are subject to
withholding tax at a rate of 14%.

Withholding taxes

Payments to resident taxpayers. Resident taxpayers carrying on
business in Cambodia must withhold tax from payments made to
other resident taxpayers at the following rates.

Payment Rate (%)
Interest paid to recipients other than
domestic banks and saving institutions 15

Interest paid on non-fixed term
saving accounts by domestic banks

or saving institutions 4
Interest paid on fixed-term saving accounts

by domestic banks or saving institutions 6
Royalties 15
Rent paid for movable and immovable

property 10
Payments to individuals for services, including

management, consulting and similar services 15

Payments to nonresident taxpayers. Resident taxpayers must with-

hold tax at a rate of 14% on the following payments to nonresi-

dent taxpayers:

* Dividends

e Interest

* Royalties, rent, and other income connected with the use of
property

» Compensation for management or technical services (not
defined)

Deemed interest. Effective from 2 October 2013, interest expense
is not deemed by the tax authorities with respect to loans record-
ed in the enterprise’s balance sheet for withholding tax purposes,
regardless of whether a record of interest expense appears in the
income statement of the enterprise.

In general, the above withholding taxes are considered to be final
taxes. However, the withholding tax on rent paid to registered res-
ident taxpayers may be offset against the tax on profit liability.

If withholding tax is not withheld from the recipient, it is borne by
the payer. Accordingly, the withholding tax is not deductible for
purposes of the tax on profit.

Withholding tax returns and payments. Resident taxpayers must
submit withholding tax returns and remit withholding taxes to the
tax authorities by the 15th day of the following month.

Foreign tax relief. Cambodia allows a credit against the tax on
profit for foreign taxes paid on foreign-source income if support-
ing documentation exists.

C. Determination of trading income

General. Taxable profit equals the difference between total income
and allowed expenses that are incurred to carry on the business.
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Allowable deductions include most expenses incurred in the course
of carrying on a business enterprise with certain limitations. These
limitations include the following:

* The deduction of charitable contributions to specified organiza-
tions is limited to 5% of taxable profit before deducting the
amount of the charitable contributions.

* Depreciation is allowed as a deduction in accordance with rates
and methods set forth in the tax regulations.

* Deductions for interest are limited to interest income plus 50%
of taxable profit excluding interest income and expenses. The
disallowed interest may be carried forward to subsequent years
and deducted subject to the same limitations (also, see Special
rules for loans).

Nondeductible expenses include the following:

» Expenses incurred on activities generally considered to be
amusement, recreation, entertainment or on the use of any
means with respect to such activities

» Losses on direct or indirect sales or exchanges of property
between related parties

* Penalties, additional tax and late payment interest imposed for
violation of the tax regulations

* Donations, grants or subsidies made to other than specified
organizations

Special rules for loans. For tax on profit purposes, the market

interest rate is determined in accordance with following:

» Annual average interest rate of Singapore Interbank Offered
Rate (SIBOR) plus 6% for overseas loans

» Annual average interest rate of National Bank of Cambodia for
domestic loans

Interest expense that is higher than the market value is adjusted,
and the exceeding amount is excluded from the deductible inter-
est expense for tax on profit purposes.

In assessing the taxable income of an enterprise, the tax authori-
ties do not deem a subsidy with respect to a loan without interest
or with interest below the market rate.

However, each loan must be supported by a loan contract or
agreement certified by the lawyers for both parties and related
cash transfer documents with respect to the loan contract or
agreement. In addition, the loan must be clearly recorded in the
accounting books. If the enterprise does not have the supporting
loan documents, the loans are considered taxable income for tax
on profit purposes.

Provisions. Provisions for losses or expenses that have not
occurred are not allowed for tax purposes even if the incurrence
of such losses or expenses is probable. However, domestic banks
or savings institutions may establish provisions for bad debts.

Tax depreciation and amortization. The tax regulations divide fixed
assets into four classes for purposes of depreciation and specify
the depreciation methods and rates for the classes. The following
are the classes.
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Classes Assets Method Rate (%)
1 Building and structures  Straight-line 5
2 Computers, electronic
information systems,
software and data Declining-
handling equipment balance 50
3 Automobiles, trucks,
and office furniture Declining-
and equipment balance 25

4 Other tangible property ~ Declining-
balance 20

A QIP (see Section B) may apply a special depreciation rate of
40% in the year of purchase or in the first year the tangible assets
are placed into operation, if later. If the enterprise elects to use the
exemption period for the tax on profit, the special depreciation
rate does not apply.

Intangible assets with a limited useful life, such as patents, copy-
rights, drawings, models, and franchises, can be amortized over
their useful life on a straight-line basis. If the life of intangible
assets cannot be determined, the assets are amortized using the
straight-line method at a rate of 10%.

Relief for losses. Losses can be carried forward to offset future
taxable profit for the following five years. The carryback of losses
is not allowed.

The carryforward of losses is subject to restrictions including con-
tinuity of ownership and conducting the same business activities.

Groups of companies. Cambodia does not allow consolidated tax
filing or provide other group tax relief.

D. Other significant taxes

Value-added tax. Resident taxpayers providing taxable supplies
must register for value-added tax (VAT). Taxable supplies include
supplies of goods or services by taxable persons in Cambodia.

The standard rate of VAT is 10%. A 0% rate of VAT applies to
exports of goods and services including international transporta-
tion of passengers and goods and services with respect to such
transportation. It also applies to enterprises in supporting indus-
tries and subcontractors that supply certain goods and services to
exporters.

The tax law specifies certain non-taxable supplies.

A resident taxpayer must complete the registration for VAT with-
in 30 days after the date on which it becomes a taxable person.
The filing of the VAT returns and payment of VAT must be made
by the 20th day of the following month.

Other taxes. Cambodia imposed various other taxes, including the
following:

* Specific Tax on Certain Merchandises and Service

¢ Tax for Public Lighting

» Accommodation Tax
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* Patent Tax

* Registration Tax (property transfer tax)
* Fiscal Stamp Tax

* Tax on Immovable Property

* Tax on Unused Land

* Tax on Means of Transportation

E. Foreign-exchange controls
The Cambodian currency is the Khmer riel (KHR).

Cambodia does not impose any restrictions on the purchase of
foreign currencies through authorized financial institutions.

F. Tax treaties

Cambodia has not entered into any double tax treaties.
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A. At a glance
Corporate Income Tax Rate (%) 38.5 (a)
Capital Gains Tax Rate (%) 38.5 (b)
Branch Tax Rate (%) 38.5 (a)(c)
Withholding Tax (%)
Dividends 16.5 (d)(e)
Interest 0(H
Royalties from Patents, Know-how, etc. 15
Fees for Technical Services, Digital
Services and Professional Activities 15 (g)
Specific Payments to Resident Individuals
or Companies 5.5 (h)
Branch Remittance Tax 16.5
Net Operating Losses (Years)
Carryback 0
Carryforward 4

(a) The minimum tax is generally 1.1%, 3.3% or 5.5% of turnover. For further
details, see Section B.

(b) In certain circumstances, the tax is deferred or reduced (see Section B).

(c) An optional final withholding tax is available for petroleum contractors and
subcontractors of oil companies (foreign companies in Cameroon that have
contracted with petroleum companies established in Cameroon). The rate of
this special tax (TSR) is fixed at 15% of turnover. The 2011 Financial Law
extended this tax regime to foreign individuals or companies that carry out
activities on a casual (day-to-day) basis in Cameroon subject to the prior
authorization of the Director General of Taxation, issued on written request of
the service providers (companies) or authorized clients.

(d) This withholding tax also applies to directors’ fees, nondeductible expenses
and adjustments of profits following a tax examination. The withholding tax
also applies to allowances granted to members of commissions, ad hoc or
permanent committees and to members of public, semipublic, regional or local
bodies.

(e) This withholding tax applies to residents and nonresidents.

(f) Interest on savings of up to XAF10 million is exempt from withholding tax.
Interest on state bonds is exempt from corporate income tax and the tax on
movable capital (this tax is withheld at a rate of 16.5% from income on shares
and negotiable bonds and from certain other income). The 2014 Financial Law
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confirms that interest on loans paid to nonresident lenders or creditors is

exempt from withholding tax.

(g) This withholding tax applies to nonresidents. The 2012 Financial Law pro-
vides that this tax also applies to “software,” which is defined as computer
applications and programs relating to the operation or functioning of an
enterprise.

(h) This withholding tax applies to fees, commissions, emoluments and remu-
neration for services that are paid to resident individuals or companies. These
payments include the following:

+ Payments made to persons in the self-employed professions, such as consul-
tants, experts, architects, physicians, auditors in charge of damages, trade
intermediaries and salesmen

+ Payments made to magistrates and representatives of the law (attorneys,
bailiffs and notaries)

+ Payments made to forwarding agents, customs brokers, stevedores, account-
ing firms and internet service providers.

The withholding tax does not apply to payments made for services related to

transport, bank interest, insurance premiums and commissions, air ticket ex-

penses and commissions, and water, electricity and telephone expenses. The

10% surtax applies to the withholding tax rate of 5%, resulting in a total with-

holding tax rate of 5.5%.

B. Taxes on corporate income and gains

Corporate income tax. Cameroonian companies are taxed on the
territoriality principle. As a result, Cameroonian companies car-
rying on a trade or business outside Cameroon are not taxed in
Cameroon on their foreign-source profits. Cameroonian compa-
nies are those registered in Cameroon, regardless of the national-
ities of their shareholders or where they are managed and con-
trolled. Foreign companies with activities in Cameroon are subject
to Cameroonian corporate tax on Cameroonian-source profits.

Tax rates. The regular corporate income tax rate is 38.5% (35%
plus a 10% council surtax). For companies operating under the
real earnings tax regime, the minimum tax payable is 1.1% (1%
plus the 10% surtax) of annual gross sales (turnover) for the
preceding fiscal year. The minimum tax payable is increased to
1.65% for companies under the basic tax regime. The minimum
tax payable is higher for companies under the simplified tax re-
gime (3.3% for non-importing traders, and 5.5% for producers,
service providers and importation traders). The minimum tax is
creditable against corporate tax due for the current financial year.

Profits realized in Cameroon by branches of foreign companies
are presumed to be distributed and are consequently subject to a
branch withholding tax of 16.5% on after-tax income. This rate is
subject to reduction by treaty.

Deductions at source or advance payments apply to all purchases

and importations by traders, including the following:

* Purchases and importations by traders subject to the flat-rate
tax system

* Purchases of goods by traders from manufacturers, farmers,
importers, wholesalers, retail-wholesalers and forestry operators

* Purchases of petroleum products by petrol station owners

* Purchases of staple products by exporters

* Purchases and importations by enterprises that do not hold the
taxpayer’s card (non-registered enterprises)

Exceptions to the advance payment rule apply to the following:
« Importation of goods by traders under the Specialized Manage-
ment Units of the Directorate General of Taxation
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* Purchases of goods by the state, councils and persons living
abroad

* Purchases by registered industrialists for the operation of their
enterprises if they are assessed under the real earnings tax system

The following are the applicable tax rates for advance payments:

* 0.5% for purchases of petroleum products by petrol station
owners

* 1% of the amount of operations realized by registered traders
under the real earnings tax regime

* 3% of the amount of operations realized by traders that are not
importers and non-registered traders, if the traders are under the
simplified tax system

* 5% of the amount of operations realized by registered importers
that are subject to the simplified tax system

* 10% for transactions carried out by non-registered enterprises
and by taxpayers engaging in imports operations, if they are
subject to the flat-rate tax

The above rates are added to the sales price or customs value of
the goods purchased. The advance payments are calculated with-
out the council surtax of 10%. For companies, advance payments
are creditable against their future monthly tax installments or
minimum tax.

Corporations may apply for various categories of priority status and
corresponding tax exemptions. The priority status varies depend-
ing on the nature of the project and the level of investments.

Investment incentives. The law of 18 April 2013 introduced in-
vestment incentives, which are summarized below.

Installation phase. Incentives that are available during the instal-
lation phase (five years after the issuance of the approval) include
exemption from registration duties, transfer duties, customs
duties and value-added tax for certain items.

Operational phase. Incentives available during the operational
phase (10 years for all companies qualifying for the incentives)
include exemptions or reductions with respect to minimum tax,
corporate tax, customs duties on certain items and other speci-
fied taxes and fees.

In addition, companies may carry forward losses to the fifth year
following the year in which the losses are incurred.

Capital gains. Capital gains are taxed at the regular corporate rate.
Capital gains include gains on the sale of real estate, corporate
shares and business assets. The tax, however, can be deferred or
eliminated in the event of a merger.

If the business is totally or partially transferred or discontinued
(such as in the event of a merger, liquidation or sale of the busi-
ness), only one-half of the net capital gains is taxed if the event
occurs less than five years after the start-up or purchase of the
business, and only one-third of the gains is taxed if the event occurs
five years or more after the business is begun or purchased.

Capital gains realized on the Cameroonian stock market are ex-
empt from corporate income tax and the tax on movable capital.
However, under the 2014 Financial Law, capital gains realized in
Cameroon or abroad that are derived from the sale of shares by
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an individual or corporate entity holding an exploitation or ex-
ploration permit for natural resources extracted from the
Cameroonian subsoil are subject to income tax on the gains.

Administration. The fiscal year runs from 1 January to 31 Decem-
ber. However, companies that started operating during the six-
month period before the prescribed closing date can report their
first results at the end of the fiscal year following the fiscal year
in which they began activities.

Corporate income tax must be paid by the deadline for filing the tax
return. Companies must file their income tax return by 15 March
of the year following the fiscal year. Late returns are subject to
interest of 1.5% of the tax due per month of delay. In addition, late
payments are subject to a penalty of 10% per month of delay, up
to a maximum of 30% of the tax due. This penalty applies only if
payments are made at the initiative of the taxpayers. It does not
apply in the case of a tax audit.

The minimum tax is paid in accordance with the same rules
applicable to the payment of corporate income tax. Manufacturers,
farmers, wholesalers, retail-wholesalers, forestry operators, petrol
station owners and exporters must pay to the tax authorities the
advance payment of tax on purchases by the 15th day of the month
following the month of the purchase (for further details regarding
advance payments, see Tax rates).

Dividends. Dividends paid to residents in Cameroon are subject to
a 16.5% withholding tax (15% plus the 10% council surtax). Resi-
dent recipients must include the gross dividend in taxable income,
but they receive a corresponding 16.5% tax credit to prevent
double taxation. Dividends paid to nonresidents are subject to a
16.5% withholding tax, which is a final tax.

A parent corporation may exclude up to 90% of the dividends
received from a 25%-owned subsidiary if the parent company
and the subsidiary have their registered office in a Central African
Economic and Monetary Community (CEMAC) country (Camer-
oon, Central African Republic, Chad, Congo, Equatorial Guinea
and Gabon). In this case, however, no withholding tax credit is
allowed. Instead, the tax can be offset against any withholding tax
due on its own dividend distributions.

Foreign tax relief. In general, foreign tax credits are not allowed,;
income of residents and nonresidents subject to foreign tax that
is not exempt from Cameroonian tax under the territoriality prin-
ciple is taxable, net of the foreign tax. The French tax treaty, how-
ever, provides a tax credit that corresponds to withholding tax on
passive income.

C. Determination of trading income

General. Taxable income is based on financial statements pre-
pared according to generally accepted accounting principles and
the OHADA (organization for the harmonization of business law
in French-speaking Africa) standard statements.

Business expenses are generally deductible unless specifically
excluded by law or by the provisions of an international conven-
tion. Expenses that are not deductible include the following:
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* Head office overhead, research costs and technical, financial
and administrative assistance fees paid to residents or nonresi-
dents that exceed any of the following:

— 5% of taxable profits for ordinary law companies before
their deduction.

— 2.5% of turnover for public works projects.

— 7.5% of turnover for design and engineering services.

Royalties from patents, brands, models or designs paid to a

non-CEMAC corporation participating directly or indirectly in

the management of, or owning shares in, the Cameroonian
corporation.

Rent expense for movable equipment paid to a shareholder that

manages the company in fact or by right and holds, directly or

indirectly, more than 10% of the capital.

Losses related to bad debts that do not comply with the enforce-

ment measures provided in the OHADA Uniform Act relating

to the organization of simplified procedures for collection and
enforcement.

Liberalities, gifts and subsidies exceeding 0.5% of the turnover

of research, philanthropic, development, educational, sports,

scientific, social and family institutions or bodies.

Gifts and subsidies exceeding 5% of turnover of clubs partici-

pating in official national competitions and the bodies in charge

of organizing these competitions.

Interest paid to shareholders in excess of the central bank

annual rate plus two points. Under the 2014 Financial Law, the

deductibility of interest paid to shareholders owning directly or
indirectly at least 25% of the capital or voting rights of the
company is subject to the following two cumulative conditions:

— Interest paid may not exceed one and one-half of the
amount of real capital for all shareholders.

— Interest paid to such affiliates may not exceed 25% of the
income before income tax and deduction of such interest
and depreciation.

Commissions and brokerage fees for services on behalf of com-
panies located in Cameroon that exceed 5% of purchased
imports and sales of exports.
Remuneration granted to wage earners that are excessive in
comparison to the services rendered and that do not correspond
to effective work and conventional norms.
Amounts set aside for self-insurance.
Certain specific charges (such as contributions other than those
for retirement paid to a foreign social security organization,
which are deductible up to a limit of 15%, and premium insur-
ance paid to companies located in Cameroon for employees’
retirement indemnities), gifts, subsidies and penalties (to some
extent).

Expenses paid in cash of XAF1 million or more. The XAF1 mil-

lion limit is assessed with respect to the total amount of specific

expenses recorded in the expenditures account. Accordingly, split-
ting an expense worth XAF1 million into two equal parts of

XAF500,000 each and paying them in cash does not result in the

deductibility of the expenses. Under the 2014 Financial Law, all

reimbursements of loan advances to shareholders paid in cash are
treated as dividends and are accordingly subject to dividend with-
holding tax.
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 Expenses paid to local suppliers without reference to a Camer-
oonian tax identification number and without an invoice that
complies with the standard requirements for the deductibility of
expenses.

* Remuneration paid to liberal professionals in violation of the
regulations governing their respective professions.

» Expenses for services and certain purchases paid to natural
persons or nonresident legal entities established in territories or
states considered to be tax havens.

* Disbursements from tax havens invoiced to local companies by
other companies located in or outside tax havens.

Inventories. Inventory is normally valued at the acquisition cost
or at the lower of cost or market value. Cost must be determined
on a weighted-average cost-price method. The first-in, first-out
(FIFO) method is also generally acceptable.

Provisions. In determining accounting profit, companies must
establish certain provisions, such as a provision for a risk of loss
or for certain expenses. These provisions are normally deductible
for tax purposes if they provide for clearly specified losses or ex-
penses that are probably going to occur and if they appear in the
financial statements and in a specific statement in the tax return.

Insurance companies may deduct technical provisions provided
by the Conférence Interafricaine des Marchés d’Assurance
(CIMA) Code.

Capital allowances. Land and intangible assets, such as goodwill,
are not depreciable for tax purposes. Other fixed assets may be
depreciated using the straight-line method at rates specified by
the tax law. Small equipment and other items that have a value not
exceeding XAF400,000 without tax are directly accounted for as
charges and considered deductible expenses.

Legal revaluation of fixed assets. The 2011 Financial Law estab-
lished a regime for the legal revaluation of tangible and intangi-
ble fixed assets, regardless of whether the assets are depreciable.
The revaluation must occur by 31 December 2013. The capital
gain resulting from revaluation is subject to a withholding tax at
arate of 5%.This is a final tax. The 5% withholding tax is not due
if the amount of the capital gain is reinvested within two financial
years.

Relief for tax losses. Losses may be carried forward for four years;
losses attributable to depreciation may be carried forward indefi-
nitely. Losses may not be carried back.

Groups of companies. The Cameroonian tax law does not provide
for the fiscal integration of Cameroonian companies equivalent
to a consolidated filing position.

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

Nature of tax Rate (%)

Value-added tax, on transactions carried out in

Cameroon; certain transactions are exempt
Standard rate 19.25
Exports 0
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Nature of tax Rate (%)
Business license; rate varies depending on
the amount of turnover Various

Radio-television tax, equal to the business
license; payable by companies subject to

the business license Various
Registration duties, on transfers of real property

or businesses 2to 15
Payroll taxes, paid by employer 2.5

Social security contributions on an employee’s
annual gross salary, limited annually to

XAF3,600,000
Family allowances, paid by employer 37t07
Old age, disability and survivor’s pension; paid by
Employer 42
Employee 2.8

Social security contributions on an employee’s
annual gross salary for job-related accidents
and diseases; paid by employer 1.75t0 5

E. Miscellaneous matters

Foreign-exchange controls. Exchange control regulations exist in
Cameroon for financial transfers outside the franc zone, which is
the monetary zone including France and its former overseas
colonies. A CEMAC rule (No. 0200/CEMAC/UMAC/CM, dated
29 April 2000) applies to all of the CEMAC countries.

Transfer pricing. In 2012, Article M19 bis in Book II of the
General Tax Code on Manual of Tax Procedures was introduced
to increase the regulation and control of transfer pricing.

Under the new rules, if in the course of an accounts auditing, the

administration has evidence that a company has indirectly trans-

ferred profit, the administration may request that the company

provide information and documents with respect to certain items,

including the following:

* Relationships between the company and one or more compa-
nies or groups established outside Cameroon

¢ The pricing method for industrial, commercial or financial
operations in which the company engages with the related par-
ties mentioned in the first bullet and justification for this
method and the agreed consideration in these operations

* The activities carried out by the related parties mentioned in the
first bullet

* The tax treatment for the company and related parties men-
tioned in the first bullet with respect to the operations per-
formed with the related parties

The 2014 Financial Law requires “a detailed statement of trans-
actions with companies which control or which are controlled by
them up to 25%, in addition to other existing disclosure and
documentation requirements.”

Companies in the large taxpayers unit must transmit the follow-

ing information to the tax authorities by 15 March of each year

at the same time of the filing of the annual tax return:

* A statement of their shareholdings in other companies if the
holdings exceed 25% of the share capital

¢ A detailed statement of intergroup transactions
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F. Treaty withholding tax rates

Dividends
%
Canada 15/20 (a)
Central African
Republic —(c)
Chad —(c)
Congo —(c)
Equatorial Guinea —(c)
France 15
Gabon —(c)
Tunisia 12
Non-treaty countries 16.5

Interest
%
15/20 (a)

16.5 (b)
16.5 (b)
16.5 (b)
16.5 (b)
16.5 (b)
16.5 (b)
15
0

Royalties
%
15/20 (a)

—(d)
—(d

(a) The 15% rate applies to payments from a Cameroonian source. The 20% rate

applies to payments from a Canadian source.

(b) If from a Cameroonian source, the payments are subject to withholding tax
under Cameroonian domestic tax law. See Section A.
(c) Withholding rates are determined under the domestic tax law of the state of

domicile of the payer.

(d) Withholding tax is not imposed. The income is subject to tax in the state of

the recipient.

(e) The 7.5% rate applies to payments for financial services, accounting services
and technical assistance. The 15% rate applies to other royalties.

(f) See footnote (f) to Section A.
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A. At a glance
Federal Corporate Income Tax Rate (%) 15 (a)
Federal Capital Gains Tax Rate (%) 7.5 (a)(b)
Branch Tax Rate (%) 15 (a)
Withholding Tax (%)
Dividends 25 (¢)
Interest 0/25 (d)
Royalties from Patents, Know-how, etc. 25 (¢)
Branch Remittance Tax 25 (e)
Net Operating Losses (Years)
Carryback 3
Carryforward 20

(a) These 2013 rates are applied to general income that is not eligible for the
manufacturing and processing deduction or the small business deduction. The
calculation of the rate is discussed in Section B. Additional tax is levied by
the provinces and territories of Canada, and the combined federal and provin-
cial or territorial rates on general income may vary from approximately 20%
to 31%.

(b) 50% of capital gains is subject to tax.

(c) Final tax applicable only to nonresidents. This rate may be reduced by a tax
treaty (see Section F).

(d) In general, no withholding tax is imposed on interest paid to payees who are
dealing at arm’s length with the payer. However, withholding tax at a rate of
25% typically applies to interest paid or credited to related nonresidents (the
rate may be reduced by a tax treaty). Other specific exemptions or specific
inclusions may apply to change the general rules noted above.

(e) This tax is imposed in addition to the regular corporate income tax. For details,
see Section B. The rate may be reduced by a tax treaty.

B. Taxes on corporate income and gains

Corporate income tax. Corporations resident in Canada (whether
owned by Canadians or nonresidents) are taxed on their worldwide
income from all sources, including income from business or prop-
erty and net taxable capital gains. Nonresident corporations are
taxed only on certain Canadian-source income. In general, a cor-
poration is deemed to be resident in Canada if it is incorporated
in Canada or has its central mind and management located there.

If a tax treaty exists between Canada and the country in which a
nonresident corporation is resident, the determination of whether a
nonresident is taxable in Canada may be restricted or modified, and
lower rates may apply. In general, Canada’s tax treaties provide that
anonresident that is resident in a treaty country is subject to Cana-
dian tax on income derived from carrying on business in Canada
only if the nonresident has a Canadian permanent establishment.
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Rates of income tax. Corporations are taxed by the federal gov-
ernment and by one or more provinces or territories. The basic
rate of federal corporate tax for 2013 is 38%, but it is reduced to
15% by an abatement of 10 percentage points on a corporation’s
taxable income earned in a province or territory and a general rate
reduction of 13 percentage points on a corporation’s full-rate tax-
able income. Provincial and territorial tax rates are added to the
federal tax and generally vary between 10% and 16% of taxable
income.

The federal government and the provincial and territorial govern-
ments may apply lower rates of tax to active small business earn-
ings and earnings derived from manufacturing and processing.

Nonresident corporations carrying on business in Canada through
a branch are taxable at the full corporate rate on their net business
income earned in Canada, and they must pay an additional tax of
25% on after-tax income, subject to an allowance for investment
in Canadian property. This branch tax may be reduced by treaty.

Capital gains and losses. The taxable portion of capital gains and
the deductible portion of capital losses is 50%. See Section E for
details concerning the taxation of capital gains of nonresidents.

The deductible portion of capital losses (other than allowable busi-
ness investment losses) in excess of taxable capital gains is termed
“net capital loss” and may be carried back three years and carried
forward indefinitely, but may be applied only against taxable
capital gains.

Proceeds from the disposition of capital property that exceed the
tax cost of such property are generally taxed as capital gains. For
depreciable property, tax depreciation previously claimed that is
recovered on disposition is generally fully included in income.

If control of a corporation is acquired by a person or group of
persons, net capital losses incurred before the change of control
cannot be deducted in a year after the acquisition of control. Also,
the carryback of capital losses to years prior to such change of
control is prohibited. A flow through of net capital losses is pro-
vided for on certain amalgamations and liquidations.

If a sale of what might otherwise be capital property is regarded
as a sale in the course of a taxpayer’s business (such as dealers in
real estate, securities or art) or as an undertaking in the nature of
normal trading, any resulting gain or loss is fully taxable or
deductible.

Administration. A corporation’s tax year usually ends on the same
date as the financial statement year-end. If an acquisition of con-
trol occurs, the corporation is deemed to have a tax year ending
immediately before the acquisition of control.

Corporate income tax returns are required to be filed within six
months following a corporation’s tax year-end. Subject to certain
exceptions, nonresident corporations must file a Canadian income
tax return if they carry on business in Canada or dispose of tax-
able Canadian property during the tax year. Nonresident corpora-
tions claiming relief from Canadian tax under a tax treaty with
another country must disclose detailed information regarding
their activities in Canada.
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A penalty is levied on returns that are filed late, equal to 5% of
the unpaid tax at the required filing date, plus an additional 1%
per month (not exceeding 12 months) of such unpaid tax for each
month that the return remains unfiled. Repeat offenders may be
liable for additional penalties. Nonresident corporations that are
required to file Canadian tax returns may be subject to another
penalty of up to CAD2,500 even if no tax is payable.

Federal and provincial corporate tax installments must be made
monthly during the corporation’s tax year. The remaining balance
of taxes owed must be paid by the end of the second month fol-
lowing the tax year-end (third month for Canadian-controlled
private corporations that carry on an active business and claim a
small business deduction).

Interest is charged on late or deficient tax payments based on the
prescribed rate. The prescribed rate can vary each quarter. A pen-
alty may apply to late or deficient tax installments.

Dividends. In general, dividends received by one Canadian corpo-
ration from another are fully deductible. However, to prevent the
use of private companies to obtain significant tax deferrals on
portfolio dividend income, such corporations are subject to a
special 33%% refundable tax on dividends received from portfo-
lio investments. Additional taxes may be imposed on dividends
paid on certain preference-type shares.

Dividends paid by a Canadian corporation to a Canadian resident
individual are generally taxable, but the individual also receives
a tax credit because the income has already been taxed within the
corporation. A dividend received from a nonresident corporation
that is a foreign affiliate of a Canadian taxpayer may be exempt
from tax (see Section E).

Foreign tax relief. In general, taxpayers resident in Canada may
deduct from their Canadian tax liability a credit for income or
profits tax and for withholding tax paid to another country. The
foreign tax credit is calculated separately for foreign business tax
and foreign nonbusiness tax on a country-by-country basis.

If a Canadian corporation receives dividends from a foreign affili-
ate, the normal foreign tax credits are replaced by either a com-
plete or partial deduction for such dividends (see Section E).

C. Determination of taxable income

General. Taxable profits are computed in accordance with gener-
ally accepted commercial principles, modified by certain statutory
provisions in the Canadian Income Tax Act.

In general, only 50% of meal and entertainment expenses is
deductible for income tax purposes.

Inventories. For tax purposes, inventories may be valued at the
lower of cost or fair market value. The last-in, first-out (LIFO)
basis is not permitted for tax purposes, despite its acceptability
for accounting purposes in certain instances. Corporations may
use a different inventory valuation method for tax purposes than
the one used for accounting purposes.

Provisions. In general, provisions, such as warranty reserves, are
not deductible for income tax purposes. Only actual expenses
incurred are tax-deductible.



CANADA 217

Depreciation and amortization. Depreciation or amortization in-
cluded in financial statements is added back, and tax depreciation,
generally calculated on a declining-balance basis at prescribed
rates, beginning when the asset is available for use, is deducted for
tax purposes. The deduction is generally limited in the first year the
asset is available for use. Tax depreciation may be fully or par-
tially claimed at the taxpayer’s option.

The following are the depreciation rates under the declining-
balance method for major categories of assets.

Asset Rate (%)
Commercial and industrial buildings 4 (a)
Computers 55
Office equipment 20
Motor vehicles 30
Machinery and equipment 20 (b)

(a) Certain eligible nonresidential buildings may qualify for a rate of 6% or 10%
(election required).

(b) For machinery and equipment used primarily in manufacturing and process-
ing, the rate is generally 30%. A straight-line rate of 50% applies if the machin-
ery and equipment is acquired after 18 March 2007 and before 2014.

Capital assets are generally pooled into various classes, but, in
certain cases, a corporation may elect to include individual pieces
of certain types of equipment in separate classes. In general, if an
asset is disposed of, the balance of the assets in the class is
reduced by the proceeds from the disposition. However, if the pro-
ceeds from the disposition of an asset exceed the tax value of the
class after depreciation, the excess is recaptured and is subject to
tax at the regular corporate tax rates. If the asset is the only asset
in the class and if a balance remains after the proceeds are charged
to the class, the balance may be deducted as a terminal loss.

Groups of companies. Canada does not allow consolidated tax
reporting for related companies and does not provide relief for
group losses.

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

Nature of tax Rate (%)

Goods and Services Tax (GST), a value-added

tax, applies to a broad range of goods and

services 5
Harmonized Sales Tax, a value-added tax,

applies to a broad range of goods and

services in certain provinces Upto 15
Part VI tax on financial institutions, effectively

a minimum tax, which is reduced by income

taxes paid; applies on a non-consolidated basis

to capital in excess of CAD1 billion 1.25
Provincial/territorial income taxes, on taxable

income allocated to jurisdictions in which

corporations have permanent establishments

(lower rates may apply to manufacturing or

processing earnings and active small business

earnings) 10to 16
Provincial payroll taxes; varies by province;

paid by employers Up to 4.26
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Nature of tax Rate (%)

Canada Pension Plan, on pensionable earnings
between CAD3,500 and CAD51,100 (amounts in

effect for 2013)

Employer 4.95
Employee 4.95
Self-employed individual 9.9

(The Province of Quebec offers a similar plan
for residents of Quebec.)

Employment insurance, on insurable earnings
up to a maximum of CAD47,400 (amount in

effect for 2013)
Employee 1.88
Employer (1.4 times the employee rate) 2.63

E. Miscellaneous matters

Foreign-exchange controls. Canada does not impose foreign-
exchange control restrictions.

Debt-to-equity rules. Canada imposes a thin-capitalization rule
limiting the ability of nonresidents to withdraw profits through
deductible interest charges. In general, these rules restrict the de-
ductibility of interest paid or payable by a Canadian resident cor-
poration to a specified nonresident on debts exceeding two times
“equity.” The 29 March 2012 Federal Budget proposals, which
have been enacted, reduced the debt-to-equity ratio to 1.5 to 1 and
extended the application of the rules to partnerships of which a
Canadian resident corporation is a member. A specified nonresi-
dent is a nonresident shareholder who, either alone or together
with persons with whom the shareholder does not deal at arm’s
length, owns sufficient shares that satisfy either of the following
conditions:
* They give the shareholder 25% or more of the votes that could
be cast at an annual meeting of shareholders.
* They have a fair market value representing 25% or more of the
fair market value of all of the issued and outstanding shares of
the corporation.

Foreign affiliates. A nonresident corporation is considered a
foreign affiliate of a Canadian corporation if the Canadian
corporation directly or indirectly owns at least 1% of any class of
shares of the nonresident corporation and if the Canadian corpo-
ration and related persons directly or indirectly own together at
least 10% of any class of shares of that nonresident corporation.
Dividends received by a Canadian corporation from a foreign
affiliate are fully deductible in Canada if the dividends are derived
from active business profits earned in a country with which
Canada has entered into a tax treaty or a Tax Information Exchange
Agreement (TIEA). Dividends are taxable in Canada if they are
derived from passive operations (with certain exceptions) or any
operations in a non-treaty or non-TIEA country, with relief for
foreign tax on such income.

Foreign affiliate dumping rules. The 29 March 2012 Federal Bud-
get proposals, which have been enacted, introduced significant
limitations to deal with what is commonly known as “surplus strip-
ping.” These limitations broadly apply to certain investments in
foreign affiliates. The new rules apply to an “investment” in a non-
resident corporation (subject corporation) by a corporation resi-
dent in Canada (CRIC) if the following two conditions are met:
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* The subject corporation must be a foreign affiliate of the CRIC
immediately after the investment is made.

* The CRIC must be controlled by a nonresident corporation
(parent) at the time the investment is made.

The concept of “investment” is broadly defined and includes
equity and debt investments in foreign affiliates, as well as the
acquisition of shares of another corporation resident in Canada if
the fair market value of all of the foreign shares owned directly or
indirectly by the Canadian corporation comprises more than 75%
of the total fair market value of all the properties owned by the
Canadian corporation. If applicable, the new rules deem dividends
to have been paid to the parent by the CRIC or will cause the
paid-up capital (PUC) of the shares of the CRIC to be reduced.
The rules also contain certain elective provisions to reduce PUC
instead of triggering a deemed dividend, as well as a PUC rein-
statement rule if the shares of the subject corporation (or substi-
tuted property) are later distributed (or sold) by the CRIC.

Certain exemptions limit the application of these new rules. For
example, the rules do not apply if, broadly speaking, the business
activities of the CRIC are more “closely connected” to the subject
corporation than the business activities carried on by any related
nonresident corporation, and if officers of the CRIC have and
exercise the principal decision-making authority with respect to
the investment. In addition, for the exception to apply, additional
conditions need to be met regarding the officers of the CRIC. In
particular, these conditions require that the officers be residents
of Canada and that they work principally in Canada. In addition,
the rules do not apply to certain internal reorganizations. The rules
also do not apply if the debt owed by the foreign affiliate is a
pertinent loan or indebtedness (PLOI). To qualify as a PLOI, the
CRIC and the parent need to jointly elect to treat the debt obliga-
tion as a PLOL In addition, the PLOI needs to generate a mini-
mum amount of income for the CRIC in Canada (namely, interest
computed based on the current government of Canada three-
month treasury bill rate plus 4%). In view of the complex nature
of the new rules, taxpayers are advised to reach out to their tax
advisor to determine whether they could be affected by these new
rules.

Passive income of controlled foreign affiliates. Any Canadian tax-
payer that controls (as defined) a foreign affiliate is taxed on its
share of that entity’s passive investment income (with certain
exceptions) in the year such income is earned, regardless of
whether such income is currently paid to the shareholder, except
in certain specified circumstances. In addition, any taxpayer is
taxed on its shares of any other type of income if the income is
earned through a permanent establishment located in a non-treaty
or non-TIEA country (except a country with which Canada has
entered into negotiations for a TIEA or has sought to enter into
such negotiations within the last 60 months).

Upstream loans from foreign affiliates. New rules dealing with up-
stream loans from foreign affiliates were enacted on 26 June 2013.
These new rules are essentially anti-avoidance measures that are
intended to prevent taxpayers from making synthetic dividend
distributions from foreign affiliates to avoid what would other-
wise be an income inclusion in Canada that would not be fully
offset by a corresponding dividends-received deduction as de-
scribed in Foreign affiliates.
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The rules have a very broad application. In general, Canadian
taxpayers may be required to include in their income a portion of
the principal amount (referred to as the “specified amount”) of
loans made to them by their foreign affiliates. In addition, Cana-
dian taxpayers may be required to include in their income a por-
tion of the principal amount of loans made by their foreign af-
filiates to certain non-arm’s-length persons (other than controlled
foreign affiliates that are effectively Canadian controlled). If loans
are made to other foreign affiliates, taxpayers may be required to
include in their income the portion of such loans to the extent that
the taxpayer’s surplus entitlement percentage (SEP) in the creditor
affiliate exceeds its SEP in the borrowing affiliate. Accordingly, a
loan from one foreign affiliate to another foreign affiliate that is
not a Canadian controlled foreign affiliate results in an income
inclusion only to the extent that the taxpayer has a lower SEP in
the borrowing affiliate than in the creditor affiliate.

Similar to the domestic shareholder loan rule, exceptions exist for
indebtedness repaid within two years after the date on which the
indebtedness arose, provided that the repayment is not part of a
series of loans or other transactions and repayments, and for in-
debtedness arising in the ordinary course of business of the credi-
tor. The new rules contain further transitional relief with respect
to indebtedness that existed before 19 August 2011, which essen-
tially extends the effective date of the rules with respect to such
indebtedness to 19 August 2016 (because any 19 August 2011 in-
debtedness still outstanding at 19 August 2014 is deemed to have
arisen on 19 August 2014, thereby extending the two-year period
to 19 August 2016).

The income inclusion arising under the new upstream loan rule
may essentially be offset in whole or in part by a deduction if the
taxpayer demonstrates that a hypothetical dividend paid the year
the loan is made would have enjoyed a full deduction from the
income of the Canadian taxpayer with respect to the exempt sur-
plus and/or taxable (and hybrid) surplus of a foreign affiliate of
the taxpayer. In addition, the rules provide for a deduction equal
to amounts previously included in income in the year that the loan
is eventually repaid. The new rules also extend the application of
the reserve mechanism in certain circumstances to include a de-
duction for pre-acquisition surplus dividends (essentially equiva-
lent to returns of tax basis), but only to the extent of the taxpayer’s
Canadian tax basis in the shares of the top-tier foreign affiliate.
However, this particular deduction is not available if the borrower
under the relevant loan is a nonresident person with whom the
taxpayer does not deal at arm’s length, which for example, in-
cludes a foreign parent or sister company. As a result, this deduc-
tion is normally only available regarding upstream loans from the
foreign affiliate to the Canadian taxpayer.

Cross-border cash redeployment and pooling using PLOI. As noted
in Foreign affiliate dumping rules, the foreign affiliate dumping
rules include an elective exception for certain foreign affiliate
indebtedness (PLOI). Under a corresponding amendment to the
shareholder loan rules, loans will be allowed to be made without
triggering deemed dividends and withholding taxes, if they result
in interest income inclusions at the higher of the prescribed rate
(the prescribed rate for PLOI is equal to the three-month govern-
ment of Canada treasury bill rate plus 4%) and essentially, any
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funding costs incurred by the CRIC to make the loan. The rules
are relevant to all CRICs that are part of a foreign-based multina-
tional group, not only to CRICs having foreign affiliates. In many
cases, these proposals should facilitate commercially efficient
and tax-neutral cross-border redeployments and pooling of cash
among members of foreign-based multinational groups that in-
clude CRICs.

Corporate reorganizations. In general, transactions between relat-
ed corporations must be recognized at fair market value. How-
ever, some common types of domestic and foreign corporate
reorganizations may be accomplished with little or no immediate
Canadian tax cost.

Anti-avoidance legislation. The Canada Revenue Agency (CRA)
may apply a general anti-avoidance rule to challenge transactions
that it perceives to be abusive. This rule does not apply to a trans-
action that may reasonably be considered to have been under-
taken or arranged primarily for bona fide purposes other than to
obtain a tax benefit. The application of the rule may cause certain
transactions to be ignored or recharacterized.

Transfer pricing. Under Canada’s transfer-pricing rules, acceptable
transfer-pricing methods are those recommended by the Organisa-
tion for Economic Co-operation and Development (OECD). These
methods include comparable uncontrolled price, resale price and
cost-plus. Other methods may be used if the result obtained is
similar to the result that would be obtained from an arm’s-length
transaction. It is possible to enter into advance-pricing agreements
with the CRA.

Acquisition of control considerations. If control of a corporation
has been acquired, the target corporation is deemed to have a year-
end immediately before the acquisition of control. A new tax year
begins immediately thereafter, and a new year-end may be select-
ed by the target corporation. If an acquisition of control occurs,
special rules apply to the determination and treatment of capital
losses, business losses, and certain tax attributes with respect to
foreign affiliates.

Capital gains realized by nonresidents. Subject to applicable tax

treaties, nonresidents must pay Canadian tax on their net taxable

capital gains derived from the disposition of “taxable Canadian

property” (TCP). Such property includes, but is not limited to,

the following:

* Real property located in Canada

« Shares of private corporations, interests in partnerships or inter-
ests in trusts that, within the preceding 60 months, derived their
value principally from real or immovable property located in
Canada

* Canadian resource property and timber resource property, or
interests in such properties

* Shares of Canadian public corporations (in limited circumstances)

* Property used in a business carried on by the nonresident in
Canada

The above definition of TCP applies for determination of TCP
status after 4 March 2010 and generally reduces the compliance
burden of nonresidents disposing of shares of Canadian corpora-
tions that do not derive their value principally from real estate or
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immovable properties. Consequently, a nonresident’s liability for
Canadian tax and obligation to comply with Section 116 filing
requirements no longer apply to most dispositions of share invest-
ments in private or public corporations occurring after 4 March
2010, regardless of the application of a relevant treaty or the level
of ownership. Similarly, nonresident vendors are no longer
required to file income tax returns to report gains or losses aris-
ing from the disposition of such properties.

A nonresident vendor of TCP (other than property that qualifies
as excluded property) must obtain a tax clearance certificate from
the CRA and provide acceptable security or must pay tax on the
disposition at the time of sale. For dispositions of TCP occurring
after 2008, excluded property includes, among other items, prop-
erty that is treaty-protected property of the vendor. In the case of
a disposition between a purchaser and a seller not dealing at
arm’s length, for treaty-protected property to qualify as excluded
property, a notice in a prescribed form must be sent to the CRA.

The purchaser must generally withhold and remit to the Receiver
General up to 25% (50% in certain circumstances) of the amount
by which the cost to the purchaser of the property (other than
excluded property) exceeds the amount stipulated in the CRA
clearance certificate on account of the nonresident’s potential tax
liability resulting from the disposition. In the absence of a clear-
ance certificate, the purchaser must generally withhold and remit
25% of the purchase price (50% in certain circumstances). The
withholding and remittance obligation is referred to as the
“source deduction.” Similar requirements apply for the province
of Quebec.

The purchaser remains liable for any source deduction not made
in the event it is later determined that the property disposed of
does not qualify as excluded property, unless one of the safe har-
bor rules described below applies. The first safe harbor rule pro-
vides that a purchaser is not liable for any source deduction if the
purchaser had no reason to believe that the vendor was not resi-
dent in Canada after reasonable inquiry. Similarly, a purchaser is
not held liable for any source deduction if the property (disposed
of after 2008) is acquired from a nonresident vendor and if all of
the following conditions are satisfied:

* After reasonable inquiry, the purchaser concludes that the ven-
dor is a resident of a country with which Canada has a tax treaty.

 The property is treaty-protected property of the vendor under
the tax treaty with the particular treaty country.

* The purchaser sends a notice in a prescribed form to the CRA
within 30 days after the acquisition, setting out the date of
acquisition, the name and address of the nonresident vendor, a
description of the property, the amount paid or payable by the
purchaser of the property and the name of the particular treaty
country.

In addition, the requirement for the nonresident vendor to file a

Canadian tax return may be removed. In general, a nonresident

vendor is exempt from filing a Canadian tax return with respect to

taxable Canadian properties if the following criteria are satisfied:

* No Canadian “corporate income tax” is payable for the tax year.

* The nonresident is not currently liable to pay any Canadian tax
with respect to any previous tax year.
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 Each TCP that is disposed of during the year is “excluded prop-
erty,” which now includes treaty-protected property in certain
circumstances (see above) and property with respect to which
the Minister of National Revenue has issued a nonresident clear-
ance certificate.

Functional currency reporting. Canada has introduced new rules
with respect to functional currency reporting. These new rules are
intended to address the concerns of Canadian corporations that
are required to use a currency other than the Canadian dollar as
their “functional currency” for financial statement reporting pur-
poses and the Canadian dollar for tax purposes.

In general, all Canadian taxpayers are required to use the Canadian

dollar as their reporting currency for tax purposes. However,

“qualifying corporations” may now elect to determine their

“Canadian tax results” in their “functional currency.” In general, a

“qualifying corporation” is a corporation resident in Canada (with

some exceptions) that has a “functional currency” and makes an

election in prescribed form. For these purposes, the taxpayer’s

“functional currency” is defined as the currency of a country

other than Canada if the following conditions are satisfied:

* The currency is a “qualifying currency.” A “qualifying currency”
includes the US dollar, the euro, the British pound, and the
Australian dollar. This is not an exhaustive list. A prescribed
currency could also qualify.

 The currency is the primary currency in which the taxpayer
maintains its records and books of account for financial report-
ing purposes.

F. Treaty withholding tax rates

As noted in Section A, in general, Canada’s domestic tax law

provides exemptions from Canadian withholding tax on interest

paid or credited to arm’s-length nonresident persons, regardless of

their country of residence. In addition, withholding tax does not

apply to interest that is considered “fully exempt interest,” regard-

less of the recipient’s relationship to the payer. “Fully exempt inter-

est” generally includes the following:

* Interest paid by a government body or crown corporation

« Interest on a mortgage or hypothecary obligation with respect
to real property located outside of Canada (certain conditions
apply)

* Interest paid to a prescribed international institution or agency

» Deemed interest amounts pertaining to securities lending ar-
rangements (certain conditions apply)

However, regardless of the above general rules, a 25% withhold-
ing tax applies to all “participating debt interest.” “Participating
debt interest” is generally interest, other than fully exempt inter-
est, which satisfies either of the following conditions:

« It is paid or payable on an obligation, other than a prescribed
obligation, and all or any portion of the interest is contingent or
dependent on the use of or production from property in Canada.

* It is computed by reference to revenue, profit, cash flow, com-
modity price or any other similar criterion or by reference to
dividends paid or payable to shareholders of any class of shares
of the capital stock of a corporation.

Similarly, withholding tax applies to the following:
* Interest that is not “fully exempt interest” and is paid or payable
to a person with whom the payer is not dealing at arm’s length



224 CANADA

* Interest with respect to a debt or other obligation to pay an
amount to a person with whom the payer is not dealing at arm’s
length

The rates in the following table generally reflect the lower of the
treaty rate and the rate under domestic tax law for dividends, inter-
est and royalties paid from Canada to residents of various treaty
countries. Certain exceptions or conditions may apply, depending
on the terms of the particular treaty.

Residence of Dividends Interest Royalties (b)c)
recipient % % %
Algeria 15 15/0 15/0 (ii)
Argentina 15/10 (qq) 12.5/0 15/10/5/3 (sss)
Armenia 15/5 (cecc) 10/0 10
Australia 15/5 (rr) 10/0 10
Austria 15/5 (r) 10/0 10/0
Azerbaijan 15/ 10 (ggg) 10/0 10/5 (hhh)
Bangladesh 15/0 10
Barbados 1 5 1500 10/0 (eeee)
Belgium 15/5 (uu) 10/0 10/0 (rrr)
Brazil 25/15 (000)  15/10/0 25/15 (ttt)
Bulgaria 15/10 (ee) 10/0 10/0
Cameroon 15 15/0 15
Chile 15/10 (u) 15/0 10
China (ssss) 15/10 (uuu) 10/0 10
Colombia (ffff) 15/5 (gggg) 10 10
Cote d’Ivoire 15 15/0 10
Croatia 15/5 (w) 10/0 10
Cyprus 15 15/0 10/0 (vvv)
Czech Republic 15/5 (d) 10/0 10
Denmark 15/10/5 (q) 10/0 10/0 (g)
Dominican
Republic 18 18/0 18/0 (pppp)
Ecuador 15/5 (mm) 15/0 15/10 (aaa)
Egypt 15 25/15/0 (f) 15 (qqqq)
Estonia 15/5 (x) 10/0 10
Finland 15/5 (n) 10/0 10/0 (vvv)
France 15/5 (m) 10/0 10/0 (g)
Gabon (ccc) 15 10/0 10
Germany 15/5 (1) 10/0 10/0 (p)
Greece (hhhh) 15/5 (iiii) 10/0 10/0 (jjjj)
Guyana 15 15/0 10
Hong Kong
SAR (aaaaa) 15/5 (r) 10/0 10
Hungary 15/10/5 (aa) 10/0 10/0 (vvv)
Iceland 15/5 (r 10/0 10/0 (jj)
India 25/15 (www) — 15/0 20/15/10 (o)
Indonesia 15/10 (z 10/0 10
Ireland 15/5 (nnn) 10/0 10/0 (jjj)
Israel 15 15/0 15/0 (vvv)
Italy (ww) 15/5 (xxxx) 15/0 (yyyy) — 10/5/0 (vwv)(zzzz)
Jamaica 15 1500 10
Japan 15/5 (dd) 10/0 10
Jordan 15/10 (t) 10/0 10
Kazakhstan 15/5 (r) 10/0 10
Kenya 25/15 (xxx) 15/0 15
Korea (South) 15/5 (yy) 10/0 10

(

Kuwait 15/5 (ss) 10/0 10
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Residence of Dividends Interest Royalties (b)c)
recipient % % %
Kyrgyzstan 15 15/0 10/0 (y)
Latvia 15/5 (x) 10/0 10 (qqqq)
Lebanon (ff) 15/5 10/0 10/5
Lithuania 15/5 (x) 10/0 10 (qqqq)
Luxembourg 15/10/5 (rrrr) 10/0 10/0 (jj)
Malaysia 15 15/0 15

Malta 15 15/0 10/0 (pppp)
Mexico 15/5 (n) 10/0 10/0 (cc)
Moldova 515 (zz) 10/0 10
Mongolia 15/5 (vv) 10/0 10/5 (jj)
Morocco 15 15/0 10/5 (yyy)
Namibia (kkkk) 15/5 (111) 10/0 10/0
Netherlands 15/10/5 (kk) 10/0 10/0 (g)
New

Zealand (vwvv) 15/5 10/0 10/5
Nigeria 15/12.5 (v) 12.5/0 12.5
Norway 15/5 (xx) 10/0 10/0 (111)
Oman 15/5 (00) 10/0 10/0 (eee)
Pakistan 15 15/0 15

Papua New Guinea 15 10/0 10

Peru 15/10 (nn) 15/0 15
Philippines 15 15/0 10
Poland (uuuu) 15/5 (bbbbb)  10/0 10/5 (ceecec)
Portugal 15/10 (gg) 10/0 10
Romania 15/5 (mmm) 10/0 10/5 (iii)
Russian Federation 15/10 (uuu) 10/0 10/0 (p)
Senegal 15 15/0 15

Serbia (Wwww) 15/5 (x) 10 10
Singapore 15 15/0 15
Slovak Republic 15/5 (tt) 10/0 10/0 (vvv)
Slovenia 15/5 (pp) 10/0 10

South Aftica 15/5 (pp) 10/0 10/6 (1)
Spain 15 15/0 10/0 (vvv)
Sri Lanka 15 15/0 10/0 (vvv)
Sweden 15/10/5 (bb) 10/0 10/0 (jj)
Switzerland 15/5/0 (n) 10/0 (mmmm)  10/0 (jj)
Tanzania 25120 (zzz) 15/0 20
Thailand 15 15/0 15/5 (yyy)
Trinidad and

Tobago 15/5 (r) 10/0 10/0 (vvv)
Tunisia 15 15/0 20/15/0 (aaaa)
Turkey (nnnn) 20/15 (0000) 15/0 10
Ukraine 15/5 (j) 10/0 10 (a)
USSR (e) 15 15/0 10/0 (vvv)
United Arab

Emirates 15/5 (bbb) 10/0 10/0 (kkk)
United

Kingdom (tttt) 15/5 (ddd) 10/0 10/0 (ftf)
United States (dddd) 15/5 (h) 0 (i) 10/0 (p)
Uzbekistan 15/5 (hh) 10/0 10/5 (jj)
Venezuela 15/10 (ppp) 10/0 10/5 (qqq)
Vietnam 15/10/5 (s) 10/0 10/7.5 (bbbb)
Zambia 15 15/0 15
Zimbabwe 15/10 (u) 15/0 10
Non-treaty

countries (k) 25 0 25
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A 0% rate generally applies to royalties relating to computer software.

The lower rate usually applies to royalties on cultural works or to royalties
relating to computer software, patents and know-how.

Withholding tax of 25% applies if the royalties relate to the use of real or
immovable property, including resource property.

The treaty provides that the lower rate applies to dividends paid to a company
that controls directly or indirectly at least 10% of the voting power in the payer.
Interest on certain government-assisted debt and certain other categories of
interest are exempt from withholding tax.

Belarus is honoring the USSR treaty, and consequently that treaty continues
to be in force with respect to Belarus. Canada has entered into tax treaties with
Estonia, Kazakhstan, Kyrgyzstan, Latvia, Lithuania, Moldova, the Russian
Federation, Ukraine and Uzbekistan. Canada has signed tax treaties with
Azerbaijan and Armenia, but these treaties have not yet been ratified. The
withholding rates under these treaties are listed in the above table. Tajikistan
and Turkmenistan have announced that they are not honoring the USSR treaty,
but negotiations for new treaties with these countries have not yet begun.
Mortgage interest on Egyptian property is not eligible for reduced rates under
the treaty. As a result, the higher rate applies if such interest is not exempt
under Canadian domestic law.

The 0% rate applies to certain copyright royalties and to royalties for the use
of, or the right to use, computer software, patents or information concerning
industrial, commercial or scientific experience. The 10% rate applies to other
royalties.

The 5% rate applies to dividends paid to corporate shareholders owning at
least 10% of the voting shares of the Canadian company. The 15% rate
applies to other dividends.

The fifth protocol to the 1980 tax treaty between Canada and the United
States, which entered into force on 15 December 2008, generally provides for
a gradual reduction to the withholding tax rate on interest paid or credited to
non-arm’s-length US residents. Under the protocol, the following withholding
tax rates apply:

* 7% for interest paid during the 2008 calendar year

* 4% for interest paid during the 2009 calendar year

* 0% for interest paid after the 2009 calendar year

The reduced rates retroactively apply for the entire calendar year in which the
protocol was ratified (that is, effective for interest paid as early as 1 January
2008). For further information regarding the protocol, see footnote (dddd).
Withholding tax is not imposed on interest paid or credited to arm’s-length
nonresidents after the 2007 calendar year.

The 5% rate applies if the beneficial owner of the dividends is a company that
controls directly or indirectly at least 20% of the voting power in the payer.
In general, no withholding tax is imposed on interest paid to payees who are
dealing at arm’s length with the payer. However, withholding tax at a rate of
25% typically applies to interest paid or credited to related nonresidents (the
rate may be reduced by a tax treaty). Other specific exemptions or specific
inclusions may apply to change the general rules. In addition, most copyright
royalties are exempt from withholding tax.

The 6% rate applies to royalties paid on cultural works, copyrights, computer
software, patents and certain types of information.

The 5% rate applies if the dividends are paid by a Canadian corporation to a
French corporation that controls directly or indirectly at least 10% of the
votes of the payer.

The 5% rate applies to dividends paid to corporations owning at least 10% of
the voting shares and capital of the payer. The 15% rate applies to other divi-
dends. A protocol amending the tax treaty between Canada and Switzerland
entered into force on 19 December 2011. The protocol provides that no tax
will be withheld if a dividend is paid by a resident of a contracting state to a
resident of the other contracting state that operates or administers pension or
retirement plans for individuals who are resident in that other contracting state
and if the dividend is not derived from the carrying on of a trade or a business.
The general rate is 15%, and payments for the use of, or the right to use, cer-
tain industrial, commercial or scientific equipment may qualify for a 10% rate.
The 0% rate applies to royalties on cultural works as well as to payments for
the use of, or the right to use, computer software, patents and information
concerning industrial, commercial and scientific experience.

The 5% rate applies if the beneficial owner of the dividends is a corporation
that holds directly at least 25% of the capital of the payer. The 10% rate
applies if the dividends are paid by a nonresident-owned investment corpora-
tion that is a resident of Canada to a beneficial owner that is a resident of
Denmark and that holds directly or indirectly at least 25% of the capital of
the company paying the dividend. The 15% rate applies in all other cases.
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The 5% rate applies if the beneficial owner of the dividends is a company
that controls directly or indirectly at least 10% of the voting power of the
payer.

The 5% rate applies if the beneficial owner of the dividends controls at least
70% of the voting power of the payer. The 10% rate applies if the beneficial
owner of the dividends controls at least 25% but less than 70% of the voting
power of the payer.

The 10% rate applies if the recipient of the dividends is a company that
controls directly or indirectly at least 10% of the voting power of the payer.
The 10% rate applies if the beneficial owner of the dividends is a corpora-
tion that controls directly or indirectly at least 25% of the voting power of
the payer.

The 12.5% rate applies if the recipient is a company that controls directly
or indirectly at least 10% of the votes of the payer.

The 5% rate applies to dividends paid to a resident of Croatia that controls
at least 10% of the voting power of the payer or that holds at least 25% of
the capital of the payer.

The 5% rate applies if the beneficial corporate owner of the dividends con-
trols directly at least 25% of the voting power of the payer of the dividends.
The 0% rate generally applies to royalties for certain cultural works and
copyrights. It also applies to royalties for computer software, patents and
information concerning industrial, commercial and scientific experience, if
the payer and recipient are not associated persons (as defined).

The 10% rate applies to dividends paid to a company holding at least 25%
of the capital of the payer.

The 5% rate applies if the recipient of the dividends controls directly or
indirectly at least 10% of the voting power of the payer. The 10% rate ap-
plies to dividends that are paid by a nonresident-owned investment corpora-
tion resident in Canada to a company that is a resident of Hungary and that
controls at least 25% of the voting power in the company paying the divi-
dends and the beneficial owner of such dividends. The 15% rate applies to
all other cases.

The 5% rate applies if the beneficial owner of the dividends is a corporation
that controls directly at least 10% of the voting power of the payer or that
holds directly at least 25% of the capital of the payer. The 10% rate applies
to dividends paid by a nonresident-owned investment corporation resident
in Canada to a beneficial owner resident in Sweden that controls directly at
least 10% of the voting power, or holds at least 25% of the capital, of the
corporation paying the dividends. The 15% rate applies to other dividends.
The 0% rate applies to copyright royalties and similar payments with re-
spect to cultural, dramatic, musical or other artistic works.

The 5% rate applies to dividends paid to a company that owns at least 25%
of the voting shares of the payer for the last six months of the accounting
period for which the distribution of profits takes place.

The 10% rate applies if the recipient is a company that controls at least 10%
of the votes of the payer.

The treaty was signed on 29 December 1998, but it is not yet in force. The
5% rate for dividends will apply if the recipient is a company that controls
at least 10% of the votes of the payer. The 5% rate for royalties will apply
to royalties for certain cultural works, and royalties for certain computer
software, patents and know-how if the payer and the payee are not related.
The 10% rate applies if the recipient is a company that controls at least 25%
of the voting power of the payer directly or indirectly.

The 5% rate applies if the recipient is a company that controls at least 10%
of the voting power in the payer.

The 0% rate generally applies to royalties relating to computer software or
patents.

The lower rate applies to royalties for certain cultural works, and generally
to royalties for computer software, patents and know-how.

The 5% rate applies if the beneficial owner of the dividends owns at least
25% of the capital or controls, directly or indirectly, 10% of the voting
power of the payer. The 10% rate applies to dividends paid by a nonresident-
owned investment corporation that is a resident of Canada to a beneficial
owner that is a company (other than a partnership) resident of the Nether-
lands and that owns at least 25% of the capital of, or controls directly or
indirectly at least 10% of the voting power in, the company paying the divi-
dends. The 15% rate applies to other dividends.

The 5% rate applies to dividends if the beneficial owner of the dividends is
a company that controls at least 10% of the voting power in the payer.
The 5% rate applies if the recipient is a company that controls directly or
indirectly at least 25% of the voting power in the payer.

The 10% rate applies if the recipient is a company that controls directly or
indirectly at least 10% of the voting power in the payer.
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The 5% rate applies if the recipient is a company holding directly or
indirectly at least 10% of the capital of the payer.

The 5% rate for dividends applies if the recipient is a company that
controls directly or indirectly at least 10% of the voting power in the
payer.

The 10% rate applies if the recipient of the dividends is a company that
holds directly 25% of the capital of the payer. The 15% rate applies in all
other cases.

The 5% rate applies to dividends if the beneficial owner of the dividends
is a company that controls at least 10% of the voting power in the payer.
The 15% rate applies in all other cases.

The 5% rate applies if the recipient of the dividends is a company that
owns at least 10% of the voting shares, or at least 25% of the value of the
shares, of the payer.

The 5% rate applies if the dividends are paid to a company that controls
at least 10% of the voting power in the payer.

The 5% rate applies to dividends if the beneficial owner of the dividends
is a company that owns directly at least 10% of the voting stock of the
payer. The 15% rate applies to other dividends.

The 5% rate for dividends applies if the beneficial owner of the dividends
is a company that controls directly or indirectly at least 10% of the voting
power in the payer.

These are the rates under a new treaty, which entered into force on
25 November 2011.

The 5% rate applies to dividends if the beneficial owner is a company
that holds directly at least 10% of the voting power in the company pay-
ing the dividends.

The 5% rate applies to dividends paid to a company (other than a partner-
ship) that is a beneficial owner and controls directly at least 25% of the
voting power in the payer.

The 5% rate for dividends applies if the beneficial owner of the dividends
is a company that controls at least 25% of the voting power in the payer.
The 10% rate applies to royalties for the use of, or the right to use, indus-
trial, commercial, or scientific equipment.

The 5% rate applies to dividends paid to a company holding directly or
indirectly at least 10% of the voting power of the payer. The 15% rate
applies to other dividends.

This treaty was signed on 14 November 2002, but it has not yet been
ratified.

Under a protocol to the Canada-United Kingdom treaty, which is effec-
tive from 1 January 2005, a 5% rate applies to dividends paid to a com-
pany that controls at least 10% of the voting power of the payer.

The 0% rate applies to royalties pertaining to certain cultural works,
computer software, patents or know-how.

Under a protocol to the Canada-United Kingdom treaty, which is effective
from 1 January 2005, payments for the use of computer software, patents
and certain know-how are exempt.

The 10% rate applies if the recipient is a company holding directly or
indirectly at least 10% of the voting power of the payer.

The 5% rate applies to certain royalties pertaining to certain computer
software, patents or know-how.

The general withholding tax rate for royalties is 10%. A 5% rate applies
to royalties pertaining to certain cultural works, computer software, patents
and know-how.

The general withholding tax for royalties is 10%. Royalties pertaining to
certain cultural works, computer software, patents and know-how are
exempt.

The general withholding tax rate is 10%. Royalties pertaining to certain
cultural works, computer software, patents and know-how are exempt.
The general withholding tax rate for royalties is 10%. Royalties pertain-
ing to certain cultural works, computer software, patents and know-how
are exempt from withholding tax.

The 5% rate applies to dividends paid to a company holding directly or
indirectly at least 10% of the voting power of the payer. The 15% rate
applies to other dividends.

The 5% rate applies to dividends paid to a company holding directly or
indirectly at least 10% of the voting power of the payer. The 15% rate
applies to other dividends.

The 15% rate applies if the recipient is a company that holds an equity
percentage of at least 10% in the payer of the dividends.

The 10% rate applies if the recipient is a company that controls directly
or indirectly at least 25% of the voting power in the payer.
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The 5% rate applies to royalties with respect to certain cultural works, and
to royalties for certain computer software, patents and know-how if the
payer and payee are not related.
The general withholding tax for royalties is 10%. Royalties pertaining to
certain cultural works and computer software and royalties for informa-
tion concerning industrial, commercial or scientific experience are exempt.
The 3% rate applies to royalties paid for rights to use news. The 5% rate
applies to royalties pertaining to certain cultural works. The 10% rate
applies to royalties pertaining to patents, trademarks, designs or models,
plans, secret formulas and technical assistance.
The general rate for royalties is 15%. The 25% rate applies to royalties
pertaining to the use of trademarks.
The 10% rate applies if the beneficial owner of the dividends is a company
that owns at least 10% of the voting power in the payer of the dividends.
The 0% rate applies to copyright royalties and other similar payments with
respect to the production or reproduction of literary, dramatic, musical or
other artistic works, but not including royalties with respect to the follow-
ing:
» Computer software
* Motion picture films
» Works on film or videotape or other means of reproduction for use in
connection with television broadcasting
The 15% rate applies if the beneficial owner of the dividends is a com-
pany that controls directly or indirectly at least 10% of the voting power
in the payer.
The 15% rate applies to dividends paid to a company that owns at least
10% of the voting shares of the payer during the six-month period im-
mediately preceding the date of payment of the dividend.
The 5% rate applies to royalties pertaining to cultural works.
The 20% rate applies if the beneficial owner of the dividends is a com-
pany that controls directly or indirectly at least 15% of the voting power
in the payer.
The 20% rate applies to the following:
« Patent royalties
* Royalties for the use of, or the right to use, trademarks, motion picture
films and films or videotapes for use in connection with television
» Payments for the use of, or the right to use, industrial, commercial,
scientific or harbor equipment
The 7.5% rate applies to fees for technical services.
The 5% rate applies if, at the time the dividend is declared, the recipient
is a company holding directly at least 25% of the capital of the payer and
if the capital invested by the recipient exceeds USD100,000. The 15% rate
applies in all other cases.
On 15 December 2008, the fifth protocol to the 1980 tax treaty between
Canada and the United States entered into force. The following are amend-
ments contained in the protocol that affect cross-border payments:
The withholding tax on cross-border interest payments will be elimi-
nated. The protocol provides that the withholding tax rate on interest
payments will be reduced to 0% (phased out over a three-year period
with respect to debt between parties that are “related”). For further de-
tails, see footnote (i).
A “Hybrid Entity Clause” is introduced with respect to income, profits
or gains derived through or from certain “fiscally transparent” entities.
The protocol can extend treaty relief to income earned through certain
“fiscally transparent” entities, such as limited liability corporations and
certain other hybrid entities. The protocol may also deny treaty benefits
with respect to income derived through or from certain “fiscally trans-
parent” entities.
The protocol provides that the existing limitation on benefits (LOB)
provisions, which are currently applicable for US tax purposes only,
will also become operative for Canadian tax purposes. The comprehen-
sive LOB article, designed to counter “treaty shopping” abuses, is a
significant development in the Canadian tax landscape and could oper-
ate to deny treaty benefits in many situations in which treaty entitlement
had never come under question, including situations in which treaty
shopping was not a consideration. Consequently, an analysis is required
in each case in which payments are made to an entity that may have
non-qualifying US or Canadian owners or owners that are residents of
other countries, including in certain circumstances, public companies.
The 0% rate applies to copyright royalties and similar payments with re-
spect to the production or reproduction of literary, dramatic, musical or
artistic works.
This treaty was signed on 21 November 2008, and entered into force on
10 July 2012.

.
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The 5% rate applies if, at the time the dividend is declared, the recipient
is a company holding directly or indirectly at least 10% of the voting
power of the payer. The 15% rate applies in all other cases.

This treaty was signed on 29 June 2009, and entered into force on
16 December 2010. The tax treaty applies to withholding taxes, effec-
tive from 1 January 2011 and to other taxes for tax years beginning on
and after 1 January 2011.

The 5% rate applies if, at the time the dividend is declared, the recipient
is a company holding directly or indirectly at least 25% of the capital
of the payer. The 15% rate applies in all other cases.

The 0% rate applies to copyright royalties and similar payments with
respect to the production or reproduction of cultural or artistic works
(excluding royalties with respect to motion picture films and royalties
with respect to works on film or videotape or other means of reproduc-
tion for use in connection with television broadcasting).

This treaty was signed on 25 March 2010, but it is not yet in force.
The 5% rate applies if the recipient of the dividends is a company that
owns directly at least 25% of the shares, or controls directly or indi-
rectly 25% of the voting power, of the payer.

A protocol to the tax treaty between Canada and Switzerland entered
into force on 19 December 2011. It provides that interest payments
made to a beneficiary in the other contracting state are not subject to
withholding tax if the beneficiary is not related to the payer.

These are the withholding tax rates under a tax treaty between Canada
and Turkey, which was signed on 14 July 2009, and entered into force
on 4 May 2011. The tax treaty applies to withholding taxes, effective
from 1 January 2012, and to other taxes for tax years beginning on or
after 1 January 2012.

The 15% rate applies if the beneficial owner of the dividends is a com-
pany that owns at least 10% of the voting power in the payer of the
dividends.

The 0% rate applies to royalties pertaining to certain cultural works.
The last paragraph of the royalties article contains a most-favored nation
clause in favor of Canada.

The 5% rate applies if the beneficial owner of the dividends is a corpo-
ration that holds directly at least 10% of the voting power of the payer.
The 10% rate applies if the dividends are paid by a nonresident-owned
investment corporation that is a resident of Canada to a beneficial owner
that is a company (other than a partnership) resident in Luxembourg
and that holds directly or indirectly at least 25% of the capital of the
company paying the dividends. The 15% rate applies in all other cases.
Tax treaty negotiations with the government of the Hong Kong Special
Administrative Region (SAR) of China began on 27 June 2011.
Negotiations to update the Canada-United Kingdom tax treaty began
on 1 October 2011.

These are the rates under a new tax treaty between Canada and Poland,
which entered into force on 30 October 2013.

These are the rates under a new tax treaty between Canada and New
Zealand, which entered into force on 31 October 2013.

A new tax treaty between Canada and Serbia was signed on 27 April
2012, but it has not yet been ratified. Under the new treaty, the follow-
ing will be the withholding tax rates:

* Dividends: 15% and 5%

* Interest: 10% and 0%

* Royalties: 10%

The 5% rate applies to dividends if the beneficial owner of the dividends
is a company that controls at least 10% of the voting power in the payer.
A 15% rate applies to other dividends.

Interest on certain government or government-assisted debt is exempt
from withholding tax.

The general withholding tax rate for royalties is 10%. The 5% rate ap-
plies to certain royalties pertaining to computer software and informa-
tion concerning industrial, commercial or scientific experience. The
withholding tax rate is 0% for copyright royalties and for similar pay-
ments with respect to literary, dramatic or artistic works.

This treaty entered into force on 29 October 2013.

The withholding tax rate for dividends is 5% if the beneficial owner of
the dividends is a company that holds directly at least 10% of the capi-
tal of the company paying the dividends. A 15% rate applies to divi-
dends in all other cases.

The withholding tax rate is 5% for copyright royalties and other similar
payments with respect to literary, dramatic or artistic works and royalties
for right-to-use patents or know-how. A 10% rate applies to royalties in
all other cases.



231

Cayman Islands

ey.com/GlobalTaxGuides
ey.com/TaxGuidesApp

Grand Cayman GMT -5
EY +1 (345) 949-8444
Mail address: Fax: +1 (345) 949-8529

P.O. Box 510GT

62 Forum Lane

Grand Cayman KY1-1106
Cayman Islands

Street address:

62 Forum Lane

Camana Bay

Grand Cayman KY1-1106
Cayman lIslands

International Tax Services — Core

Jeffrey Short +1 (345) 949-8444
Email: jeffrey.short@ky.ey.com
Chris Larkin +1(345) 949-8919

Email: chris.larkin@ky.ey.com

A. At a glance

Corporate Income Tax Rate (%)
Capital Gains Tax Rate (%)
Branch Tax Rate (%)
Withholding Tax (%)
Dividends
Interest
Royalties from Patents, Know-how, etc.
Branch Remittance Tax
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B. Taxes on corporate income and gains

The Cayman Islands does not impose taxes on income, profits,
wealth or capital gains.

C. Corporate license fees

Ordinary resident company. An ordinary resident company may
transact foreign and domestic business from within the Cayman
Islands. A Trade and Business License is required if business is
to be conducted within the Cayman Islands unless the business is
exempted (see Section D). If Caymanians or persons with Cayman
status do not own at least 60% of the issued share capital, hold
60% of board positions or otherwise control such a company, the
company must also obtain a Local Companies (Control) Law
License before it can do business in the Cayman Islands, unless
the business is exempt from this requirement.

Incorporation fees range from a minimum of KYD300 to a
maximum of KYD500. Annual fees range from a minimum of
KYD300 to a maximum of KYD500. The fees are based on
authorized capital.
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Ordinary nonresident company. An ordinary nonresident company
is similar to a resident company, but it is not permitted to conduct
business within the Cayman Islands. However, it may transact
within the Islands all matters necessary to conduct its business
outside the Islands; for example, it can negotiate contracts or open
bank accounts.

Incorporation fees range from a minimum of KYDS575 to a
maximum of KYDS815. Annual fees range from a minimum of
KYD575 to a maximum of KYDS8I15. The fees are based on
authorized capital.

Exempted company. An exempted company is the most common
form of company used by the offshore investor. An exempted
company, similar to an ordinary nonresident company, may not
conduct business within the Cayman Islands, but may transact
from within the Islands all the matters necessary to conduct its
business outside the Islands. An exempted company has certain
advantages over an ordinary resident or nonresident company,
including the availability of a Tax Exemption Certificate, which
make the exempted company attractive to an offshore investor. A
Tax Exemption Certificate provides that no law enacted in the
Cayman Islands imposing any tax on income, profits, capital
gains or appreciations will apply to the exempted company and
that no such tax, estate duty or inheritance tax will be payable on
or with respect to the shares, debentures or other obligations (or
the income derived from such instruments) of the exempted com-
pany. The exemptions provided in the certificate are for a renew-
able 20-year period.

Incorporation fees range from a minimum of KYD700 to a
maximum of KYD2,568. Annual fees range from a minimum of
KYD700 to a maximum of KYD2,568. The minimum fee applies
to companies with authorized capital of up to KYD42,000; the
fee increases on a sliding scale for authorized capital in excess of
this amount until it reaches the maximum of KYD2,568, which
applies to companies with authorized capital exceeding
KYD1,640,000.

An exempted company, through its memorandum and articles of
association, may be established as a company limited by shares,
a company limited by guarantee or a limited duration company
(LDC). LDCs may be treated by the authorities of the United
States and other jurisdictions as partnerships for tax and other
purposes. An exempted company is classified as an LDC if its
corporate existence terminates on the happening of one or more
specified events and if it has a maximum life of 30 years. If a
company limited by shares has more than one share class, it may
be established on the basis that some of its classes will have lim-
ited liability and some will have unlimited liability. LDCs must
pay a fee of KYD200 on registration in addition to the regular
fees described above.

D. Miscellaneous matters

Foreign-exchange controls. The currency of the Cayman Islands is
the Cayman Islands dollar (KYD). The exchange rate of the US
dollar against the Cayman Islands dollar is fixed at USD1.2 =
KYDL.
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The Cayman Islands has no foreign-currency exchange control
regulations.

Business licenses. Unless exempted, every person or company
carrying on a trade or business must have an annual license for
each place where such trade or business is carried on. The amount
of the fee depends on the type and location of the business, as
well as on the number and type of employees.

Companies that engage in certain types of business, such as bank-
ing and insurance, may be required to be licensed or registered
under relevant laws. These laws may expressly eliminate the re-
quirement that a company obtain a Trade or Business License or
a Local Companies (Control) Law License.

The following are the annual license renewal fees payable by
insurance companies and banks registered in the Cayman Islands.

Insurance companies (KYD)

Class A (locally incorporated) 75,000
Class A (approved external insurer) 75,000
Class B (unrestricted) 8,500
Class B (restricted) 8,500

Banking and trust companies (KYD)
Class A (unrestricted) 1,000,000
Class A (restricted) 300,000 or 350,000
Class B (unrestricted) 60,000 to 100,000
Class B (restricted) 37,000 or 40,000

The fees for Class B banking and trust licenses depend on the
corporate structure of the relevant bank (the structures are branch-
es, subsidiaries and private/affiliated companies) and slightly high-
er fees may be payable on the application and grant of the license.
Restricted trust companies must pay an annual fee of KYD7,000
for a restricted trust license alone.

Mutual funds registered or licensed under the Mutual Funds Law

must pay an annual license fee of KYD3,500. Mutual fund admin-

istrators must pay the following license renewal fees:

« Restricted license: KYD7,000

* Unrestricted license: KYD30,000 or KYD35,000 (depending
on the number of funds under administration)

Company managers and corporate service providers licensed un
der the Companies Management Law must pay an annual license
fee. For managers, the annual license fee ranges from KYD750 to
KYD20,000 (depending on the number of companies under man-
agement), plus KYDI150 per managed company. For corporate
service providers, the annual license fee ranges from KYDS500 to
KYD10,000, plus KYD75 per company.

Stamp duties. Stamp duties are charged on transfers of real prop-
erty, leases, mortgages and the execution of various other doc-
uments within the Cayman Islands. Transfer duty is payable on
transfers of shares in Cayman Islands companies that hold real
property in the Cayman Islands, subject to certain exemptions.
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E. Tax treaties

As of June 2013, the Cayman Islands has entered into bilateral
tax information arrangements with Argentina, Aruba, Australia,
Brazil, Canada, China, Curagao, the Czech Republic, Denmark,
the Faroe Islands, Finland, France, Germany, Greenland, Guernsey,
Iceland, India, Ireland, Italy, Japan, Malta, Mexico, the Netherlands,
New Zealand, Norway, Portugal, Qatar, Sint Maarten, South
Africa, Sweden, the United Kingdom and the United States. It has
also agreed to share information under the unilateral mechanism
with Austria, Belgium, the Czech Republic, Germany, Japan,
Luxembourg, the Slovak Republic, South Africa and Switzerland.

The Cayman Islands has also entered into a double tax treaty with
the United Kingdom.
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A. At a glance
Corporate Income Tax Rate (%) 40 (a)
Capital Gains Tax Rate (%) 40 (b)
Branch Tax Rate (%) 40 (a)(c)
Withholding Tax (%)
Dividends 20 (d)(e)
Interest 20
Royalties from Patents, Know-how, etc. 25
Fees for Technical Services, Professional
Activities and All Other Services Paid Abroad 25 ()
Certain Payments to Resident Individuals 20 (g)
Rent under Leases Paid to Individuals 15/20 (h)
Branch Remittance Tax 20 (1)
Net Operating Losses (Years)
Carryback 0
Carryforward 3

(a) The minimum tax equals 1.5% of turnover. For further details, see Section B.

(b) In certain circumstances, the tax is deferred or reduced (see Section B).

(c) An optional final withholding tax is available for CIE Petroleum Contractors
and Subcontractors (foreign companies that have entered into subcontracts
with oil companies registered in Chad). The rate of this final withholding tax
is 12.5% of the net amount of the contract.

(d) This withholding tax also applies to directors’ allowances, nondeductible
expenses and adjustments or reinstatements following a tax reassessment.

(e) This withholding tax applies to residents and nonresidents.

(f)  This withholding tax applies to payments by Chadian resident companies to
nonresidents.

(2) This withholding tax applies to payments made to individuals in the self-
employed professions, trade intermediaries, door-to-door salespersons and
representatives of the law (attorneys, bailiffs and notaries).

(h) The withholding tax rate is 15% for payments made to residents and 20% for
payments made to nonresidents.

(i) The income subject to tax corresponds to a portion of the distributions made
by the head office company. This portion is determined by applying to the
distributed amount a percentage corresponding to the ratio of the profits real-
ized by the Chadian branch and the total head office profits.
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B. Taxes on corporate income and gains

Corporate income tax. Chadian companies are taxed on the terri-
toriality principle. As a result, Chadian companies carrying on a
trade or business outside Chad are not taxed in Chad on their
foreign-source profits. Chadian companies are those registered in
Chad, regardless of the nationalities of their shareholders or where
they are managed and controlled. Foreign companies with activi-
ties in Chad are subject to Chadian corporate tax on Chadian-
source profits.

Tax rates. Under the General Tax Code, the standard corporate
income tax rate applicable to all companies is a flat rate of 40%
of taxable income. Corporate income tax is calculated by applying
the tax rate to taxable income, which is based on income reported
in the audited financial statements.

Oil and gas contractors are subject to higher rates.

The minimum tax is paid on a monthly basis at a rate of 1.5% of
the turnover of the previous month. The payment must be made
by the 15th day of the month following the month of realization
of the turnover.

Sales made by wholesale dealers to individuals are subject to
withholding tax at a rate of 4%. Wholesale dealers must pay the
amount due to the tax authorities by the 15th day of the following
month. Purchases made by companies from individuals are also
subject to withholding tax at the same rate.

Profits realized in Chad by branches of foreign companies are
subject to a branch withholding tax of 20% levied on a percentage
of the distributions made by the branch, which corresponds to the
profits realized in Chad after corporate income tax.

Newly incorporated companies or new businesses conducted by
existing companies can be exempt from corporate income tax for
five years if they satisfy the following conditions:

* The newly incorporated company or new business must be cre-
ated after 1967 and must be operating in specific sectors, which
are the industry, mining, agriculture, forestry and real estate
sectors.

* The newly incorporated company or new business must demon-
strate a particular interest for Chad development.

» The newly incorporated company or new business must not
compete in any way with existing companies.

* The newly incorporated company must have a regular account-
ing conducted in Chad.

If the above-mentioned conditions are met, the application can be
submitted to the Ministry of Finance and Budget.

Capital gains. Capital gains are taxed at the regular corporate rate.
Capital gains include gains on the sale of real estate, corporate
shares and business assets. However, the tax can be deferred or
eliminated in the event of a merger under certain conditions.

For a business that is totally or partially transferred or discontin-
ued (such as through a liquidation or sale of the business), only
one-third of the net capital gains is taxed if the event occurs more
than five years after the beginning or purchase of the business,
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and only one-half of the gains is taxed if the event occurs within
the five years following the beginning or purchase of the business.

Administration. The fiscal year runs from 1 January to 31 December.

Companies must file income tax returns by 31 March of the year
following the fiscal year. Late returns are subject to a penalty of
1.5% per month, up to 50% of the tax due. An additional penalty
of 100% or 150% applies in case of bad faith or in case of fraud
discovered through a tax audit. Corporate income tax must be paid
by the deadline for filing tax returns. Late payments are subject
to a penalty of 2% per month of delay, excluding the application
of an additional penalty.

Dividends. Dividends paid to resident individuals in Chad are sub-
ject to a 20% withholding tax. Resident individuals must include
the gross dividend in taxable income, but they receive a corre-
sponding 20% tax credit to prevent double taxation. Dividends
received by resident companies are included in their taxable in-
come and are subject to corporate income tax at the regular rate
0f 40%. Dividends paid to nonresidents are subject to a final 20%
withholding tax.

The participation exemption regime may exempt up to 90% of
the dividends received from a 50%-owned subsidiary if the par-
ent company and the subsidiary have their registered offices in a
Central African Economic and Monetary Community (Commis-
sion de la Communauté Economique et Monétaire de I’ Afrique
Centrale, or CEMAC) member state. The CEMAC member states
are Cameroon, Central African Republic, Chad, Congo (Republic
of), Equatorial Guinea and Gabon.

Foreign tax relief. In general, foreign tax credits are not allowed.
The income of residents and nonresidents subject to foreign tax
that is not exempt from Chadian tax under the territoriality prin-
ciple is taxable, net of the foreign tax.

C. Determination of trading income

General. Taxable income is based on financial statements prepar-
ed according to generally accepted accounting principles and the
Organization for the Harmonization of Business Law in Africa
(COrganisation pour 1’Harmonisation en Afrique du Droit des
Affaires, or OHADA) standard statements.

Business expenses are generally deductible unless specifically
excluded by law. Expenses that are not deductible include the fol-
lowing:

» Head office overhead, research costs, and technical, financial and
administrative assistance fees paid to nonresidents that exceed
10% of taxable profits before their deduction. This limitation
does not apply to technical assistance fees related to the assem-
bly of a factory, which are deductible in their entire amount.

 Rent expenses for movable equipment paid to a shareholder that
manages the company in fact or by right and holds, directly or
indirectly, more than 10% of the capital.

« Interest paid to shareholders in excess of the central bank an-
nual rate plus two points.
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» Commissions and brokerage fees for services on behalf of com-
panies located in Chad that exceed 5% of purchased imports and
sales of exports.

* Amounts set aside for self-insurance.

* Certain specific charges (such as contributions other than those
for retirement paid to a foreign social security organization,
which are deductible up to 15%, and health insurance premiums
paid to companies located abroad), gifts, subsidies and penal-
ties (to some extent).

 Expenses paid to local suppliers without reference to a Chadian
tax identification number.

* Disallowed expenses, such as personal expenses, family expens-
es, nonbusiness-related expenses, provisions for redundancy for
economic purposes and for self-insurance and unsupported
expenses.

Inventories. Inventory is normally valued at the acquisition cost
or at the lower of cost or market value. Cost must be determined
on a weighted-average cost-price method. The first-in, first-out
(FIFO) method is also generally acceptable.

Provisions. In determining accounting profit, companies must
establish certain provisions, such as a provision for a risk of loss
or for certain expenses. These provisions are normally deductible
for tax purposes if they provide for clearly specified losses or
expenses that are probably going to occur and if they appear in the
financial statements and in a specific statement in the tax return.

Insurance companies may deduct technical provisions provided
by the Conférence Interafricaine des Marchés d’ Assurance (CIMA)
Code to the extent that the General Tax Code does not contain any
limitation for such deduction.

Credit institutions may deduct provision for bad debts. Such de-
duction is limited to 25% for the first year, 50% for the second
year and 25% for the third year, if the concerned debt is not cov-
ered by a guarantee. If the bad debt is covered by a real guarantee,
the deductibility is limited to 15% for the first year, 30% for the
second year, 30% for the third year and 25% for the fourth year.

Capital allowances. Land and intangible assets, such as goodwill,
are not depreciable for tax purposes. Other fixed assets may be
depreciated using the straight-line method at rates specified by the
tax law. Accordingly, if the rates used for accounting purposes are
greater than the prescribed rates, the excess is disallowed for tax
purposes.

Relief for tax losses. Losses may be carried forward for three
years. However, losses attributable to depreciation may be carried
forward indefinitely. Losses may not be carried back.

Groups of companies. The Chadian tax law does not provide for
the fiscal integration of Chadian companies equivalent to a con-
solidated filing position.

D. Other significant taxes

The following table summarizes other significant taxes.
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Nature of tax Rate (%)

Value-added tax, on transactions carried out in
Chad; certain transactions are exempt

Standard rate 18
Exports 0
Business license; rate varies depending on
the amount of turnover Various
Registration duties, on transfers of real property
or businesses 3to 15

Social security contributions on an employee’s
annual gross salary, limited to XAF6 million

Family allowances, paid by employer 7.5
Old age, disability and survivor’s pension; paid by
Employer 5
Employee 3.5
For job-related accidents; paid by employer 4
Inclusive tax; on gross salary and effective
value of benefits in kind; paid by employer 7.2
Training tax; on gross salary and effective
value of benefits in kind; paid by employer 1.2

E. Foreign-exchange controls

Exchange-control regulations exist in Chad for financial trans-
fers outside the franc zone, which is the monetary zone including
France and its former overseas colonies. A CEMAC rule (No. 0200/
CEMAC/UMAC/CM, dated 29 April 2000) applies to all of the
CEMAC countries.

F. Treaty withholding tax rates

Chad has a limited tax treaty network. Chad has only entered into
the CEMAC multilateral tax treaty, dated 13 December 1966.
Under this treaty, the following are the withholding tax rates.

Dividends Interest Royalties
% % %
Cameroon 20 (a) 20 (a) —(b)
Central African
Republic 20 (a) 20 (a) —(b)
Congo (Republic of) 20 (a) 20 (a) —(b)
Equatorial Guinea 20 (a) 20 (a) —(b)
Gabon 20 (a) 20 (a) —(b)
Non-treaty countries 20 20 25

(a) Payments from a Chadian source are subject to withholding tax under Chadian
domestic tax law.

(b) Withholding tax is not levied. The income is subject to tax in the state of the
recipient.
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A. At a glance

Corporate Income Tax Rate (%) 20
Capital Gains Tax Rate (%) 20/35 (a)
Branch Tax Rate (%) 20
Withholding Tax (%)

Dividends 35 (b)(c)
Interest 35 (b)(d)
Royalties from Patents, Trademarks,

Formulas and Similar Items 0/15/20/30 (b)(e)
Technical Services 15/20 (f)
Other Fees and Compensation for

Services Rendered Abroad 35 (b)
Branch Remittance Tax 35 (g)

Net Operating Losses (Years) (h)

Carryback Unlimited

Carryforward Unlimited
(a) See Section B.

(b)
(©)

(d)

(©

The tax applies to payments to nonresidents.

The 35% tax is applied to the amount of the grossed-up dividend. A credit

equal to the corporate tax paid is available.

A reduced rate of 4% applies to certain interest payments including, but not

limited to, interest paid on loans granted by foreign banks, insurance compa-

nies, financial institutions, and interest paid with respect to import opera-

tions.

No withholding tax is imposed on payments related to standard software if

certain requirements are met. A reduced withholding tax rate of 15% applies

to payments with respect to the following:

+ Invention patents

* Models

* Industrial drawings and designs

+ Layout sketches or layouts of integrated circuits

» New vegetable patents

+ Use or exploitation of computer programs (software)

The reduced tax rate does not apply to payments made to related entities or

to companies resident in countries included in a list prepared by the Chilean

Ministry of Finance containing the territories considered to be tax havens. As

a result, the withholding tax rate for such payments is 30%. Two companies

are considered to be related if one of the following conditions is satisfied:

+ Either company owns 10% or more of the other company’s capital.

+ Either company participates in 10% or more of the other company’s reve-
nues.

* A shareholder or owner owns 10% or more of each company or participates
in 10% or more of its revenue.
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A reduced withholding tax rate of 20% applies to payments for television
broadcasting and cinematographic materials.

(f) A 15% rate applies to payments for engineering, technical assistance, profes-
sional and other technical services rendered in Chile or abroad. However, if
the parties are related (see footnote [f] above) or if the payments are being
made to a company domiciled in a country included in the tax-haven list (see
footnote [e] above), the withholding tax rate is 20%.

(g) The 35% tax is applied to the grossed-up branch remittance. A credit is avail-
able for the corporate tax paid at the branch level.

(h) See Section C.

B. Taxes on corporate income and gains

Corporate income tax. Chilean resident corporations and branches
of foreign entities are subject to income tax on their worldwide in-
come. A resident corporation is one that is incorporated in Chile.
The corporate income tax is applied to accrued net income, with
the exception of foreign-source income, which is computed on a
cash basis.

Rates of corporate tax. The corporate income tax rate is 20%.
Income derived from activities developed in certain regions of
Chile (the extreme north and south) is exempt from corporate in-
come tax.

The corporate income tax serves as a credit against the tax appli-
cable to the distribution of profits to nonresident partners or
shareholders, or to resident individual partners or shareholders.
Dividends or profit distributions between resident entities are not
subject to tax.

Mining tax. A special tax on mining activities is imposed on indi-
viduals or legal entities that extract minerals subject to conces-
sion and sell these minerals in any state of production. The tax is
imposed at progressive rates ranging from 0% to 14%, depending
on the amount of the sales. The tax base is corporate income with
certain adjustments.

Sales made by related mining entities are attributed to the tax-
payer for purposes of determining the tax rate.

The mining tax is imposed in addition to the income tax. How-
ever, the mining tax may be deducted as an expense for income
tax purposes for the year in which the tax is due.

Chilean Holding Company regime. Under the Chilean Holding
Company (CHC) regime, a participation exemption is granted
with respect to dividends distributed by the CHC’s foreign sub-
sidiaries or capital gains derived by the CHC from the disposal of
such entities. To apply for the regime, the requirements contained
in Article 41 D of the Income Tax Law must be met.

Capital gains. Capital gains derived by foreign investors are taxed
at the regular 35% corporate rate if the capital gains relate to the
disposal of shares or quotas in Chilean entities. A capital gain can
be subject to corporate tax of 20% as a sole tax if the following
conditions are satisfied:

* The shares or quotas were owned for at least one year.

* The seller is not habitually engaged in the sale of shares.

* The parties to the transaction are not related.

If any of these conditions is not met, the 35% general rate applies
to the amount of the capital gain.
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Sales of shares of companies listed on the stock exchange are
exempt from income tax under certain conditions. Under certain
double tax treaties, the tax rate on capital gains may be reduced
to 17% or 16%.

Indirect transfers of Chilean shares are subject to capital gains tax

at a rate of 35% if either of the following circumstances exists:

¢ Chilean assets represent more than 20% of the foreign company
that is transferred.

¢ The value of the Chilean assets is greater than USD200 million.

The above measure may also apply if a tax haven resident entity
is transferred. Limitations apply to the measure if the indirect
transfer is made within a group reorganization process and if no
capital gains are triggered.

Administration. All accounting periods in Chile must end on
31 December. Income taxes must be paid during the month of
April.

Provisional monthly payments on account of final annual income
tax are due on the 12th day of each month.

Foreign tax relief. A foreign tax credit may be claimed up to a
limit of 20% or 30% of the foreign-source income, depending on
the nature of the income and the existence of a double tax treaty.

C. Determination of trading income

General. Taxable income, determined in accordance with gener-
ally accepted accounting principles, includes all profits, with the
exception of specified items that are not considered income for
tax purposes.

In general, all necessary expenses for producing income, sustained
and justified, may be deducted to determine taxable income. How-
ever, expenses related to automobiles are not deductible.

Inventories. For inventory valuation, the first-in, first-out (FIFO)
method and the weighted-average cost method are accepted by
law. A corresponding monetary correction must be added to cost.

Monetary correction. The Income Tax Law contains monetary
adjustment rules. These rules, known as monetary correction,
require taxpayers to revalue certain assets and liabilities annually
based on the changes reflected in the consumer price index (CPI)
and in foreign-exchange rates. The different indices that are used
to adjust assets and liabilities may result in taxable profits or
losses.

The following adjustments must be made for monetary correc-

tion purposes:

* The initial net value of fixed tangible assets is restated based on
the change in the CPI, which is fixed monthly by the National
Statistical Service. Depreciation is computed on the value of
the assets after restatement.

* Inventories existing at the balance-sheet date are restated to
their replacement cost.

* Credits, rights and liabilities that are in a foreign currency or
linked to price indices are adjusted based on the change in the
foreign-exchange rate or the relevant index. Investments in for-
eign entities are treated as foreign-currency denominated assets.
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Depreciation. Depreciation must be calculated using the straight-
line method. The tax authority has established the following
normal periods of depreciation.

Manufacturing industry and trade Years
Machinery 15
Heavy tools 8
Light tools 3
General installations 10
Trucks 7
Cars, pickups, station wagons and buses 7
Computers, computer systems, peripherals

and similar items 6
Building and mining industries Years
Solid buildings 80
Semisolid buildings 20 to 50
Buildings of light materials 10
Bulldozers, tractors, Caterpillars and other machines

employed in heavy construction 8
Drilling equipment, internal combustion engines,

soldering equipment and similar equipment 6
Machines employed in mining activities (general rate) 9

Annual depreciation rates must be applied after the revaluation of
fixed assets according to the rules of monetary correction (see
Monetary correction). Accelerated depreciation may be applied
to new or imported fixed assets and to imported fixed assets with
normal useful lives of three years or more. The accelerated meth-
od allows the calculation of depreciation based on a useful life for
an asset equivalent to one-third of the normal useful life establish-
ed by the Chilean tax authorities. However, accelerated deprecia-
tion may be used only in determining trading income for corporate
tax purposes. The difference between normal and accelerated
depreciation must be recaptured on the payment of dividends and
profit distributions to nonresident shareholders or partners or to
resident individual shareholders or partners for purposes of calcu-
lating withholding and personal income taxes.

Relief for losses. Losses must first be carried back to offset undis-
tributed profits of prior years and then may be carried forward
without a time limit. If a qualified change of ownership occurs,
accumulated tax losses may not be deducted from income gener-
ated after the ownership change.

D. Value-added tax

Value-added tax (VAT) applies to sales and other transactions
regarding tangible personal property, as well as to payments for
certain services. It also applies to certain real estate transactions.
The general tax rate is 19%. VAT is imposed under a credit-debit
system.

E. Miscellaneous matters

Foreign-exchange controls. The Central Bank of Chile must be
informed of all transactions exceeding USD10,000. Other annual
information requirements are imposed.
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Transfer pricing. Changes to the transfer-pricing regulations are
designed to conform the Chilean rules to the Organisation for
Economic Co-operation and Development (OECD) guidelines and
to introduce tax filing obligations.

Acceptable transfer-pricing methods include the following:
» Comparable uncontrolled price

* Resale price

* Cost plus

* Profit split

* Transactional net margin

Any other method may be used if none of the above methods
applies to the transaction. The most suitable method should be
used, taking into account the facts and circumstances of each
related-party transaction.

Taxpayers must file an annual sworn statement identifying related-
party transactions and transfer-pricing methods, and providing
other information requested by the Chilean Internal Revenue
Service through regulations. In addition, taxpayers must keep all
relevant information supporting compliance with the transfer-
pricing rules.

Debt-to-equity rules. In general, Chile does not impose debt-to-
equity requirements. However, indebtedness of local companies
resulting from loans or financing granted by related parties
abroad and indebtedness secured with cash (or values represen-
tative of cash obligations) provided by related parties is limited to
a 3:1 debt-to-equity ratio if the interest derived from those loans
is subject to a 4% withholding tax rate (see footnote [e] to Section
A). Interest payments in excess of this ratio are subject to an addi-
tional 31% tax that should be borne by the debtor. Interest pay-
ments abroad in excess of the ratio are subject to a total tax burden
of 35%.

F. Treaty withholding tax rates

The table below lists the withholding tax rates under the Chilean
treaties in force. All of these treaties are based on the OECD model
convention. The Chile-Argentina treaty has been denounced and
is no longer in force as of 1 January 2013.

Patent and
know-how
Dividends Interest (f) royalties
% % %
Australia 15 (a) 4/15 (b) 5/10 (c)
Belgium 15 (a) 4/15 (b) 5/10 (c)
Brazil 10/15 (a) 4/15 15
Canada 10/15 (a) 4/15 (b) 15 (¢)
Colombia 0/7 (a) 4/15 10 (¢)
Croatia 5/15 (a) 4/15 5/10
Denmark 5/15 (a) 4/15 (b) 5/15 (c)
Ecuador 5/15 (a) 4/15 (b) 10/15 (c)
France 15 (a) 4/15 5/10
Ireland 5/15 (a) 4/15 (b) 5/10 (c)
Korea (South) 5/10 (a)  4/10/15 (b) 5/15 (¢)
Malaysia 5/15 (a) 4/15 (b) 10

Mexico 5/10 (a) 4/15 (b) 15 (¢)
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Patent and
know-how
Dividends Interest (f) royalties
% % %
New Zealand 15 (a)  4/10/15 (b) 10 (c)
Norway 5/15 (a) 4/15 (b) 5/15 (c)
Paraguay 10 (a)  4/10/15 (b) 15 (¢)
Peru 10/15 (a) 4/15 15 (c)
Poland 5/15 (a) 4/15 (b) 5/15 (c)
Portugal 10/15 (a)  4/10/15 (b) 5/10
Russian Federation 5/10 (a) 4/15 (b) 5/10
Spain 5/10 (a) 4/15 (b) 5/10 (c)
Sweden 5/10 (a) 4/15 5/10
Thailand 10 (a)  4/10/15 10/15
United Kingdom 5/15 (a) 3/15 (b) 5/10 (c)
Switzerland 15 (a) 4/15 (b) 5/10 (¢)
Non-treaty countries 35 (e) 4/35 (d)(f) 15/30 (g)

(@)

(b)
(©

(d)

(©

(9]

With respect to Chile, the treaty withholding tax rates for dividends do not

apply to the 35% withholding tax applicable under domestic law as long as

the corporate tax is creditable against the withholding tax.

These treaties have a most-favored nation (MFN) clause with respect to interest.

These treaties have a most favored clause with respect to royalties. In the case

of the Peru treaty, the clause applies after a five-year period beginning on the

effective date of the Chile-Peru treaty.

From a Chilean standpoint, the Chile-Argentina treaty no longer applies as of

1 January 2013. Consequently, any payment made on or after that date is taxed

under local law (that is, the non-treaty country rates apply).

For dividends paid from Chile, the withholding tax rate is 35% of the grossed-

up dividend less a credit for the corporate tax paid (at the existing rate).

Under Chilean domestic law, a reduced 4% tax rate applies to the following

interest payments:

« Interest paid on loans granted by foreign banks, financial institutions and
insurance companies

* Interest paid on bonds

« Interest paid with respect to import operations

The withholding tax rate is reduced to 15% for payments with respect to the

following:

« Invention patents

* Models

* Industrial drawings and designs

+ Layout sketches or layouts of integrated circuits

* New vegetable patents

* The use or exploitation of computer programs (software)

The reduced tax rate does not apply to payments made to related parties or to

companies resident in countries included in a list prepared by the Chilean

Ministry of Finance containing the territories that are considered to be tax

havens. The withholding tax rate for such payments is 30%.

Chile has signed tax treaties with Austria, South Africa and the
United States, which are awaiting ratification by the Chilean
Congress.
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This chapter refers only to the taxation of entities under the tax laws of
Mainland China. The tax laws in the Special Administrative Regions
(SARs) of Hong Kong and Macau and in Taiwan are separate sets of rules
that are completely distinct from those in Mainland China. For information
concerning the tax laws in Hong Kong, Macau and Taiwan, see the chap-
ters concerning such jurisdictions in this guide.

Effective from 1 January 2008, a unified China Enterprise Income Tax Law
applies to both domestic enterprises and business operations with foreign
investment. The unified law replaces the previous Enterprise Income Tax
Law (applicable to domestic enterprises) and Foreign Investment Enter-
prise and Foreign Enterprise Income Tax Law (applicable to business
operations with foreign investment). Under the unified law, differences no
longer exist between the taxation of domestic-owned enterprises and the
taxation of foreign-owned enterprises.

A. At a glance

Corporate Income Tax Rate (%) 25
Capital Gains Tax Rate (%) 25 (a)
Branch Tax Rate (%) 25

Withholding Tax (%) (b)

Dividends 10

Interest 10

Royalties from Patents, Know-how, etc. 10

Branch Remittance Tax 0
Net Operating Losses (Years)

Carryback 0

Carryforward 5

(a) Capital gains derived by foreign enterprises from disposals of interests in
foreign investment enterprises are subject to a final withholding tax of 10%
instead of income tax. This rate may be reduced by applicable tax treaties.

(b) The statutory rate is 20%, which is reduced to 10% by the Enterprise Income
Tax Law Implementation Regulations.

B. Taxes on corporate income and gains

Corporate income tax. On 16 March 2007, China enacted the new
China Enterprise Income Tax Law (the New Law), which took
effect on 1 January 2008. Before the enactment of the New Law,
two separate tax laws, one for domestic enterprises and the other
for foreign-owned business operations, including foreign invest-
ment enterprises (FIEs) and foreign enterprises, were in effect for
more than 15 years. The New Law applies to all business opera-
tions regardless of their ownership, except for sole proprietor-
ships and partnerships to which the individual income tax law
applies. FIEs that were incorporated (that is, obtained their busi-
ness license) before 16 March 2007 are entitled to a five-year
transitional period beginning 1 January 2008. During this transi-
tional period, entitlement to tax incentives under the prior tax law
can be grandfathered.

Corporate residents of China are taxed on their worldwide in-
come, including income from business operations, investment and
other sources. A foreign tax credit is allowed for income taxes
paid in other countries. This credit is capped at the China income
tax payable on the same income calculated under the New Law.

In general, a company is regarded as tax resident in China if it is
incorporated in China or effectively managed in China. “Effective
management” is defined as overall management and control over
the production, business, personnel, accounting, and assets of a
company.
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Nonresident companies are taxed on China-source income only.
However, if the nonresident company has an establishment in
China, non-China source income effectively connected with the
China establishment is also taxed.

The term “establishment” is broadly defined to include the fol-

lowing:

* A place of management

* A branch

* An office

* A factory

* A workshop

* A mine or an oil and gas well or any other place of extraction
of natural resources

* A building site

* A construction, assembly, installation or exploration project

* A place for the provision of labor services

* Business agents

Rates of corporate tax. The statutory rate of enterprise income tax
is 25%, effective from 1 January 2008. The withholding tax rate
on passive income (including dividends, interest, royalties and
capital gains) of non-China tax residents is 10%.

A reduced tax rate applies to the following enterprises, subject to

the satisfaction of certain conditions:

* 20% for small and less-profitable enterprises

* 15% for High and New Technology Enterprises

* 15% for Technologically Advanced Service Companies in select
cities (from 2009 to 2018)

* 15% for qualifying integrated circuit production enterprises

* 10% for key software enterprises, key animation and comics
enterprises and integrated circuit designing enterprises

* 15% for western region enterprises and enterprises in Ganzhou
in Jiangxi Province engaging in and deriving 70% of their total
income from certain encouraged industries as stipulated in a
new western region catalog (from 2011 to 2020)

* 15% for qualifying enterprises registered in Qianhai Shenzhen-
Hong Kong Modern Service Industry Cooperation Zone and
Zhuhai Hengqin New Area

Tax incentives. A five-year tax holiday (exemption for the first
two years and 50% reduction for the next three years) is granted
to newly established and qualified High and New Technology
Enterprises that are incorporated after 1 January 2008 and that
are located in the Shanghai Pudong New Area or one of the five
Special Economic Zones (SEZs), which are Hainan Province,
Shantou, Shenzhen and Zhuhai in Guangdong Province, and
Xiamen in Fujian Province. A five-year tax holiday also applies to
qualifying software enterprises, animation and comics enterpris-
es, integrated circuit designing enterprises and integrated circuit
production enterprises. For qualified integrated circuit production
enterprises, the tax holiday can be extended to 10 years (exemp-
tion for the first five years and 50% reduction for the next five
years) under certain conditions. To enjoy the tax holidays describ-
ed in the two preceding sentences, the qualifying software enter-
prises, animation and comics enterprises, and integrated circuit
enterprises must make profits by the end of 2017.
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During the period from 2010 to 2020, certain specified industries
in selected areas of Xinjiang, such as agriculture and forestry,
irrigation, coal production and related industries, electricity, new
energy, oil and gas, production of certain metals and related indus-
tries, petrochemical, pharmaceutical, transportation, modern lo-
gistics, environmental protection and resources conservation, can
also benefit from a five-year tax holiday based on the statutory
rate of 25%. A five-year exemption applies to qualifying enter-
prises located in the Kashi and Huoerguosi Special Economic
Development Zones of Xinjiang.

Other tax incentives are available to enterprises engaged in indus-

tries, projects, or activities encouraged by national policies. The

incentives granted to these encouraged industries, projects and
activities typically include the following:

* Income from agriculture, forestry, animal husbandry and fish-
ery projects is eligible for a full tax exemption or 50% reduc-
tion of tax, depending on the type of projects.

* Income from infrastructure projects is eligible for a full tax
exemption for the first three years and 50% reduction of tax for
the next three years.

¢ Income from environmental protection or water or energy con-
servation projects is eligible for a full tax exemption for the first
three years and 50% reduction of tax for the following three
years.

* Income from technology transfer is eligible for a tax exemption
for the first CNYS million and a 50% reduction for the amount
over that threshold.

* 150% of qualified costs incurred for the research and develop-
ment of new technologies and products can be tax deductible.

* 200% of qualified wages for disabled people can be tax deduct-
ible.

» Venture capital companies investing in the equity of unlisted
small or medium-sized High and New Technology Companies
can use 70% of its investment cost to offset the taxable income
for the year in which the holding period reaches two years.

* Income derived from recycling business is eligible for a 10%
reduction in calculating taxable income.

* 10% of the cost incurred in purchasing environmental protec-
tion, water and energy saving or production safety equipment
can be credited against income tax payable for the year of the
purchase.

Capital gains and losses. In general, capital gains and losses are
treated in the same manner as other taxable income and losses,
and are taxed at the normal income tax rate of 25%. However,
China-source capital gains derived by nonresident enterprises,
such as gains from the disposal of an FIE, are subject to a 10%
withholding tax. In addition to income tax, real property gains tax
is imposed on gains derived from transfers of real properties (see
Section D).

Administration. The tax year in China is the calendar year.

An annual corporate income tax return, together with audited
financial statements issued by a certified public accountant reg-
istered in China and a set of annual reporting forms for related-
party transactions, is due within five months after the end of the
tax year. Enterprises must settle all outstanding tax liabilities
within the same period.
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In addition, enterprises must also file quarterly provisional corpo-
rate income tax returns within 15 days after the end of each quar-
ter, together with payments of provisional tax based on actual
profits. If an enterprise has difficulty in filing a provisional tax
return based on the actual quarterly profits, it may pay tax based
on estimated profits. The estimated profits are normally comput-
ed by reference to one-quarter of the enterprise’s actual taxable
profits for the preceding year. Otherwise, they are computed under
other methods approved by the tax bureau.

Late filing or late payment triggers a surcharge of 0.05% per day
and a discretionary penalty of 50% to 500% of the unpaid tax
liabilities. For adjustments made under anti-avoidance provisions,
such as adjustments with respect to transfer pricing, thin capital-
ization and controlled-foreign corporations (see Section E), an
interest charge is imposed on a daily basis, beginning on 1 June
of the year following the tax year to which the tax underpayment
is related and ending on the day the tax underpayment is settled.
This charge is based on the renminbi yuan (CNY) loan base rate
published by the People’s Bank of China (PBOC) plus 5%. If
related-party transaction annual reporting forms and other pre-
scribed documentation can be provided, the interest charge may
be reduced to an amount based only on the CNY loan-based rate
published by the PBOC.

Dividends. Profits of FIEs distributed as dividends are subject to
withholding tax at a rate of 10% (this rate may be reduced under
a tax treaty or arrangement) when remitted from China. The in-
vestor must obtain preapproval from the tax authorities respon-
sible for administering the relevant treaty reliefs. Dividends paid
between qualified resident companies may be exempted. For this
purpose, resident companies are qualified if one tax resident has
made a direct investment in the other tax resident. Dividends at-
tributable to publicly traded shares are also treated as tax-exempt
investment income if the holding period of the shares is longer
than 12 months.

Foreign tax relief. A tax credit is allowed for foreign income taxes
paid, or indirectly borne, by China resident enterprises, but the
credit is generally limited to the amount of China corporate
income tax payable on the foreign-source portion of an enter-
prise’s worldwide taxable income. A nonresident enterprise with
an establishment or place of business (generally referred to as a
permanent establishment [PE]) in China that derives foreign-
source income effectively connected to the PE can also claim a tax
credit for income taxes paid in foreign jurisdictions, but the
credit is limited to China corporate income tax payable on such
income. Excess foreign tax credits may be carried forward for a
period of five years. The tax credit limit mentioned above must be
calculated on a country-by-country basis. The tax credit limit for
each country is calculated by apportioning the total income tax on
worldwide taxable income through the application of an appor-
tionment ratio of the taxable income sourced in the relevant
country to worldwide taxable income.

C. Determination of trading income

General. Taxable income is defined as total revenue less the fol-
lowing:
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» Non-taxable income
* Tax-exempt income

* Allowable deductions
* Tax losses

No major differences exist between tax and accounting methods
for income computation purposes. Dividends, bonuses, interest,
royalties, rent and other income are included in taxable income.

In general, all necessary and reasonable expenses incurred in
carrying on a business are deductible for tax purposes. However,
specified limits apply to the deductibility of advertisement
expenses, entertainment expenses, union fees, employee welfare
costs, employee education expenses, commissions and handling
fees, supplementary pensions and supplementary medical insur-
ance. Charitable donations of up to 12% of the total annual profit
are deductible.

Management fees paid between enterprises, rental and royalty
fees paid between business units of an enterprise, and interest paid
between business units of non-bank enterprises are not deductible.
Interest paid on related-party borrowing that does not meet debt-
to-equity ratio rules (see Section E) may not be deductible. Other
nondeductible expenses include the following:

* Sponsorship expenses

* Dividends and returns on equity investments

* Income tax payments including penalties and surcharges

* Donations not fulfilling prescribed requirements

* Provisions not yet approved

* Other expenses not related to production or business operations

For an establishment in China of an enterprise that is not a resi-
dent for tax purposes, reasonable expenses allocated from the
overseas head office are deductible if these expenses are incurred
by the head office for the production or business operations of
such establishment and are supported by proper documents issued
by the head office.

Inventories. For tax purposes, the cost of inventories is determin-

ed in accordance with the following rules:

* The cost of inventories that are paid for in cash is the sum of
the purchase price and the related taxes and charges actually
paid.

* The cost of inventories that are not paid for in cash is determin-
ed based on the fair market value of the consideration and the
related taxes and charges actually paid.

* The cost of agricultural products generated from biological
assets (for example, animals or woods) is determined based on
the necessary raw material, labor and relevant overhead expen-
diture actually incurred.

Cost may be determined on a first-in, first-out (FIFO), weighted
average, or specific identification basis. The last-in, first-out
(LIFO) basis is not acceptable for tax purposes. The method cho-
sen must be applied consistently.

Provisions. Provisions that have not been approved by the tax
authorities are generally not deductible. These include various
provisions and allowances for asset impairment and risk reserves.
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Tax depreciation. Depreciation of tangible assets is generally com-
puted using the straight-line method. The following are minimum
useful lives for various assets.

Asset Years
Buildings and structures 20
Aircraft, trains, vessels, machinery, equipment

and other production plants 10
Appliances, tools, furniture and other assets

related to production and business operations 5
Means of transport other than aircraft, trains

and vessels 4
Electronic equipment 3
Productive biological assets in the nature of trees 10
Productive biological assets in the nature of livestock 3
Acquired software (subject to approval) 2

Accelerated depreciation is allowed with respect to certain fixed
assets subject to rapid technological obsolescence and fixed assets
exposed to constant shock and erosion.

Intangible assets, including technical know-how, patents and
trademarks, are amortized over the contractual term or over a
period of no less than 10 years if a time period is not specified.
Self-developed goodwill cannot be amortized or deducted.
Acquired goodwill is deductible only if the entire business is
transferred or liquidated.

Relief for losses. Tax losses may be carried forward for up to five
years. Carrybacks are not allowed.

Groups of companies. In general, consolidated returns of enter-
prises are not allowed, and all companies must file separate tax
returns, unless specifically approved by government authorities.
Tax resident enterprises in China must adopt combined filing for
units (branches and establishments without legal person status)
operating in different areas of China. On approval by the relevant
tax authorities, nonresident enterprises that have two or more
establishments in China may select a main establishment to file
a combined tax return.

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

Nature of tax Rate (%)
Value-added tax (VAT)
Standard rate 17

Rate on specified products (primarily
basic necessities), agricultural products
and utility services 13
VAT pilot arrangements; implemented nationwide,
effective from 1 August 2013; certain services
previously subject to Business Tax are now
subject to VAT under the pilot arrangements
Leasing of movable properties 17
Transportation services 11
Certain modern services (including R&D and
technology services, information technology
services, cultural and creative services, logistics
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Nature of tax Rate (%)
auxiliary services and authentication and
consulting services) 6

Other reduced rates (applicable to small
businesses or simplified VAT calculation
method) 3/4/6

(VAT previously paid on the purchase of raw
materials, parts and taxable services that are
used in the production of export goods or in
the provision of certain export services is
refundable; applicable refund rates depend on
types of goods or services that are exported.)
Consumption tax; on the production and
importation of certain luxury items, such as
cigarettes, gasoline, alcoholic beverages,
jewelry, cosmetics, motor vehicles, motor
vehicle tires, golf balls and equipment,

luxury watches and yachts Various
Business tax, on various types of services and
income not derived from production, including
transportation, construction, finance, insurance,
postal services, telecommunications,

cultural and sporting events, entertainment
establishments, hotels and restaurants, rentals,
advertising, tourism and the transfer of
intangible and immovable properties

General rates 3t05
Finance and insurance businesses 5
Entertainment establishments 5t020

Transfers of intangible and immovable
properties; transfers of technology, licensing
of software and transfers of equity interests

can be exempt from business tax 5
Real property gains tax; imposed on real
property transfers 30 to 60

City construction tax (CCT); based on
indirect taxes (including VAT, consumption
tax and business tax) actually paid
Taxpayers located in urban areas
Taxpayers located in county or township areas
Taxpayers located in rural areas
Education surcharge (ES); based on indirect
taxes (including VAT, consumption tax and
business tax) actually paid 3
Local education surcharge (LES); based on
indirect taxes (including VAT, consumption
tax and business tax) actually paid 2

— L

E. Miscellaneous matters

Foreign-exchange controls. In general, the Chinese government
permits the free convertibility of current account items of China
incorporated enterprises. Current account items are defined as
transactions occurring daily that involve international receipts
and payments. Current account foreign-exchange receipts and
payments include trading receipts and payments, service receipts
and payments, unilateral transfers and dividends paid from after-
tax profits.
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Recently, China has been relaxing its foreign-exchange controls
in phases by permitting settlement in renminbi yuans (CNY) for
cross-border trading transactions, including cross-border trades
in commodities, services and other current account items, on a
nationwide basis and then extending the CNY settlement to both
inbound and outbound investments. Remittances of dividends to
foreign investors and other items including income derived from
share transfers, capital reductions, liquidations and early with-
drawals of investments may be settled in renminbi yuans.

Remittances of dividends and profits. Remittances of after-tax
profits or dividends to foreign investors in FIEs must be supported
by written resolutions of the board of directors and by audited
financial statements, and may not be made until a tax clearance is
issued by the tax authorities.

Remittances of interest and principal. Interest payments on for-
eign loans are considered current account items. In general, after
receipt of tax clearance from the tax authorities, these payments
may be made through the enterprise’s special foreign-exchange
bank account or through designated foreign-exchange banks with
the approval of the State Administration for Foreign Exchange
(SAFE).

Since 13 May 2013, enterprises are not required to submit any
formal application to the SAFE for the approval of principal re-
payments. In general, the enterprise may repay the principal from
its special foreign-exchange bank account or through conversion
at designated foreign-exchange banks.

Remittances of royalties and fees. In general, after receipt of tax
clearance from the tax authorities, payments of royalties and fees
may be made either out of the enterprise’s special foreign-exchange
bank account or through currency conversion and payment at a
designated foreign-exchange bank. To enjoy treaty benefits with
respect to royalties, the investor must obtain pre-approval from the
in-charge tax authorities. Proper documentation (such as royalty
agreements, invoices and other tax and business documents) is
required for all payments of royalties and fees.

Alternative procedure for remittances. Instead of applying for tax
clearance for settling outbound payments mentioned above that
exceed USD50,000, effective from 1 September 2013, enterprises
can file a record with the responsible state tax authorities by sub-
mitting copies of contracts (stamped by the official seal) together
with registration forms.

Debt-to-equity requirements. For FIEs in China, the following
debt-to-equity ratios are applicable for the purpose of obtaining
foreign-currency loans from foreign parties (including foreign
related parties) and meeting corporate law requirements:

* For investment projects of up to USD3 million, the capital con-
tribution must equal or exceed 70% of the total investment.

« For investment projects of over USD3 million but not exceeding
USD10 million, the minimum capital requirement is 50% of the
total investment, but not less than USD2,100,000.

« For investment projects of over USD10 million but not exceed-
ing USD30 million, the minimum capital requirement is 40% of
the total investment, but not less than USDS5 million.
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* For investment projects in excess of USD30 million, the mini-
mum capital requirement is 33.3% of the total investment, but
not less than USD12 million.

The New Law provides for a separate set of debt-to-equity rules for
tax purposes. Subject to certain exceptions, in general, the debt-to-
equity ratio for financial institutions is 5:1 and the ratio for non-
financial institutions is 2:1. The interest expense on funds loaned
by arelated party that exceed the maximum debt calculated under
the debt-to-equity ratio is not deductible for tax purposes.

In addition, the deduction of expenses on a loan from an investor
may be limited if the investor has not yet paid up its committed
investment capital. The nondeductible interest expense is calcu-
lated by apportioning the total interest expenses based on the ratio
of the outstanding capital commitment to the total loan balance.

Transfer pricing. China has introduced transfer-pricing rules under
which all amounts paid or charged in business transactions be-
tween related parties must be determined based on an arm’s-length
standard. If the parties fail to meet this requirement, the tax bu-
reau may make reasonable adjustments by using one of the fol-
lowing methods:

» Comparable uncontrolled price (CUP)

* Resale price method (RPM)

* Cost-plus method (CPM)

¢ Transactional net margin method (TNMM)

* Profit split method (PSM)

* Other methods that are consistent with the arm’s-length principle

Enterprises must disclose related-party transactions in Related-
Party Transaction Forms, which should be submitted to the in-
charge tax bureau together with the annual tax return by the due
date for the annual return. The following related-party informa-
tion must be disclosed in the forms:

* Related-party relationships

* Sales and purchases

* Services

« Transfers of intangible assets and fixed assets

* Financing

* Outbound investments and payments

Enterprises with aggregate related-party transactions exceeding
one of the following thresholds must prepare contemporaneous
documentation on an entity level unless their transactions are
covered by an Advance Pricing Agreement (APA) or unless they
meet the “domestic transaction” exemption:

* CNY200 million of related-party purchase or sale transactions
* CNY40 million of other kinds of transactions such as intangi-

bles, services and interest from financing transactions

The contemporaneous documentation must be completed by
31 May of the year following the year in which the related-party
transactions took place and be provided to the tax authorities
within 20 days on request.

The New Law recognizes the concept of cost-sharing arrange-
ments for group procurement and group marketing activities.
Other types of service cost sharing are not currently entertained
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by the tax authorities. Entities that have executed a cost-sharing
agreement must prepare and preserve contemporaneous docu-
mentation regardless of the related-party transactions thresholds.

Taxpayers may apply for APAs in China.

Anti-avoidance rules. The general anti-avoidance rules apply to
transactions if the transactions may be considered to have been
undertaken or arranged primarily for other than bona fide pur-
poses and if the sole and dominant purpose for a company to
enter into such transactions was the obtaining of tax benefits.

Controlled foreign corporations. The New Law introduces controll-

ed foreign corporation (CFC) rules, which are designed to counter

income deferral strategies. A resident company that holds an inter-
estin a CFC incorporated in a jurisdiction with an effective tax rate
of lower than 12.5% may be taxed on its share of profits of the

CFC, regardless of whether a dividend has been declared. A non-

resident company is considered to be controlled by a China resi-

dent company if either of the following conditions is satisfied:

* The China resident company directly or indirectly holds 10% or
more of the voting shares in the nonresident company and jointly
holds an interest of 50% or more in the nonresident company.

* The China resident company exercises effective control over the
nonresident company by means of shares, capital, business oper-
ations, purchases and sales or other mechanisms.

China has issued a white list showing jurisdictions that are not
subject to CFC rules, including Australia, Canada, France, Ger-
many, India, Italy, Japan, New Zealand, Norway, South Africa,
the United Kingdom and the United States. The CFC rules do not
apply if one of the following conditions is satisfied:

* The CFC is located in one of the jurisdictions in the white list.
» The CFC carries out substantial and positive business activities.
» The CFC reports an annual profit of CNY5 million or less.

F. Treaty withholding tax rates

The following table provides Chinese withholding tax rates for
dividends, interest and royalties paid from Mainland China to
residents of various treaty countries and arrangement jurisdictions
(Hong Kong and Macau SARs). The rates reflect the lower of the
treaty rate and the rate under domestic law. The following table is
for general guidance only.

Dividends Interest Royalties
% % %
Albania 10 10 10
Algeria 5/10 (a) 7 10
Armenia 5/10 (a) 10 10
Australia 10 10 10

Austria 7/10 (d) 7/10 (h) 6/10 (i)
Azerbaijan 10 10 10
Babhrain (t) 5 10 10
Bangladesh 10 10 10
Barbados 5/10 (a) 10 10
Belarus 10 10 10
Belgium (p) 5/10 () 10 7
Brazil 10 10 10

Brunei Darussalam 5 10 10
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Bulgaria
Canada
Croatia

Cuba

Cyprus
Czechoslovakia (m)
Czech Republic
Denmark
Egypt
Estonia
Ethiopia
Finland
France
Georgia
Germany
Greece

Hong Kong SAR
Hungary
Iceland

India
Indonesia
Ireland

Iran

Israel

Italy

Jamaica
Japan
Kazakhstan
Korea (South)
Kuwait
Kyrgyzstan
Laos

Latvia ()
Lithuania
Luxembourg
Macau SAR
Macedonia
Malaysia
Malta
Mauritius
Mexico
Moldova
Mongolia
Morocco
Nepal
Netherlands (s)
New Zealand
Nigeria
Norway
Oman
Pakistan
Papua New Guinea
Philippines
Poland
Portugal

Dividends
%
10
10
5
5/10 (a)
10

10

5/10 (a)

5/10 (a)
8

5/10 (a)
5

5/10 (a)
10
0/5/10 ()
10
5/10 (a)
5/10 (a)
10
5/10 (a)
1

5

5/10 (a)

5/10 (a)

5/10 (a)

5/10 (a)
5

10
5/10 (a)
5

5
5/10 (a)
5

Interest
%
10
10
10

Royalties
%
7/10 (k)
10

10

7/10 ()
6/10 (i)

7/10 (j)
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Dividends Interest Royalties

% % %
Qatar 10 10 10
Romania 10 10 7
Russian Federation 10 10 10
Saudi Arabia 5 10 10
Seychelles 5 10 10
Singapore 5/10 (a) 7/10 (h) 6/10 (1)
Slovenia 5 10 10
South Africa 5 10 7/10 ()
Spain 10 10 6/10 (i)
Sri Lanka 10 10 10
Sudan 5 10 10
Sweden 5/10 (a) 10 7/10 (§)
Switzerland (u) 10 10 6/10 (i)
Syria 5/10 (a) 10 10
Tajikistan 5/10 (a) 8 8
Thailand 10 10 10
Trinidad and Tobago 5/10 (a) 10 10
Tunisia 8 10 5/10 (1)
Turkey 10 10 10
Turkmenistan 5/10 (a) 10 10
Ukraine 5/10 (a) 10 10
United Arab Emirates 7 7 10
United Kingdom (q) 5/10 (a) 10 6/10 (1)
United States 10 10 7/10 (§)
Uzbekistan 10 10 10
Venezuela 5/10 (b) 5/10 (g) 10
Vietnam 10 10 10
Yugoslavia (0) 5 10 10
Yugoslavia (former) (n) 10 10 10
Zambia 5 10 5
Non-treaty countries 10 10 10
(a) The 5% rate applies if the beneficial owner of the dividends is a company that

(b)

(c)

(d)

(©)

(8
(h)

holds directly at least 25% of the capital of the company paying the divi-
dends. The 10% rate applies to other dividends.

The 5% rate applies if the beneficial owner of the dividends is a company that
holds directly at least 10% of the capital of the company paying the divi-
dends. The 10% rate applies to other dividends.

The 5% rate applies if the beneficial owner of the dividends is a company that
holds directly at least 25% of the voting shares of the company paying the
dividends. The 10% rate applies to other dividends.

The 7% rate applies if the beneficial owner of the dividends is a company that
holds directly at least 25% of the voting shares of the company paying the
dividends. The 10% rate applies to other dividends.

The 0% rate applies if the beneficial owner of the dividends is a company that
holds directly or indirectly at least 50% of the capital of the company paying
the dividends and that has invested more than EUR2 million in the capital of
the company paying the dividends. The 5% rate applies if the beneficial
owner of the dividends is a company that holds directly or indirectly at least
10% of the capital of the company paying the dividends and that has invested
more than EUR100,000 in the capital of the company paying the dividends.
The 10% rate applies to other dividends.

The 5% rate applies if the beneficial owner of the dividends is a company
that, before the moment of the payment of the dividends, directly held for an
uninterrupted period of at least 12 months at least 25% of the capital of the
company paying the dividends. The 10% rate applies to other dividends.
The 5% rate applies to interest paid to banks. The 10% rate applies to other
interest payments.

The 7% rate applies to interest paid to banks or financial institutions. The
10% rate applies to other interest payments.

Payments for the use of industrial, commercial or scientific equipment are
taxed on the basis of 60% of the gross payments. Consequently, the effective
rate for such payments is 6%.
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)

(k)

)

(m)
(0)

()

(@)

®)
()
®
(w)

Payments for the use of industrial, commercial or scientific equipment are
taxed on the basis of 70% of the gross payments. Consequently, the effective
rate for such payments is 7%.

The 7% rate applies to royalties paid for the use of, or the right to use, in-
dustrial, commercial and scientific equipment. The 10% rate applies to other
royalties.

The 5% rate applies to royalties paid for technical or economic studies or for
technical assistance. The 10% rate applies to royalties paid for the use of, or
the right to use, copyrights of literary, artistic or scientific works including
cinematographic films, films or tapes for radio or television broadcasting,
patents, trademarks, designs or models, plans, or secret formulas or processes,
or for the use of, or the right to use, industrial, commercial or scientific
experience.

China is honoring the Czechoslovakia treaty with respect to the Slovak
Republic until a new treaty is signed.

After the partition of the former Yugoslavia, China is honoring the double tax
treaty with the former Yugoslavia with respect to Bosnia-Herzegovina.
China entered into a treaty with the Federal Republic of Yugoslavia. It has
been indicated that China considers Serbia to have inherited the Yugoslavia
treaty and that China is also honoring the treaty with respect to Montenegro.
However, it is suggested that taxpayers check with the relevant tax authorities
before relying on this treaty.

On 7 October 2009, China signed a new tax treaty with Belgium. The new
treaty was ratified on 29 December 2013 and is effective for income derived
on or after 1 January 2014. The withholding tax rates under the new treaty are
reflected in the table.

On 27 June 2011 and 27 February 2013, respectively, China signed a new tax
treaty and new protocol with the United Kingdom. The new treaty and proto-
col were ratified on 13 December 2013. In China, the new treaty is effective
with respect to profits, income and capital gains arising in tax years begin-
ning on or after 1 January 2014. In the United Kingdom, the new treaty is
effective with respect to income tax and capital gains tax for years of assess-
ment beginning on or after 6 April 2014 and with respect to corporation tax
for financial years beginning on or after 1 April 2014. The withholding tax
rates under the new treaty are reflected in the table.

On 24 August 2011, China signed a new protocol with Latvia, which has not
yet been ratified.

On 31 May 2013, China signed a new tax treaty with the Netherlands, which
has not yet been ratified.

On 16 September 2013, China signed a new protocol with Bahrain, which has
not yet been ratified.

On 25 September 2013, China signed a new tax treaty with Switzerland,
which has not yet been ratified.

China signed tax treaties with Uganda, Botswana and Ecuador on
11 January 2012, 11 April 2012 and 21 January 2013, respec-
tively, but these treaties have not yet been ratified.
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A. At a glance
Corporate Income Tax Rate (%) 25 (a)
Corporate Income Tax for Equality Rate (%) 9 (b)
Capital Gains Tax Rate (%) 10
Branch Tax Rate (%) 25
Withholding Tax (%)
Dividends 0/20/33 (c)
Interest 0/14/33 (d)
Royalties
Software 26.4
Other 33
Technical Services, Technical Assistance
and Consulting Services 10 (e)
Branch Remittance Tax 0/33
Net Operating Losses (Years)
Carryback 0
Carryforward Unlimited (f)

(@)
(b)

(©

(d)

()

Reduced and gradually increasing income tax rates exist (for details, see
Section B).

This tax applies to local corporate taxpayers required to file an income tax
return, which include branch offices and permanent establishments (PEs) of
foreign entities. For details, see Sections B and C.

Dividends paid to nonresidents are not subject to tax if the dividends are paid
out of profits that were taxed at the corporate level. If the dividends were not
taxed at the corporate level, dividends paid to nonresidents that are not attrib-
utable to a branch or PE are subject to withholding tax at the corporate income
tax rate of 33%. Dividends paid between domestic corporations are not sub-
ject to tax if the company generating the profits out of which the dividends
are paid is taxed on these profits in Colombia. Otherwise, the dividends are
included in the income tax return of the recipient of the dividends. A 20%
withholding tax is imposed on dividends paid to residents if the taxpayer is
required to file an income tax return.

Interest paid or accrued by Colombian residents to foreign entities on loans
with a term equaling or exceeding one year are subject to 14% withholding
tax; otherwise, the applicable rate is 33%. Interest paid by Colombian finan-
cial institutions and interest paid by Colombian residents to foreign entities
with respect to international trade operations are deemed to be foreign-source
income and are accordingly exempt from withholding tax. Certain qualified
loans executed before 31 December 2010 do not generate Colombian-source
income. As a result, interest on such loans is exempt from withholding tax.
This withholding tax applies to consulting services, technical services and
technical assistance services rendered in Colombia or from abroad by non-
residents that are not domiciled in Colombia.

Beginning with the 2007 fiscal year, tax losses may be carried forward without
limitation. Restrictions apply to the transfer of losses with respect to spin-offs
or mergers (for details, see Section C).

B. Taxes on corporate income and gains

Corporate income tax. National corporations are taxed on world-
wide income and capital gains. National corporations are corpo-
rations that have their principal domicile in Colombia or are
organized under Colombian law or that during the respective tax
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year or period have their effective place of management in
Colombia (holding board meetings in Colombia is not enough to
qualify as a national company).

Branches of foreign corporations and PEs are taxed on Colombian-
source income and capital gains only. Attribution is based on
domestic tax accounting records, which should be supported by
an analysis of functions, assets, risks and personnel.

Corporate income tax rates. The corporate income tax rate is 25%,
except for foreign companies receiving Colombian-source in-
come not attributable to a branch office or PE, which are subject
to an income tax rate of 33%. A special reduced corporate in-
come tax rate of 15% applies to legal entities qualified as
Industrial Users of Goods and/or Services in a free-trade zone.
Commercial Users in a free-trade zone are subject to the general
corporate income tax rate.

Reduced and gradually increasing income tax rates are available
for small businesses (as defined by Law 1429, December 2010)
beginning their activities on or after 1 January 2011 and register-
ing on or before 31 December 2014. Zero percent of the regular
corporate income tax rate applies for the first two years. The rate
increases by 25% of the regular corporate income tax rate for the
third through the fifth years, and the regular corporate income tax
rate of 25% applies from the sixth year.

Certain tax credits are available (see Foreign tax relief).

The income tax for equality (CREE) rate is 9%. CREE taxpayers
are exonerated from the National Learning Service (SENA) and
the Colombian Family Welfare Institute (ICBF) payroll contribu-
tions (up to 13.5% of the payroll tax base as of 2014) assessed on
salaries and days of rest, only for employees earning up to 10
minimum monthly wages. Nonprofit organizations and free-trade
zone users qualified on 31 December 2012, free-trade zone users
in special free-trade zones with a request filed on 31 December
2012 and new free-trade zone users in an existing permanent free-
trade zone at 31 December 2012 are not subject to CREE. For
further details regarding CREE, see Section C.

Capital gains. The following gains are considered capital gains,

which are subject to tax at a rate of 10%:

* Gains on the transfer of fixed assets owned for more than two
years

* Gains resulting from the receipt of liquidation proceeds of cor-
porations in excess of capital contributed if the corporation
existed for at least two years

Administration. The tax year is the calendar year.

Each December, the Colombian government sets the due dates
for the filing of income tax returns and payment of taxes due. Tax
payments are made in three installments between February and
October for Larger Taxpayers (large corporations, according to
conditions set by the tax authorities) and in two installments be-
tween April and June for other legal entities. Advance payments
for the current tax year, which generally represent 20% of the
income tax payable for the prior tax year after withholdings, must
be made with these installments.
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Interest on the late payment of taxes is accrued at the daily effec-
tive rate of usury certified by the Superintendency of Finance for
the consumption credits. A penalty for late filing is levied on the
amount of tax assessed in the corresponding tax return at a rate of
5% or 10% for each month or a fraction thereof. The penalty for
late filing cannot exceed 100% or 200% of the difference of the
tax to be paid or the balance in favor, depending on the timing of
the filing. The penalty for amending a return may be 10% or 20%
of the difference between the amount shown on the original tax
return and the correct amount, depending on the timing of the
amendment.

Dividends. Dividends paid to nonresidents are not subject to tax if
the dividends are paid out of profits that were taxed at the corpo-
rate level (temporal differences can affect this calculation). If the
dividends were not taxed at the corporate level, dividends paid to
nonresidents are subject to withholding tax at the regular corpo-
rate income tax rate of 33%. Dividends paid between domestic
corporations are not subject to tax if the company generating the
profits out of which the dividends are paid is taxed on these prof-
its in Colombia. Otherwise, the dividends are included in the in-
come tax return of the recipient of the dividends. A 20% withhold-
ing tax is imposed on dividends paid to residents out of profits
not taxed at the corporate level if the taxpayer is required to file
an income tax return.

If the non-taxable dividends in a given year are higher than the
commercial profits of that year, the difference can be carried back
for two years or carried forward for five years to offset the profits
of such periods.

Foreign tax relief. For national corporations and resident individu-
als, a credit for foreign taxes paid on foreign-source income is
granted, up to the amount of Colombian corporate income tax and
CREE payable on the foreign-source income.

An indirect tax credit is also granted for foreign taxes paid on
income at the level of the foreign company that is distributing
corresponding dividends to Colombian shareholders or quota
holders. This tax credit equals the amount resulting from the ap-
plication of the income tax rate of the foreign company to the
amount of distributed dividends. If the foreign company distri-
buting the dividends has received dividends from other companies
domiciled in the same or other jurisdictions, the tax credit equals
the amount resulting from the application of the income tax rate
of the foreign company to the amount of the dividends received
by the Colombian taxpayer. The sum of the direct tax credit and
indirect tax credit may not exceed the corporate income tax and
CREE payable in Colombia on such dividends.

To be entitled to the direct and indirect tax credit, the domestic
taxpayer must prove that the corresponding tax was effectively
paid in each relevant jurisdiction. In addition, for the indirect tax
credit, the investments must be qualified as fixed assets for the
taxpayer and possessed for a minimum of two years.

The tax credit may be claimed in the tax year in which the foreign
tax is paid or in any of the following four years.
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C. Determination of taxable income

General. Taxable income is determined in accordance with the fol-
lowing calculation: gross income, minus non-taxable income, re-
turns, rebates and discounts, equals net income, minus costs and
expenses, equals taxable income.

In general, to be deductible, expenses must be related to the activ-
ity that generates taxable income and must be proportional and
necessary with respect to the productive activity of the taxpayer.
Some limitations and prohibitions may apply to the deductibility
of certain expenses.

Payments to entities resident outside Colombia are deductible if
they meet the general rules above and, for expenses related to
Colombian-source income, if the applicable withholding tax is
paid. In general, if no withholding tax applies, the expenses are
allowed as deductions, up to a maximum of 15% of the taxpayer’s
net income before taking into account all costs and expenses
abroad not subject to Colombian withholding tax. Costs or ex-
penses incurred abroad that are related to foreign-source income
subject to income tax in Colombia are deductible if the general
requirements are met, even if withholding tax is not imposed, and
the 15% limitation mentioned above does not apply.

Branches of foreign companies may deduct the following types

of payments made to their foreign related party if the applicable

withholding tax is paid:

* Royalties

» Commissions that are related to the acquisition of raw materials
or goods

* Administration fees

» Payments for the use or acquisition of intangible property

Interest and other financial expenses resulting from liabilities
owed to foreign-related companies are generally not deductible.
Payments made to foreign-related parties that comply with the
transfer-pricing rules (see Section E) may be deductible even if no
income tax withholding is required. However, the 15% limitation
described above applies to such payments.

Overhead expenses are deductible for Colombian tax purposes if
they are related to services rendered and if they are supported by
transfer-pricing studies. It is usually difficult to satisfy these con-
ditions and, as a result, overhead expenses are generally not de-
ductible. Transactions subject to transfer-pricing rules (see Section
E) are not subject to the limitations provided in the Tax Code for
costs and expenses in transactions involving related parties.
Consequently, transactions with foreign related parties that are
subject to the transfer-pricing rules are deductible for a Colom-
bian company, even if such payments are not subject to withhold-
ing tax. Nevertheless, the limitation provided in Article 122 of the
Tax Code (up to 15% of the net income computed before taking
into account such expenses) applies.

Income generated from the following activities is exempt from
income tax:

* Hotel services (new and remodeled hotels)

* Software and medical patents developed in Colombia

* Fluvial transportation services
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* Energy generated from wind and biomass sources, and agricul-
ture disposal

The assets used in the above activities are not included in the base
for determining presumptive income (see Presumptive income).

Taxable income for CREE is net revenues less costs and certain
deductions. Certain exempt income is subject to CREE. The tax
base for CREE may not be lower than 3% of the tax equity of the
preceding year, which is the base for the calculation of the pre-
sumptive income tax (see Presumptive income). The law does not
include rules allowing taxpayers to offset corporate income tax
losses generated in previous years or the excess of presumptive
income over ordinary net income against CREE.

Presumptive income. Under the Colombian tax law, the tax base
for corporate income tax purposes is the higher of actual taxable
income (see General) or minimum presumptive income, which is
equal to 3% of the net equity as of 31 December of the preceding
tax year. Certain assets may be excluded from this calculation,
and certain taxpayers are not required to calculate presumptive
income.

The amount of income tax payable after tax credits may not be
less than 75% of the income determined under the presumptive
income rules, before taking into account tax credits.

For corporate income tax calculation purposes, the excess of the
presumptive income tax over ordinary net income may be amor-
tized over the following five years.

Inventories. Inventories are generally valued using the permanent
inventory method.

Provisions. Provisions are not allowed as deductions in determin-
ing taxable income, except for provisions for accounts receivables,
which are subject to special tax rules.

Depreciation. Depreciation may be calculated using the straight-
line method, declining-balance method or other recognized method
authorized in advance by the tax authorities.

Individual assets purchased for up to 50 tax units (for 2014, a tax
unit equals COP27,485, or approximately USD14.25) may be fully
depreciated in the year of acquisition.

The following are the general categories of useful lives established
by the tax law:

* Buildings, including pipelines: 20 years

* Machinery and equipment: 10 years

* Vehicles and computers: 5 years

If machinery and equipment are used daily in shifts in excess of a
regular eight-hour schedule, a taxpayer may request an additional
25% on the depreciation rate for each additional eight-hour shift
and a corresponding proportion for a fraction of such shift. Land
is not depreciable.

In Colombia, the same depreciation method may be used for
both tax and accounting purposes. Differences in the methods
may generate future taxable dividends for shareholders if the
expense for tax purposes is greater than the expense for account-
ing purposes.



CoLoMBIA 275

Amortization. In general, amortization of ordinary and necessary
investments used for the purposes of the business, including in-
tangibles (for example, know-how) is allowed. Amortization must
be claimed over a minimum period of five years, except for cer-
tain intangibles, such as software, for which a shorter period may
be allowed, if properly justified.

Amortizable costs and expenses for the oil industry may be am-
ortized using the straight-line method over five years, unless a
shorter period can be justified. Alternatively, they can be amor-
tized using the units-of-production method. If investments in ex-
ploration are unsuccessful, the costs and expenses may be claimed
as deductions in the year in which this is determined or in the
following two years.

Relief for tax losses. Tax losses may be carried forward with no
time limitation. Tax losses incurred between 1 January 2003 and
31 December 2006 may be carried forward for eight years only
and only 25% of such tax losses is available for offset each tax
year.

Restrictions apply to the transfer of losses in mergers or spin-offs
(tax-free events for the participating companies for Colombian
tax purposes if certain requirements are observed). The surviving
entity can offset losses originated in the merged entities, but only
up to the percentage of its equity participation in the merged
entity’s equity. Similar rules apply to spin-offs of companies. Tax
losses generated do not affect the entity’s presumptive income for
the respective tax year.

The special treatment of tax losses in mergers and spin-offs applies
only if the economic activity of the companies involved remains
the same after the merger or spin-off occurs.

Inflation adjustment. An optional tax readjustment of fixed assets
may be applied. This readjustment is calculated by applying the
percentage certified by the government for the adjustment of the
tax unit (see Depreciation). The readjustment affects the tax basis
for the transfer of fixed assets, presumptive income and the deter-
mination of taxable net equity. Although the inflation adjustments
were eliminated, the accumulated inflation adjustments can be
depreciated.

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

Nature of tax Rate

Value-added tax; imposed, unless expressly

excluded by law, on sales of movable tangible

assets, on imports of movable tangible assets

and on most services
General rate 16%
Basic products, such as coffee and wheat 5%

National consumption tax, imposed on, among

others items, food services in restaurants,

mobile phone services and certain cars; the

tax paid is deductible for income tax purposes 4% to 16%

Industry and commerce tax, on annual or

bimonthly net revenue; rates vary depending

on the company’s activity and municipality;
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Nature of tax

tax effectively paid during the year is 100%
deductible for income tax purposes
Bogota

Municipalities other than Bogota
Signs and Posters Tax; imposed on enterprises
with advertisements in public places; tax rate
applied to the industry and commerce tax due;
tax effectively paid during the year is 100%
deductible for income tax purposes
Tax on Visible Advertisement Hoardings;
imposed on each advertisement on hoardings
or billboards with a size equal to or larger
than 8 square meters (86,111 square feet);
for the 2013 tax year, a minimum wage
equals COP589,500 (approximately USD327)

Debit tax (financial transactions tax); imposed
on the amount of each financial transaction,
such as disposals of funds from savings
accounts, current bank accounts and deposit
accounts, which involve cash withdrawals by
checks and through other mechanisms, and
on the amount of certain accounting entries;
tax effectively paid during the year is 50%
deductible for income tax purposes
Social security contributions and payroll taxes
Pension (foreigners who remain in Colombia
in accordance with an employment agreement
may voluntarily enroll in the pensions system);
contributions calculated on the monthly ordinary
salary of the employee; if the monthly salary
is more than 25 times the minimum wage,
contributions to the social security regime are
calculated on a maximum base of 25 minimum
wages (COP14,737,500 [approximately
USDS8,175] per month); for employees earning
integral (all-inclusive) salary, 70% of the salary
is the base, but the maximum limit described
above applies
Employer
Employee
Health; contribution calculated on the monthly
ordinary salary of the employee; subject to
the same maximum limitation and integral
salary rules as the pension contributions
Employer
Employee
(Effective from 1 January 2014, employers are
not required to pay the 8.5% health contribution

for employees earning less than 10 [COPS5,895,000;

approximately USD3,270] minimum legal wages.)
Solidarity Fund; payable by employer on the
monthly ordinary salary of the employee;
contribution required only for employees

who earn a monthly salary greater than

4 minimum wages (COP2,358,000

Rate

0.414% to
1.38%
0.2% to 1%

15%

5 minimum
wages

0.4%

12%
4%

8.5%
4%
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Nature of tax Rate

[approximately USD1,308]); subject to same
maximum limitation and integral salary
rules as pension contributions; rates vary
according to the amount of monthly salary
earned by employee
Employees earning up to 16 minimum
wages (COP9,432,000 [USDS,232]) 1%
Employees earning monthly between
16 and 17 minimum wages
(COP9,432,000 to COP10,021,500
[USD5,232 to USDS,5597) 1.2%
Employees earning between
17 and 18 minimum wages
(COP10,021,500 to COP10,611,000
[USDS,559 to USDS,886]) 1.4%
Employees earning between
18 and 19 minimum wages
(COP10,611,000 to COP11,200,500
[USD5,886 to USD6,213]) 1.6%
Employees earning between
19 and 20 minimum wages
(COP11,200,500 to COP11,790,000
[USD6,213 to USD6,5407) 1.8%
Employees earning between
20 and 25 minimum wages
(COP11,790,000 to COP14,737,500
[USD6,540 to USDS,1757) 2%
Labor risk; payable by employer on monthly
ordinary salary; rate depends on a legally
established scale based on the degree of
risk represented by the economic activity
of the company; the Social Security office
makes the classification at the time of
enrollment; subject to same maximum
limitation and integral salary rules as
pension contributions 0.348% to 8.7%
Payroll taxes to National Learning Service
(SENA), Colombian Family Welfare Institute
(ICBF) and Family Compensation Fund,
payable by employer on the monthly ordinary
salary earned by the employee; no ceiling
applies; subject to same integral salary rules
as pension contributions; reduced and
progressive rates apply to small businesses
(see discussion in Section B regarding
CREE taxpayers and the SENA and ICBF

payroll taxes) 9%
Custom duty, on Cost, Insurance, Freight
(CIF) value; general rates 0% to 15%

Real estate tax; municipal tax imposed on

the ownership of land or immovable property;

tax rate is applied to the commercial value

of the property; rate set by the municipality

and varies according to the location and use

of the property; the tax effectively paid during

the tax year is 100% deductible for income

tax purposes; general range of rates 0.4% to 3.5%
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E. Miscellaneous matters

Foreign-exchange controls. A controlled exchange market and a
free market exist. The controlled exchange market primarily cov-
ers foreign-trade operations (imports and exports of goods), exter-
nal indebtedness, foreign investment in Colombia and Colombian
investment abroad. Commercial banks and financial institutions
administer the controlled exchange market.

Exchange operations that are not covered by the controlled market
are conducted through the free market. These operations include
the purchase of foreign currency that is used to open free-market
bank accounts abroad.

Foreign investors may receive abroad, without limitation, annual
profits derived from an investment that is registered with the
Colombian Central Bank (Banco de la Republica de Colombia).

Effective from October 2011, Colombian residents may receive
foreign loans from non-Colombian residents without any restric-
tion. However, nonresident individuals are authorized to do so only
under certain circumstances (for work capital and pre-financing
of exports). Before October 2011, only financial institutions
recognized as such by the Colombian Central Bank could lend
money to Colombian residents.

Controlled foreign companies. Colombia does not have special
measures for controlled foreign companies.

Debt-to-equity rules. Interest paid on loans (with third parties or
related parties) that in average exceeds a 3:1 debt-to-equity ratio
is not deductible. For this purpose, the equity taken into account
is the taxpayer’s net equity for the preceding year, and the debt
taken into account is debt that accrues interest.

Transfer pricing. The transfer-pricing regime includes several of

the methods contained in the Organisation for Economic Co-

operation and Development (OECD) rules. However, as a result
of rulings of the Constitutional Court, the OECD guidelines may
not be directly referred to for purposes of interpretation of the

Colombian transfer-pricing rules and are considered auxiliary

criteria for interpretation. Significant aspects of the transfer-

pricing system in Colombia include the following:

« All events that create economic linkage are specifically men-
tioned in the tax code.

* The rules do not cover local operations between related compa-
nies established in Colombia, except for transactions between
local entities and free-trade zone users.

* Parties that have gross equity exceeding 100,000 tax units as of
the last day of the tax year or gross revenues for the year in ex-
cess of 61,000 tax units must prepare contemporaneous docu-
mentation and file transfer-pricing information returns. In addi-
tion, information regarding comparables must be sent to the tax
authorities in electronic form.

* Penalties are imposed for not meeting filing requirements, sub-
mitting erroneous or incomplete reports or failing to meet other
requirements.

The tax haven jurisdiction list was issued in October 2013.

Anti-abuse rules. Under anti-abuse rules, tax abuse is defined as
the use or implementation of a transaction or several transactions
for purposes of the following:
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* Changing or modifying artificially tax effects that would other-
wise have arisen for the taxpayer, or its related parties, share-
holders, or effective beneficiaries

* Obtaining a tax benefit

Typically, transactions subject to the anti-abuse rules are those that
do not have a valid and reasonable business purpose that serves
as the main cause for the transactions.

If at least three of the specified criteria apply (for example, the
use of a tax haven or a related-party transaction), the taxpayer
must disprove the abuse. For such purpose, the taxpayer must
demonstrate business purpose or the market value of the trans-
action under transfer-pricing methodologies. The Direccion de
Impuestos y Aduanas Nacionales (DIAN), which is the tax author-
ity, may recharacterize the transaction, pierce the corporate veil,
and assess the tax due together with fines and penalties

The decision that a tax abuse has occurred is made by a body com-
posed of representatives of several governmental institutions, in-
cluding the director of the DIAN.

F. Tax treaties

Colombia has entered into a multilateral tax treaty with Bolivia,
Ecuador and Peru, which follows the source criteria. In addition,
Colombia has double tax treaties in effect with Canada, Chile,
Mexico, Spain and Switzerland, which are based on the OECD
model convention.

Colombia has entered into tax treaties covering certain interna-
tional air transportation services with several countries, including
Argentina, Chile, France, Germany, Italy, Panama, the United
States and Venezuela.

On 27 July 2010, Colombia signed a double tax treaty with Korea
(South). On 30 August 2010, Colombia signed a double tax treaty
with Portugal. On 13 May 2011, Colombia signed a double tax
treaty with India. On 22 March 2012, Colombia signed a double
tax treaty with Czech Republic. All of these treaties are based on
the OECD model convention. They are not yet in effect.

The following table presents the withholding tax rates for divi-
dends, interest and royalties under the Canada, Chile, Mexico,
Spain and Switzerland treaties.

Dividends Interest Royalties
% % %

Canada 0/5/15 10 10
Chile 0/7/33 (a) 5/15 10
Mexico 0/33 (a) 5/10 10
Spain 0/33 (a) 0/10 10
Switzerland 0/15 0/10 10
Non-treaty
countries (b) 0/33 0/14/33  26.4/33 (c)

(a) Dividends that are not taxed at a corporate level are subject to the tax rate of
33% at the shareholder level. However, the 33% rate may be reduced if the
dividends are exempt from income tax at the corporate level and are rein-
vested for a three-year term.

(b) For details regarding these rates, see Section A.

(c) The 26.4% rate applies to software.
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A. At a glance
Corporate Income Tax Rate (%) 35 (a)
Capital Gains Tax Rate (%) 35
Branch Tax Rate (%) 35
Withholding Tax (%) (b)
Dividends 20 (b)
Interest 20 (c)
Royalties 20 (d)
Services 14 (e)
Net Operating Losses (Years)
Carryback None
Carryforward 5

(a) The corporate income tax rate is 30% for mining companies.

(b) The rate of dividend withholding tax for mining companies is 10%.

(c) Interest on loans abroad to mining companies is not subject to withholding
tax.

(d) The net amount of royalties is subject to tax. For this purpose, net royalties
equal gross royalties minus professional expenses, or 30% of gross royalties.

(e) This withholding tax applies to payments for services provided to Congolese
companies by foreign companies and individuals without a permanent estab-
lishment in the Democratic Republic of Congo. The tax base is the gross
amount of the applicable invoice.

B. Taxes on corporate income and gains

Corporate income tax. Congolese companies are taxed on the ter-
ritoriality principle. As a result, companies carrying on a trade or
business outside the Democratic Republic of Congo (DRC) are
not taxed in the DRC on the related profits. Congolese compa-
nies are those registered in the DRC, regardless of the nationality
of the shareholders or where the company is managed and con-
trolled. Foreign companies engaged in activities in the DRC are
subject to Congolese corporate tax on Congolese-source profits
only.

A company is considered to have a business in DRC if it satisfies

either of the following conditions:

* It possesses a material facility (for example, head office, branch
office, factory, plant, workshop, or buying and selling counter)
or any other fixed or permanent business of a productive nature
in the DRC.
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* In the absence of a material facility, it carries out a profes-
sional activity under its corporate name for at least six months,
provided that this activity cannot be considered the providing of
technical assistance to a DRC company.

Rates of corporate tax. The regular corporate income tax rate is
35%.

The minimum tax payable cannot be less than CDF750,000 for
average-sized corporations or companies or CDF2,500,000 for
larger corporations.

The corporate income tax rate is 30% for companies holding
mining or quarry titles.

Capital gains. Increases resulting from capital gains and depreci-
ation that are realized and either realized or expressed in the
accounts or inventories are included in profits and are subject to
tax at a rate of 35%.

Increases resulting from unrealized capital gains that are ex-
pressed in the accounts or inventories and that are not treated as
profits are immunized. This immunization applies only if the
taxpayer holds a regular accounting and if it fulfills its declara-
tive obligations.

The capital gain remains incorporated in the property until the
property is alienated. If the property is alienated, the capital gain
is treated in accordance with Article 35 of Law No. 69-009 of
10 February 1969.

Unrealized capital gains are not taken into account, except in
companies limited by shares, to determine the incoming or out-
going partners’ shares.

Capital gains are not subject to depreciation or mandatory distri-
bution or withdrawal. They are not used in determining the dis-
tribution of the profits or the calculation of the annual allocation
of the legal reserve, remunerations or assignments.

A social credit (income paid in case of the retirement of a partner
or the restructuring of a company) is not distributed even if a
partner retires or if a merger of companies (through the creation
of a new company or by the absorption of another company) takes
place.

Capital gains remain in a special account distinct from the ac-
counts of reserves or capital. If any of the conditions mentioned
above is not satisfied, capital gains are considered to be profits
derived during the fiscal year in which the conditions are not
satisfied.

Increases resulting from realized capital gains on buildings, tools,
materials and movable assets (whether or not resulting from rent
payments), as well as on participations and portfolios, are taxable
to the extent that the sales price exceeds the acquisition price or
cost. A deduction is made from the amount of the depreciation
that has already been claimed for tax purposes.

Administration. The fiscal year extends from 1 January to 31 De-
cember. Tax returns must be filed before 1 April.
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Corporate tax must be paid in two installments before 1 August
and 1 December. Each installment must be equal to 40% of the
previous year’s tax. The balance of tax due must be paid by the
following 31 March.

A penalty of 4% per month is assessed for late payment of tax.
Tax is fixed automatically if a tax return is not filed.

Dividends. Dividends paid are subject to a 20% withholding tax.

Foreign tax relief. In general, foreign tax credits are not allowed.
Income subject to foreign tax that is not exempt from Congolese
tax under the territoriality principle is taxable.

C. Determination of trading income

General. Taxable income is based on financial statements pre-

pared in accordance with principles set by the Congolese General

Accounting Plan (PCGC). The net amount of income is taxed.

This amount equals gross income minus business expenses

incurred during the tax year to acquire and retain the income.

Business expenses are generally deductible unless specifically

excluded by law. The following expenses are not deductible:

» Head office, remuneration or management fees for services
paid to nonresidents that are not justified

» Head office overhead or remuneration for certain services (stud-
ies and technical assistance) paid to nonresidents

 Expenditure of a personal nature, such as maintenance of house-
hold, appraisal fees, holidays and other expenses not necessary
for the profession

« Corporate income tax, as well as real tax (tax on movable assets,
tax on vehicles or tax on mining concessions), to the extent that
the real tax does not constitute an operating expense

* All judicial or administrative fines, and fees and charges relat-
ing to breaches by income beneficiaries

» Certain specific charges, gifts, subsidies and penalties

* Directors’ fees allocated under the Corporations Act to mem-
bers of the General Council

» Expenditures on leased property, including depreciation of the
property

* Provisions for losses, expenses or depreciation of assets,
excluding provisions for the recovery of mineral deposits and
provisions for the recovery of bank capital

» Commissions and brokerage fees if it cannot be proven that the
tax on turnover (see Section D) has been paid for these items

* Most liberalities (payments that do not produce a compensatory
benefit, such as excessive remuneration paid to a director)

Inventories. Inventories are normally valued at their historical
cost or acquisition cost.

Provisions. In determining accounting profit, companies must
implement certain provisions, such as a provision for risk of loss
or for certain expenses. These provisions are not deductible for
tax purposes. However, provisions for recovery of bank capital
and provisions for the recovery of the mineral deposit are deduct-
ible for tax purposes.
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Tax depreciation. Land and intangible assets, such as goodwill,
are not depreciable for tax purposes. Other fixed assets may be
depreciated using the straight-line method at rates specified by
tax law. The following are some of the specified annual rates.

Asset Rate (%)
Buildings 2to5
Office equipment 10
Motor vehicles 20 to 25
Plant and machinery 10

Companies can also opt for a regressive method for tax deprecia-
tion with an annual rate of two to three times the straight-line
rate.

Relief for tax losses. On the specific request of a taxpayer, tax
losses incurred in a tax year may be deducted from profits in the
following five tax years. Losses attributable to depreciation may
be carried forward indefinitely.

Groups of companies. The DRC does not have a fiscal integration
system equivalent to a consolidated filing position.

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

Nature of tax Rate (%)

Value-added tax 16
Payroll taxes
Annual income not exceeding CDF22,956,000;

progressive rates 0 to 40
Annual income exceeding CDF22,956,000;
flat rate 30
Exceptional income tax (IERE)
Mining companies 10
Other companies 25

Social Security National Institute (Institut
national de sécurité sociale, or INSS)
contributions; payable monthly
Employers 9
Employees 3.5
National Institute for Professional Preparation
(Institut national de préparation professionnelle,
or INPP); payable monthly by employers 1to3
National Agency for Labor (Office National
de ’Emploi or ONEM); payable monthly
by employers 0.2

E. Miscellaneous matters

Foreign-exchange controls. The currency in the DRC is the Con-
golese franc (CDF). The exchange rate is variable.

In the DRC, the Central Bank of Congo regulates foreign-
exchange controls. It also supervises the regulation on the trans-
fer of currency. Money held in cash on entering into and exiting
from the DRC is not subject to restrictions if it does not exceed
the equivalent of USD10,000. An exchange royalty of 0.2% is
levied on payments to or from abroad.
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Transfer pricing. The Congolese tax law contains the transfer-
pricing measures described below.

Amounts paid by a DRC company to a person or a foreign entity

with which it is linked (through direct participation in its capital

or through the holdings by one or more other companies in the

same group) for compensation for services rendered may be

deducted only if the following conditions are satisfied:

* The reality of the service is clearly demonstrated.

* The service in question cannot be performed in the DRC.

* The amount of compensation corresponds to the actual value of
the service.

Any payment considered to be transfer of income is adjusted by
the tax administration.
F. Tax treaty

The DRC has entered into double tax treaties with Belgium and
South Africa.
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A. At a glance
Corporate Income Tax Rate (%) 33 (a)
Capital Gains Tax Rate (%) 33 (b)
Branch Tax Rate (%) 20 (c)
Withholding Tax (%)
Dividends 20 (d)
Interest 20
Royalties from Patents, Know-how, etc. 20
Payments for Non-commercial Services
and Activities 5
Revenues Earned by Certain Foreign
Companies 7.7/20 (e)
Branch Remittance Tax 0
Net Operating Losses (Years)
Carryback 0
Carryforward 3

(a) The proposed 2014 Finance Act provides for a rate of 30%. The minimum tax
is 1% of turnover. The corporate income tax rate is 25% for agricultural

companies.

(b) In certain circumstances, the tax is deferred or reduced (see Section B).

(c) The branch tax is calculated on the basis of the net profit decreased by the
amount of the corporate income tax, to which a tax rebate of 30% is applied.

(d) This tax also applies to directors’ fees, nondeductible expenses and adjustments
of profits following a tax examination. For directors’ fees, the rate is 22%.

(e) For details, see Section B.
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B. Taxes on corporate income and gains

Corporate income tax. Congolese companies are taxed on the ter-
ritoriality principle. As a result, Congolese companies carrying
on a trade or business outside Congo are not taxed in Congo on
the related profits. Congolese companies are those registered in
Congo, regardless of the nationality of the shareholders or where
the company is managed and controlled. Foreign companies
engaged in activities in Congo are subject to Congolese corporate
tax on Congolese-source profits only.

Tax rates. The regular corporate income tax rate is 33%. The pro-
posed 2014 Finance Act provides for a rate of 30%.

The minimum tax payable is 1% of the annual turnover and can-
not be less than XAF1 million (or XAF500,000 if turnover is less
than XAF10 million a year). A 2% minimum tax is payable by
companies that incur tax losses in two consecutive years. It
appears that the 2% rate is applied to the sum of gross turnovers
and products and benefits realized by the company in the most
recent year in which it earned a profit. In general, the 2% tax is
not deductible for corporate income tax purposes. However, in the
company’s first profit-making year after incurring the losses, one-
half of the 2% tax is deductible.

The corporate income tax rate is 25% for agricultural companies,
micro-finance companies and private educational institutions
registered as companies.

The corporate income tax rate is 30% for mining companies and
real estate companies.

The branch tax is imposed at a rate of 20%. It is calculated on the
basis of the net profit decreased by the amount of the corporate
income tax, to which a tax rebate of 30% is applied.

A withholding tax at a rate of 7.7% is imposed on the turnover of
foreign companies without a registered branch in Congo that are
engaged in legally authorized activities there. A 20% withholding
tax is imposed on income sourced in Congo that is derived by
foreign companies not engaged in activities in Congo.

Corporations may apply for various categories of priority status
and corresponding tax exemptions. The priority status varies de-
pending on the nature of the project and the level of investments.

The Charter of Investments may grant a tax exemption for a three-
year period for new activities in industry, agriculture, forestry and
mining. In addition, under the General Tax Code, a tax exemption
for a two-year period may be granted for such new activities.

Capital gains. Capital gains are taxed at the regular corporate rate.
The tax, however, can be deferred if the proceeds are used to
acquire new fixed assets in Congo within three years or in the
event of a merger.

If the business is totally or partially transferred or discontinued,
only one-half of the net capital gains is taxed if the event occurs
less than five years after the start-up or purchase of the business,
and only one-third of the gains is taxed if the event occurs five
years or more after the business is begun or purchased. The total
gain is taxed, however, if the business is not carried on in any
form by any person.
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Under the 2013 Finance Act, capital gains derived by natural or
legal entities domiciled abroad on the sale of all or part of their
shares in the capital of companies registered under Congolese law
are subject to a special tax at a rate of 20%. This withholding tax
is payable at the time of registration of the deed of assignment.

Administration. The fiscal year extends from 1 January to 31 De-
cember. Tax returns must be filed by 30 April.

Companies must pay the minimum tax before 15 March, and
corporate tax must be paid in four installments by 15 February,
15 May, 15 August and 15 November. Each installment must be
equal to 20% of the previous year’s tax. The balance of tax due
must be paid by the following 30 April.

A 50% penalty is assessed for late payment of tax.

Dividends. Dividends paid are subject to a 20% withholding tax.
Resident corporations are taxed on the gross dividend; a corre-
sponding 20% tax credit is available for double tax relief.

After three years, profits credited to the non-compulsory reserve
are considered to be dividends and are accordingly subject to the
20% withholding tax on dividends.

A parent corporation may exclude the net dividends received from
a Congolese or foreign subsidiary if the following conditions are
satisfied:

» The parent company is a Congolese joint stock company or
limited liability company that holds 30% or more of the capital
of the subsidiary, which is also a joint stock company or limited
liability company.

* The subsidiary carries on only industrial, agricultural, mining,
forestry, large-scale fishing or stock-breeding activities.

No withholding credit is allowed if the net dividends are excluded.

A Congolese joint stock company or limited liability company may
exclude 90% of the net dividends received from a joint stock
company or limited liability company located in Congo or anoth-
er Central African Economic and Monetary Community (CEMAC)
country if the parent company holds 25% or more of the capital
of the payer of the dividends.

Foreign tax relief. In general, foreign tax credits are not allowed,;
income subject to foreign tax that is not exempt from Congolese
tax under the territoriality principle is taxable net of the foreign
tax. A tax treaty with France, however, provides a tax credit on
dividends.

C. Determination of trading income

General. Taxable income is based on financial statements pre-
pared according to generally accepted accounting principles and
the standard statements of the Organization for Harmonization of
Business Law in Africa (OHADA) treaty. The members of OHADA
are Benin, Burkina Faso, Cameroon, Central African Republic,
Chad, Comoros, Congo (Democratic Republic of), Congo (Repub-
lic of), Cote d’Ivoire, Equatorial Guinea, Gabon, Guinea, Guinea-
Bissau, Mali, Niger, Senegal and Togo.
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Business expenses are generally deductible unless specifically

excluded by law. The following expenses are not deductible:

* Head office overhead or remuneration for services paid to non-
residents that exceeds 20% of taxable income before the deduc-
tion of such items

* Head office fees or remuneration for certain services (studies
and technical assistance) paid to nonresidents by companies
engaged in building and public works, by engineering firms and
by accounting firms, to the extent that the expenses exceed 2%
of turnover

* Royalties from patents, brands, models or designs paid to a non-
resident corporation participating in the management of, or own-
ing shares in, the Congolese corporation

* Interest paid to a shareholder in excess of a 5.25% annual rate
and, if the shareholder is in charge of management, interest on
the portion of the loan exceeding one-half of the capital stock

» Commissions and brokerage fees exceeding 5% of purchased
imports

« Certain specific charges, gifts, subsidies and penalties

* Most liberalities (payments that do not produce a compensatory
benefit, such as excessive remuneration paid to a director)

* Corporate income tax

Inventories. Inventory is normally valued at the lower of cost or
market value.

Provisions. In determining accounting profit, companies must
establish certain provisions, such as a provision for a risk of loss
or for certain expenses. These provisions are normally deductible
for tax purposes if they provide for clearly specified losses or
expenses that are likely to occur and if they appear in the financial
statements and in a specific statement in the tax return.

Tax depreciation. Land and intangible assets, such as goodwill,
are not depreciable for tax purposes. Other fixed assets may be
depreciated using the straight-line method at rates specified by
tax law. The following are some of the specified annual rates.

Asset Rate (%)
Commercial and industrial buildings 5
Office equipment 15
Motor vehicles 20 to 33.33
Plant and machinery 10 to 33.33

Heavy new assets acquired for manufacturing, transformation,

transport and handling qualify for a special depreciation allow-

ance at a rate of 40% in the year of acquisition if all of the fol-

lowing conditions are satisfied:

* The assets are used only in industrial, forestry or agricultural
activities.

* The assets can be used for a period exceeding three years.

« The total value of the assets exceeds XAF40 million.

¢ The assets will be intensively used.

Relief for tax losses. Losses may be carried forward for three
years. Losses attributable to depreciation may be carried forward
indefinitely, but they must be reported on the depreciation table.
Losses may not be carried back.
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Groups of companies. The 2013 Finance Act introduced a fiscal
integration system and a fiscal regime for holding companies with
tax exemptions, particularly with respect to capital gains, divi-
dends and interest on loans.

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

Nature of tax Rate (%)

Value-added tax 18.9
Business activity tax (patente), calculated based
on the nature of the business, the value of

equipment and the number of employees Various
Registration duties, on transfers of real

property or businesses 4t015
Tax on salaries (TUS) 7.5

Social security contributions, on annual
salaries; paid by

Employer
Family allowance contribution 10.035
Work accident insurance 2.25
Old-age pension 8
Employee
Old-age pension 4

E. Miscellaneous matters

Foreign-exchange controls. The Congolese currency is the CFA
franc BEAC (XAF). The fixed exchange rate for the CFA franc
BEAC is XAF655,957 = EURI.

Exchange-control regulations exist in Congo for financial trans-
fers outside the franc CFA zone (XAF zone), which is the mon-
etary zone including France and its former overseas colonies.

Transfer pricing. The Congolese tax law contains the transfer-
pricing measures described below.

Amounts paid by a Congolese company to a company or a group

of companies located outside Congo are considered indirect trans-

fers or profits if the payer is dependent de jure or de facto on the

recipient of the payments and if the tax authorities establish that

the payments are excessive or unjustified. This measure applies

to certain transactions, including the following:

* Overcharges for purchases

 Payments of excessive royalties

* Loans that are interest-free or have unjustifiable rates

* Discounts of debts

* Advantages granted out of proportion with the benefit provided
by a service provider

Payments for the use of patents, marks, drawings and models,
interest payments and payments for services made by a Congolese
company to a nonresident company located in a country with low
or no taxation, are considered indirect transfers of benefits unless
the Congolese company proves that the payments correspond to
real operations and that they are not excessive.
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F. Treaty withholding tax rates

The withholding rates under a treaty with France are listed in the
following table.

Dividends Interest Royalties
% % %
France 15/20 (a) 0 (b) 15
Non-treaty countries 20 20 20

(a) The 15% rate applies if the recipient of the dividends is a French joint stock
company that holds directly 10% or more of the capital of the Congolese
company. The 20% rate applies to other dividends.

(b) Interest is subject to tax in the recipient’s country. Withholding tax is not im-
posed in the country of source.
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Costa Rica

Principal Tax Contact
* Rafael Sayagués +506 2208-9880
New York: +1 (212) 773-4761
Costa Rica Mobile: +506 8830-5043
US Mobile: +1 (646) 283-3979
Efax: +1 (866) 366-7167
Email: rafael.sayagues@cr.ey.com

Business Tax Services
Lisa Maria Gattulli +506 2208-9861
Mobile: +506 8844-6778
Email: lisa.gattulli@cr.ey.com

International Tax Services — Core
Juan Carlos Chavarria +506 2208-9844
Mobile: +506 8913-6686
International Mobile: +1 (239) 961-5947
Email: juan-carlos.chavarria@cr.ey.com
Rafael Sayagués +506 2208-9880
New York: +1 (212) 773-4761
Costa Rica Mobile: +506 8830-5043
US Mobile: +1 (646) 283-3979
Efax: +1 (866) 366-7167
Email: rafael.sayagues@cr.ey.com

International Tax Services — Transfer Pricing
Luis Eduardo Ocando B. +507 208-0144
(resident in Panama) Panama Mobile: +507 6747-1221
US Mobile: +1 (305) 924-2115
Fax: +507 214-4300
Email: luis.ocando@pa.ey.com

Business Tax Advisory

Juan Carlos Chavarria +506 2208-9844
Mobile: +506 8913-6686
International Mobile: +1 (239) 961-5947
Email: juan-carlos.chavarria@cr.ey.com

Tax Policy and Controversy

* Rafael Sayagués +506 2208-9880
New York: +1 (212) 773-4761
Costa Rica Mobile: +506 8830-5043
US Mobile: +1 (646) 283-3979
Efax: +1 (866) 366-7167
Email: rafael.sayagues@cr.ey.com

Global Compliance and Reporting
Lisa Maria Gattulli +506 2208-9861
Mobile: +506 8844-6778
Email: lisa.gattulli@cr.ey.com
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Transaction Tax

Antonio Ruiz +506 2208-9822
Mobile: +506 8890-9391
International Mobile: +1 (239) 298-6372
Email: antonio.ruiz@cr.ey.com
Rafael Sayagués +506 2208-9880
New York: +1 (212) 773-4761
Costa Rica Mobile: +506 8830-5043
US Mobile: +1 (646) 283-3979
Efax: +1 (866) 366-7167
Email: rafael.sayagues@cr.ey.com

Human Capital

Lisa Maria Gattulli +506 2208-9861
Mobile: +506 8844-6778
Email: lisa.gattulli@cr.ey.com

A. At a glance
Corporate Income Tax Rate (%) 30 (a)
Capital Gains Tax Rate (%) 0/30 (a)(b)
Branch Tax Rate (%) 30 (a)
Withholding Tax (%)
Dividends 15 (¢)
Interest 15 (d)(e)
Royalties from Know-how and Technical
Services 25 (d)
Transportation and Telecommunications 8.5 (d)(f)
Salaries and Pensions 10 (d)
Fees and Commissions 15 (d)
Reinsurance 5.5 (d)(f)
News Services, Videos and Films 20 (d)()
Other 30 (d)
Branch Remittance Tax 15
Net Operating Losses (Years)
Carryback 0
Carryforward 3/5 (g)
(a) The 30% rate is reduced to 10% or 20% for companies whose annual gross

(b)
(©)

(d)
(©)
®

(8)

income does not exceed specified amounts (see Section B).

See Section B.

This withholding tax applies to dividends paid to non-domiciled business
entities and to domiciled and non-domiciled individuals (see Section B). The
withholding tax is considered a final tax.

This is a final withholding tax that is imposed on non-domiciled companies
and non-domiciled individuals.

Interest paid by qualified banks and financial institutions registered with the
Banco Central de Costa Rica (central bank) is exempt from tax.
Non-domiciled companies engaged in these types of activities through a per-
manent establishment in Costa Rica that do not comply with requirements to
report income or file an income tax return may be subject to an imputed
amount of taxable income equivalent to 10.5%, 15% or 30% of their total
gross income derived in Costa Rica. The applicable percentage depends on the
type of business activity. Imputed taxable income is subject to the ordinary
corporate income tax rate. For further details, see Section C.

Industrial companies may carry forward net operating losses incurred in their
first five years of operations for five years, and they may carry forward net
operating losses incurred in subsequent years for three years. Agricultural
companies may carry forward net operating losses for five years.

Taxes on corporate income and gains

Corporate income tax. The Costa Rican tax system is based on the
territorial principle. As a result, income derived from Costa Rican
sources is subject to tax.
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Corporate income tax rates. The corporate tax rate for the 2014
fiscal year is 30% for resident and nonresident companies. How-
ever, companies with annual gross income not exceeding
CRC49,969,000 (approximately USD98,770) are subject to an
income tax rate of 10%. Companies with annual gross income
between CRC49,969,001 and CRC100,513,000 (approximately
USD198,678) are subject to an income tax rate of 20%. These tax
brackets are adjusted annually.

Companies operating under the Free Trade Zone Regime that are
located in the Great Extended Metropolitan Area (GEMA) benefit
from an income tax exemption of 100% for the first eight years
and of 50% for the next four years. Companies located outside the
GEMA benefit from an income tax exemption of 100% for the
first 12 years and of 50% for the next six years. The Ministry of
National Planning and Economic Policy specifies which areas are
considered part of the GEMA.

On 13 July 2007, the World Trade Organization Committee on
Subsidies and Countervailing Measures agreed to adopt the text
of a draft decision of the General Council to continue procedures
for the extension until 2015 of the transition period for the elimi-
nation of the export subsidy programs of 19 developing countries,
including Costa Rica. Based on the above action and to comply
with Costa Rica’s commitments as a member of the World Trade
Organization, on 22 January 2010, the executive branch of the
Costa Rican government published Law 8794 which amends and
adds certain sections to the Free Trade Zone Regime Law No.
7210. The new law creates a new category of companies that can
apply for the Free Trade Zone Regime. This category is for com-
panies that produce or process goods, regardless of whether the
goods are for exportation. Companies in this new category are
subject to income tax at reduced rates (0%, 5%, 6% or 15%) for a
specified number of years depending on whether the company is
located inside or outside the GEMA or depending on the amount
of the investment. For companies in any of the other categories
listed in the law, the benefits remain the same until 31 December
2015.

Capital gains. Capital gains are taxable and capital losses are de-
ductible if they result from the transfer of depreciable assets or
from the transfer of non-depreciable assets in the ordinary course
of a trade or business. Taxable capital gains are treated as ordinary
income and are subject to tax at the normal corporate income tax
rate.

Administration. The statutory tax year runs from 1 October through
30 September. Companies must file annual corporate income tax
returns and pay any tax due within two months and fifteen days
after the end of the tax year. Subsidiaries of foreign companies
may request permission to use the parent company’s fiscal year
in filing their returns. In addition, certain agricultural companies
may use the calendar year or other fiscal year.

The current-year tax liability must be paid in quarterly installment
payments, which are based on the preceding year’s income tax
paid or the average of the last three years’ tax liability, whichever
is higher. If a company did not file a return for the last three years,
the installment payments are calculated based on the tax liability
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from the last year a return was filed. New companies must make
quarterly payments based on their first-year projected income,
which must be reported to the tax authorities on or before the last
day of January. If no projected income is reported, the tax author-
ities determine the quarterly tax payments based on an imputed
income amount.

Companies defined by tax authorities as National Large Taxpayers
or Large Territorial Companies must file audited financial state-
ments. Effective from the 2011 fiscal year, the audited financial
statements must be filed within six months following the end of
the fiscal year of the company.

Dividends. Dividends paid between resident corporations, limited
liability companies and partnerships with stock are not taxable. A
15% withholding tax is imposed on dividends paid to domiciled
and non-domiciled individuals or to non-domiciled business enti-
ties. If the shares on which dividends are paid were purchased
through a local stock exchange, the withholding tax rate is reduc-
ed to 5%. Distributions by companies of their own shares are not
taxable. Under the Income Tax Law, domiciled companies include
companies incorporated in Costa Rica and companies that have a
permanent establishment in Costa Rica.

Foreign tax relief. Rulings No. DGT-CI-004-2012 and DGT-CI-
005-2012, which were issued by the tax authorities on 13 Febru-
ary 2012 and 21 February 2012, respectively, established that
Costa Rican taxpayers may deduct foreign taxes paid abroad when
calculating their taxable income if the taxes are levied on assets,
services or activities that constitute that taxpayer’s usual trade or
business and if those assets, services or activities produce income
that can be taxed by the Costa Rican tax authorities.

C. Determination of trading income

General. Income tax is determined in accordance with Interna-
tional Accounting Standards (IAS), subject to adjustments required
under the Costa Rican Income Tax Law and general resolutions
issued by the tax authorities. Taxable income includes all income
derived from Costa Rican sources, such as income from indus-
trial, agricultural and trade activities in Costa Rica, income from
services rendered in Costa Rica and income derived from real
estate transactions, assets, capital, goods and rights invested or
used in Costa Rica.

Imputed income. The tax authorities may assess imputed income
in the cases described below.

Non-domiciled companies that do not file tax returns. Non-
domiciled companies engaged in certain types of activities in
Costa Rica through a permanent establishment that do not comply
with requirements to report income or file income tax returns are
subject to an imputed income assessment equal to a specified
percentage of their Costa Rican gross income, unless they provide
evidence of a lower amount of actual income. For example, docu-
mentation supporting an allocation of income between Costa Rica
and other countries would prove that all income is not Costa Rican
source. The amount of the imputed income assessment is subject
to tax at the normal income tax rate. The following are the appli-
cable income tax percentages for determining imputed income.
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Activity Rate (%)
Transport and telecommunications 15
Reinsurance 10.5
Media, cinema and international news 30

Airlines, maritime shipping and transportation companies. Air-
lines, maritime shipping and transportation companies may enter
into an agreement with the tax authorities to compute Costa Rican
taxable income using a special formula based on the company’s
worldwide and local revenues.

Loan and financing transactions. Unless the taxpayer provides
evidence to the contrary, loan and financing transactions are
deemed to derive a minimum amount of interest based on the
highest active interest rate fixed by the Banco Central de Costa
Rica (central bank) for lending and financial transactions or, if
this rate is not available, on the average market rate being charged
in the Costa Rican banking system. The tax authorities do not
allow any exceptions to this rule unless the parties entered into a
formal written loan or financing agreement.

Inventories. The Costa Rican Income Tax Regulations provide that
acquisition cost must be used to record assets. The acquisition
cost may be computed using several valuation methods, such as
the first-in, first-out (FIFO), last-in, first-out (LIFO) and weighted-
average cost.

Provisions. In general, provisions, including provisions for contin-
gent liabilities such as doubtful accounts and severance pay, are
not deductible expenses. However, actual payments of such liabil-
ities are considered to be deductible expenses.

Tax depreciation. Depreciation may be computed using the straight-
line or the sum-of-years’ digits method. The tax authorities may
allow a special accelerated depreciation method in certain cases.
The tax authorities may authorize other methods based on the type
of asset or business activity. The method chosen must be applied
consistently. Depreciation is computed based on the useful life of
the asset as specified in the Income Tax Regulations. The follow-
ing are some of the straight-line rates.

Asset Rate (%)
Buildings 2/4/6
Plant and machinery 7/10/15
Vehicles 10/15/34
Furniture and office equipment 10
Tools 10

Relief for losses. Industrial companies may carry forward net
operating losses incurred in their first five years of operation for
five years and they may carry forward net operating losses in-
curred in subsequent years for three years. Agricultural companies
may carry forward net operating losses for five years. Net operat-
ing losses may not be carried back.

Groups of companies. Costa Rican law does not allow the filing of
consolidated income tax returns or provide any other tax relief to
consolidated groups of companies.
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D. Other significant taxes

The following table summarizes other significant taxes.

Nature of tax

Sales tax
Real estate transfer tax; under the Tax
Management Strengthening Law, which
entered into force on 28 September 2012,
the definition of “transfer” in the Real
Estate Transfer Tax Law now includes
indirect transfers in addition to direct
transfers of immovable property; indirect
transfers are the transfer of control over
the legal owner of immovable property
Vehicle transfer tax
Customs duties
Agricultural products; average rate
Industrial products; average rate
Certain raw materials and machinery and
equipment
(Certain specified goods and merchandise
are subject to higher rates of customs duty.)
Real estate tax (assessed and collected by the
municipalities)
Payroll taxes; withheld by employers; paid by
employee; rate depends on compensation level
Social security contributions
Employer
Employee
Municipal taxes (varies by municipality)
Solidarity Tax for the Strengthening of Housing
Programs; (Solidarity Tax) contained in Law
No. 8683; effective from 1 October 2009
through 1 October 2019; purpose of the tax
is to finance public housing programs; tax
applicable to residential property that is used
habitually or occasionally or for recreational
purposes, that the taxpayer owns or has the
right to use and that is located in Costa Rica;
taxpayers are subject to the tax if the value
of the infrastructure (permanent structures,
such as houses, swimming pools and parking
lots) exceeds CRC117 million (approximately
USD231,266); the value of the infrastructure
must be updated every 3 years during the first
15 calendar days of the corresponding tax year
in accordance with the parameters established
by the tax authorities; if the taxpayer is subject
to the tax (that is, meets value threshold for the
infrastructure) the tax base is computed as the
total value of the infrastructure (not just the
excess of CRC117 million) plus the value of
the land as of 1 January, based on a specific
zoning model determined by tax authorities;
hotel businesses may be subject to the tax
depending on their operating model and the
type of infrastructure; the tax is paid annually

Rate
13%

1.5%
2.5%

12.72%
4.69%

0

0.25%
0%/10%/15%
26.17%

9.17%
Various



CosTA Rica 297

Nature of tax Rate

and is due on 15 January of the current tax year
(for example, for a fiscal year-end of
31 December 2013, the tax is due by
15 January 2013); Solidarity Tax is
independent from the other real estate
taxes and is not deductible for income
tax purposes; the tax rates are progressive 0.25% to 0.55%
Companies Tax; contained in Law No. 9024;
effective from 1 April 2012; imposed on
all commercial entities (including, among
others, corporations, limited liability
companies and branches) that are registered
or will register with the National Registry
Active entities registered with the tax
authorities; tax equals 50% of
base salary CRC189,700
(approximately USD374)

Inactive entities; tax equals 25%
of base salary CR(C94,850
(approximately USD187)

E. Foreign-exchange controls

The currency in Costa Rica is the colon (CRC). As of 12 Novem-
ber 2013, the exchange rate of the colon against the US dollar
was CRC505.91 = USD1.

No restrictions are imposed on foreign-trade operations or foreign-
currency transactions.

F. Tax treaties

Costa Rica has entered into an income tax treaty with Spain. Costa
Rica has not entered into an income tax treaty with any other
country.



298

Cote D'lvoire (Ivory Coast)

ey.com/GlobalTaxGuides
ey.com/TaxGuidesApp
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GMT

EY +225 20-21-11-15, +225 20-21-60-50

5, Avenue Marchand
B.P. 1222

Abidjan 01

Cote d’lvoire

Principal Tax Contact
Eric Nguessan

+225 20-21-11-15

Fax: +225 20-21-12-59

Mobile: +225 01-07-60-06
Email: eric.nguessan@ci.ey.com

Transaction Tax
Mathieu Calame

+225 20-30-60-54

Mobile: +225 09-68-88-88
Email: mathieu.calame@ci.ey.com

Business Tax Advisory
Patrick D. Grahouan

+225 20-21-11-15

Mobile: +225 01-30-47-69
Email: patrick.grahouan@ci.ey.com

Human Capital

Aly Kanaté +225 20-21-11-15

Email: aly.kanate@ci.ey.com

Legal Services
Lydia Kouadio

+225 20-21-11-15

Email: lydia-desiree.kouadio@ci.ey.com

A. At a glance
Corporate Income Tax Rate (%) 25 (a)
Capital Gains Tax Rate (%) 25 (b)
Branch Tax Rate (%) 25 (a)
Withholding Tax (%)
Dividends 2/10/12/15/18 (c)
Directors’ Fees and Nondeductible
Expenses 12
Interest 18 (d)
Royalties from Patents, Know-how, etc. 20
Payments for Services 20 (e)
Branch Remittance Tax 12 ()
Net Operating Losses (Years)
Carryback 0
Carryforward 5

(a) For details concerning the minimum tax, see Section B.

(b) See Section B.

(c) For details concerning these rates, see Section B.

(d) The withholding tax rate is 6.75%, 8.25%, 13.5% or 16.5% in certain cases
if the income is received through a bank or if the income is deposited by a
holding company. The withholding rate on “lots” (exceptionally high bond
discounts given only for certain specified bonds selected at random) is 25%.
The withholding tax is imposed on the amount of the discount.
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(e) This withholding tax applies to payments by resident companies for services
rendered by nonresidents who do not maintain a professional office in Cote
d’Ivoire. For premiums paid to nonresident reinsurance companies, the rate
is 12.5%.

(f)  On one-half of the before-tax profit (18% if the profit is exempt from corpo-
rate tax). See Section B.

B. Taxes on corporate income and gains

Corporate income tax. Resident companies are taxed on the ter-
ritoriality principle. As a result, companies carrying on a trade or
business outside Cote d’Ivoire are not taxed in Cote d’Ivoire on
the related profits. Resident companies are those registered in
Cote d’Ivoire, regardless of the nationality of the shareholders or
where they are managed and controlled. Foreign companies with
activities in Cote d’Ivoire are subject to corporate tax on local-
source profits if they have a permanent establishment in Cote
d’Ivoire.

Tax rates. The regular corporate income tax rate is 25%.

The minimum tax is 0.5% of turnover. For oil-producing, electric-
ity and water-producing companies, the rate is reduced to 0.1%.
The rate is reduced to 0.15% for banks and financial companies
and for insurance companies. The minimum tax may not be less
than XOF3 million or more than XOF35 million. New corpora-
tions are exempt from the minimum tax for their first fiscal year,
and mining companies are exempt from the minimum tax during
the exploration phase.

Profits realized in Cote d’Ivoire by branches of foreign companies
are deemed to be distributed and therefore are subject to a branch
withholding tax on one-half of the before-tax profit at a rate of
12% (18% if the profit is exempt from corporate tax).

Corporations may apply for various categories of priority status
and corresponding tax exemptions. Priority status varies depend-
ing on the nature of the project and the level of investments. Cor-
porate tax reductions and temporary tax exemptions are granted
to new industrial businesses for investments in industrial build-
ings and building sites, land for development, and industrial and
agricultural establishments.

Capital gains. Capital gains are taxed at the regular corporate rate.
The tax, however, can be deferred if the proceeds are used to ac-
quire new fixed assets in Cote d’Ivoire within three years or in the
event of a merger (or other acquisition).

If the business is totally or partially transferred or discontinued,
only one-half of the net capital gain is taxed if the event occurs less
than five years after the start-up or purchase of the business, and
only one-third of the gain is taxed if the event occurs five years or
more after the business is begun or purchased.

The total gain is taxed, however, if the business is not carried on
in any form by any person.

Capital gains derived by holding companies are exempt or are
taxed at a rate of 12% if certain conditions are satisfied.
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Administration. The financial year is from 1 January to 31 Decem-
ber. Corporate financial statements and corporate results must be
filed by 30 April of the year following the financial year.

Companies must pay corporate income tax in three equal install-
ments, which are due on 20 April, 20 June and 20 September of
the year following the financial year.

Late payments are subject to a penalty of 5% for the first month,
plus 0.5% for each additional month or part of a month.

Late submissions of financial statements are subject to a penalty
of XOF1 million plus XOF100,000 for each month or part of a
month of the delay.

If the lateness of a submission exceeds three months, the penalty
is XOF2 million plus XOF200,000 for each month or part of a
month of the delay.

Dividends. Dividends paid by listed companies out of profits taxed
at the 25% corporate tax rate are subject to a 10% withholding
tax. A 12% withholding tax is imposed on dividends paid by other
companies out of profits taxed at the 25% corporate tax rate. Div-
idends paid out of profits exempt from corporate tax and certain
other dividends are subject to withholding tax at a rate of 18%.
Special withholding tax rates of 2% and 15% apply to certain types
of bonds issued in Cote d’Ivoire.

A parent company may exclude up to 95% of dividends received
from a 10%-owned subsidiary (regime of holding companies and
subsidiaries). If less than a 10% interest is held, a listed company
may exclude 90% of the dividends received while an unlisted
company may exclude 50%.

Foreign tax relief. In general, foreign tax credits are not allowed,;
income subject to foreign tax that is not exempt from tax in Cote
d’Ivoire under the territoriality principle is taxable, net of the
foreign tax. However, a tax treaty may provide for a tax credit.

C. Determination of trading income

General. Taxable income is based on financial statements pre-

pared according to the Accounting System of the Organization

for African Business Law Harmonization. Business expenses are

generally deductible unless specifically excluded by law. The fol-

lowing expenses are not deductible:

* Gifts (except those granted to certain associations engaged in
social, sporting, scientific or cultural development)

* Most liberalities (payments that do not produce a compensatory
benefit, such as excessive remuneration paid to a director)

* Subsidies

* Corporate tax

* Penalties

Services fees and royalties paid by Ivorian companies to resident

and nonresident parent companies are deductible if the following

conditions are satisfied:

» The payer proves that the payments are related to real opera-
tions and that the amount of the payments is normal.

» The amount of the payments does not exceed 5% of the turn-
over and 20% of the overhead of the payer.
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Payments to resident companies are also subject to the same two
conditions mentioned above.

Under certain tax treaties of Cote d’Ivoire, amounts paid to non-
resident companies are deductible for tax purposes based on the
same conditions as those applicable to payments to resident
companies. Even if such treaties apply, the payer must satisfy the
two conditions mentioned above in order to deduct the payments.

The deduction of services fees and royalties paid by resident com-
panies to other resident companies is subject to the second condi-
tion mentioned above (5% of the turnover and 20% of the over-
head). As a result, the nondiscrimination clause provided for by
certain tax treaties does not apply, and services fees and royalties
paid by resident companies to nonresident companies are deduct-
ible under the conditions mentioned above.

Inventories. Inventory is normally valued at the lower of cost or
market value. Cost must be determined on a weighted-average
cost price method. A first-in, first-out (FIFO) basis is also gener-
ally acceptable.

Provisions. In determining accounting profit, companies must
establish certain provisions, such as a provision for a risk of loss
or for certain expenses. These provisions are normally deductible
for tax purposes if they provide for clearly specified losses or
expenses that are probably going to occur and if they appear in the
financial statements and in a specific statement in the tax return.

Capital allowances. Land and intangible assets, such as goodwill,
are not depreciable for tax purposes. Other fixed assets may be
depreciated using the straight-line method at the following rates.

Asset Rate (%)
Buildings 5
Light construction 10
Loud machinery 10
Stationary machinery 20
Fixtures 10
Office and home chattels 10
Office equipment 20 to 25
Motor vehicles 33.33
Other specified vehicles and engines 20 to 25
Computers and software 20 to 50

Relief for tax losses. Losses may be carried forward five years.
Losses attributable to depreciation may be carried forward indef-
initely. Losses may not be carried back.

Groups of companies. The law does not contain any provision for
the fiscal integration of related companies equivalent to a con-
solidated filing position. However, a parent-subsidiary tax re-
gime exempts dividends and capital gains from tax under certain
conditions.

D. Other significant taxes

The following table summarizes other significant taxes.
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Nature of tax Rate (%)
Value-added tax (VAT), on goods and
services sold in Cote d’Ivoire 18

Turnover tax (tax on banking operations),
on interest paid to and services rendered

by banks and financial companies 10
Special tax on equipment; based on turnover;
applicable to all companies 0.1

Business activity tax (patente), based

on the turnover and the rental value

of tangible assets Various
Withholding tax, on amounts invoiced by

importers, producers and sellers to persons

subject to commercial or agriculture tax

(entitles the buyer to a credit against

withholding tax or VAT payable on its sales) Various
Registration duties, on transfers of
real property or businesses 1to 10

Special tax on subcontractors of petroleum
companies; a global tax including income
tax, payroll taxes, a tax on shares, a national
solidarity tax and an insurance tax; on

taxable turnover 5.656
Payroll tax, paid by employers on salaries of
Employees from Cote d’Ivoire 2.8
Expatriates 12

Social security contributions
Retirement, on monthly salaries up to
XOF1,647,315; paid by

Employer 7.7
Employee 6.3
Family allowances, on monthly salaries
up to XOF70,000; paid by employer 5.75
Industrial injuries, on monthly salaries
up to XOF70,000; paid by employer 2t05

E. Miscellaneous matters

Foreign-exchange controls. Exchange control regulations apply to
financial transfers outside the franc zone, which is a monetary
zone including France and its former overseas colonies.

Transfer pricing. Cote d’Ivoire does not have transfer-pricing regu-
lations, but it has provisions addressing tax avoidance.

F. Treaty withholding tax rates

Cote d’Ivoire has signed a multilateral tax treaty with the other
members of the West African Economic Community (Com-
munaute Economique de I’ Afrique de 1’Ouest, or CEAO), which
are Burkina Faso, Mali, Mauritania, Niger and Senegal.

The country also signed a multilateral tax treaty in the framework
of the Common African and Mauritian Organization (Organisa-
tion Commune Africaine et Mauricienne, or OCAM). This treaty
was also signed by Benin, Burkina Faso, Cameroon, Central
African Republic, Chad, Congo, Congo (Democratic Republic of
the), Gabon, Madagascar, Mauritius, Niger, Rwanda, Senegal and
Togo.
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The two international organizations mentioned above have been
dissolved. However, the Ivorian tax administration considers the
above multilateral tax treaties to be still applicable, provided that
reciprocity exists.

Cote d’Ivoire has signed a new treaty with the countries of the
West African Economic and Monetary Union (WAEMU). This
tax treaty has applied for some tax items since 2009. It is wholly
applicable, effective from 1 January 2010. The members of
WAEMU are Benin, Burkina Faso, Cote d’Ivoire, Guinea-Bissau,
Mali, Niger, Senegal and Togo.

Dividends Interest Royalties

% % %
Belgium 12 16 10
Benin 10 15 15
Burkina Faso 10 15 15
Cameroon 12 18 0
Canada 12 15 10
Central African Republic 12 18 0
Chad 12 18 0
Congo (Democratic
Republic of the) 12 18 0
Congo (Republic of the) 12 18 0
France 12 15 10
Gabon 12 18 0
Germany 12 15 10
Italy 12 15 10
Madagascar 12 18 0
Mali 10 15 15
Mauritania 12 18 0
Niger 10 15 15
Norway 12 16 10
Rwanda 12 18 0
Senegal 10 15 15
Switzerland 12 15 10
Togo 10 15 15
United Kingdom 12 15 10
WAEMU countries 10 15 15

Non-treaty countries 2/10/12/15/18 (a) 18 (b) 20

(a) See Section B.
(b) See footnote (d) to Section A.



304

Croatia

ey.com/GlobalTaxGuides

ey.com/TaxGuidesApp

Zagreb GMT +1
EY +385 (1) 580-0800
Radnicka cesta 50 Fax: +385 (1) 580-0888
10000 Zagreb
Croatia

Principal Tax Contact and Business Tax Services Leader

* Dénes Szabo +385 (1) 580-0900
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Business Tax Advisory
Marta Glasnovi¢ +385 (1) 580-0910
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A. At a glance
Corporate Income Tax Rate (%) 20
Capital Gains Tax Rate (%) 20
Branch Tax Rate (%) 20
Withholding Tax (%)
Dividends 12
Interest 15
Royalties from Patents, Know-how, etc. 15
Fees for Market Research, Tax Advice,
Business Advice and Auditor Services 15
Service Fees Paid to Persons in
Blacklisted Low-Tax Countries 20
Branch Remittance Tax 0
Net Operating Losses (Years)
Carryback 0

Carryforward 5
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B. Taxes on corporate income and gains

Corporate income tax. Resident companies are subject to tax on
their worldwide income. A company is resident in Croatia if its
legal seat or its place of their management and supervision is
located there. Branches of foreign companies are subject to tax
only on their profits derived from Croatia.

Tax rate. The rate of corporate income tax is 20%.

Tax incentives. Tax exemptions and other tax reliefs are available
in accordance with the Croatian Corporate Income Tax Act and
special legislation regulating incentives. For example, the Invest-
ment Promotion and Development of Investment Climate Act
provides incentives for investments in new business activities and
new workplaces.

Capital gains and losses. Capital gains and losses from the sale of
assets are considered regular taxable income and tax-deductible
expenses, respectively. Specific rules apply to unrealized gains
and losses on certain types of assets. Depending on the type of
asset, such gains or losses may be not taxable or not tax deduct-
ible, and may be recognized for tax purposes in the period of the
realization of the asset.

Administration. The normal tax year is the calendar year, but a
company may apply for a different tax year.

Annual tax returns must be filed by the end of the fourth month
following the tax year.

Companies must make monthly advance payments of tax. In prin-
ciple, each monthly advance payment is equal to /12 of the tax due
for the preceding year before the decrease of the tax base for tax
incentives (excluding multiyear tax incentives). The balance of
tax due must be paid by the end of the fourth month following the
tax year. If the total of the advance payments exceeds the tax due
for the year, the company may claim a refund.

Dividends. Dividends are taxable at a rate of 12%.

Foreign tax relief. A foreign tax credit is available to resident com-
panies for foreign tax paid on income earned directly or through
permanent establishments abroad. The amount of the credit is the
lower of the Croatian corporate tax payable on the foreign income
and the foreign tax paid.

C. Determination of trading income

General. The corporate income tax base is determined in accor-
dance with the accounting regulations (Croatian Financial Report-
ing Standards [CFRS]/International Financial Reporting Standards
[IFRS]), adjusted for certain items that increase or decrease the
tax base.

The following items decrease the tax base:

* Revenues from dividends and profit shares

* Unrealized profits from value adjustments of shares if they
were previously taxed

* Revenues from collected written-off receivables that were taxed
in previous periods

* Depreciation expenses carried forward from previous periods



306 CROATIA

« Tax incentives in accordance with special laws
* Reinvested profits other than those realized in the banking or
nonbanking financial sector

The following items increase the tax base:

* Depreciation expenses exceeding the maximum allowable
amounts (excess may be carried forward).

* Penalty interest paid between related parties.

* Privileges and other benefits granted to individuals and legal
persons to execute certain actions in favor of the company.

» Nondeductible interest on loans between related parties.

* The costs of forced collection of tax and other levies.

¢ Unrealized losses from value adjustments of shares, if these
were included in the expenses.

* Unrealized losses from value adjustments of depreciable assets
except in the case of extraordinary damages.

 Seventy percent of entertainment expenses resulting from a

business relationship with a business partner, including related

value-added tax (VAT). These expenses include the following:

— Gifts, regardless of whether they include the mark of the

company or product.

— The cost of holidays, sports, recreation and leisure.

— Rental of airplanes, automobiles, vacation homes and vessels.

Fines imposed by competent bodies.

Thirty percent of expenses, including related VAT but not in-

cluding insurance and interest costs, incurred with respect to

owned or rented motor vehicles or other means of personal

transportation (for example, personal car, vessel, helicopter and

airplane) used by managerial, supervisory and other employees,

if the personal use of the means of personal transportation is not

taxed as a benefit in kind.

Inventory shortages above the amount prescribed by the

Croatian Chamber of Economy, if the shortages are not subject

to personal income tax.

Donations in cash or in kind exceeding 2% of the preceding

year’s revenue. The limitation does not apply to donations made

in accordance with the competent ministry’s decisions on special

programs and actions undertaken outside the regular business

activities of the beneficiary. The donations also include financ-

ing of healthcare expenses (surgery, and purchases of medicines

or orthopedic devices) for individuals who are not covered by

primary, additional or private health insurance.

Expenses identified in the course of a tax audit, including

value-added tax, personal income tax, city tax and obligatory

contributions incurred with respect to hidden profit payments,

including payments of private costs of shareholders, company

members and individuals and persons related to these

individuals.

* Other expenses not incurred for the purpose of earning profit.

The expenses mentioned above, except privileges and other ben-
efits granted to individuals and legal persons to execute certain
actions in favor of the company and expenses identified in a tax
audit, do not increase the tax base if they are subject to personal
income tax.

Inventories. Inventories are valued in accordance with Croatian
Financial Reporting Standards (CFRS) or International Account-
ing Standards (IAS)/International Financial Reporting Standards
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(TFRS). In general, inventories are valued at the lower of cost or net
realizable value. Costs include all acquisition costs, conversion
costs and other costs incurred in bringing inventories to their cur-
rent location and condition. In general, the cost of inventories must
be determined using the first-in, first-out (FIFO) or weighted-
average method.

Losses from value adjustments of inventories are recognized as
tax-deductible expenses at the time of disposal of the inventories.

Specific rules deal with allowable limits of inventory shortages.

Provisions. The following provisions are deductible for tax pur-

poses:

* Provisions for severance payments to be paid in the following
year according to a prepared plan

* Provisions for costs of renewing natural resources

* Provisions for costs incurred during guarantee periods

* Provisions for costs related to court disputes that have already
been initiated against the taxpayer

* Provisions for the risk of potential loss in banks, up to the
amount prescribed by the Croatian National Bank

* Provisions in insurance companies, up to the obligatory amount
prescribed by the law governing the insurance

* Provisions for the unused vacation in accordance with account-
ing principles

Value adjustments of trade receivables are deductible if the receiv-
ables are overdue for more than 60 days as of the end of the tax
year and if they are not collected by the 15th day before the filing
of the tax return. However, if the taxpayer does not take measures
for debt collection (for example, sue the debtor) before the receiv-
ables are barred by the statute of limitations, the receivables
treated as deductible for tax purposes in prior years must be
included in taxable income. In addition, value adjustments are
deductible for tax purposes in the following circumstances:

* The receivables do not exceed HRKS,000 (approximately
EURG600) per debtor that is not a natural person or, for write-
offs of obsolete receivables from unrelated individuals, they do
not exceed HRK2,000 (approximately EUR260) per individual,
if the total receivables per individual do not exceed this amount
on the last day of the tax period and if the receivables are writ-
ten off by 31 December 2013.

* The company is suing the debtor or a foreclosure is being con-
ducted.

* The receivables are reported in a bankruptcy proceeding of the
debtor.

* The debt has been settled in the pre-bankruptcy or bankruptcy
proceedings of the debtor.

Credit institutions may treat as tax deductible the write-off of re-
ceivables from unrelated individuals and legal entities with regard
to housing provisions and entrepreneurial loans, respectively. This
is allowed if it can be determined that the write-off is made with
the goal of protecting the basic life needs of the individual (for
example, prevention of foreclosure on the only real estate in which
the loan recipient lives) or not jeopardizing investment develop-
ments and entrepreneurial activities of legal entities.
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Tax depreciation. Depreciation is calculated by using the straight-
line method. The following are the maximum annual depreciation
rates prescribed by the Corporate Income Tax Act.

Asset Rate (%)
Buildings and ships over 1,000 gross

registered tons 10
Primary herd and personal cars 40
Intangible assets, equipment, vehicles

(except personal cars), and machinery 50

Computers, computer hardware and

software, mobile telephones and

computer network accessories 100
Other assets 20

The deduction for tax depreciation cannot exceed the expense for
accounting depreciation. If maximum allowable tax depreciation
exceeds accounting depreciation, the accounting depreciation
prevails for tax purposes. If accounting depreciation exceeds
maximum allowable tax depreciation, the excess may be deducted
in future periods.

Depreciation expenses for personal cars and other vehicles used
for personal transportation are deductible up to the amount cal-
culated on the purchase cost of HRK400,000 (approximately
EURS53,000) per vehicle. The limitation does not apply to vehi-
cles used exclusively for rental or transportation activities.

Depreciation of assets that are not used in the performance of
ordinary business activities is not deductible for tax purposes.

If the accounting records of a taxpayer include vessels, airplanes,
apartments or resort houses and if the taxpayer uses these items
in its regular business activities, the depreciation of such assets
may be claimed as deductible expenses for tax purposes if the
following conditions are met:
* The taxpayer is registered for the activity of renting such assets.
* The revenue realized from the use of the vessels and airplanes
is at least 7% of the purchased value of the vessels or airplanes.
¢ The revenue from the use of apartments and resort houses is at
least 5% of the purchase value of the apartments or resort
houses.

Relief for losses. Tax losses may be carried forward for five years,
but they may not be carried back.

The legal successor may lose the right to a loss carryforward after

a legal change (business combination) and/or change in owner-

ship of the company of more than 50% if one of the following

circumstances exists:

* The legal predecessor did not perform its business activity for
the two tax periods before the occurrence of the legal change
and/or change in ownership.

» Within two tax periods after the occurrence of the legal change
and/or change in ownership, the business activity of the com-
pany substantially changes.

Groups of companies. Croatia does not allow consolidated returns
or provide any other tax relief for groups of companies. Each
company within a group is taxed separately.
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D. Other significant taxes
The following table summarizes other significant taxes.

Nature of tax Rate (%)
Value-added tax 5/13/25
Real estate tax, on the value determined
by the tax authorities 5
Social security contributions; paid by
Employer 15.2
Employee 20

Personal income tax; the withholding liability
lies with the employer

Up to HRK2,200 per month 12
From HRK2,200 to HRKS,800 per month 25
In excess of HRKS8,800 per month 40
Municipal surcharge; varies among cities;
the rate for Zagreb (the capital city) is 18% 0to 18

E. Miscellaneous matters

Foreign-exchange controls. The Croatian currency is the kuna
(HRK).

The Croatian National Bank is responsible for foreign-exchange
regulations.

The Foreign Exchange Act generally imposes restrictions on pay-
ments abroad that do not have a legal basis. No restrictions are
imposed on transfers of paid-in share capital, dividends, profits,
interest, royalties, fees for know-how and similar payments.

Under the Foreign Exchange Act, Croatian resident companies
may acquire foreign securities, provide long-term and short-term
loans to nonresident companies, acquire real estate abroad and
engage in certain other specified transactions. Such transactions
are allowed if they are reported to the Croatian National Bank.

Natural persons may make direct investments abroad, acquire
foreign securities, provide long-term loans to nonresidents, acquire
real estate abroad and provide short-term loans to nonresidents
who are related parties (family members).

Transfer pricing. Croatia has transfer-pricing rules that apply to
transactions between Croatian residents and nonresidents. Under
these rules, the tax authorities may adjust the taxable income of
Croatian taxpayers derived from transactions with foreign related
companies if they deem the prices and agreed conditions to be
different than arm’s-length prices and conditions. In such circum-
stances, taxable income is increased (or expenses decreased) by
the difference between prices stated in the financial statements
and arm’s-length prices. These rules also apply to transactions
between two Croatian residents if one of the related parties has
special tax status (pays corporate income tax at reduced rates) or
has a tax-loss carryforward.

A company may apply one of the following methods for estab-
lishing an arm’s-length price:

» Comparable uncontrolled price method

* Resale price method

* Cost-plus method
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* Profit-split method
* Transactional net margin method

Before the beginning of each tax year, the Ministry of Finance
sets the market interest rate for related-party loans. If the rate is
not published, the relevant rate is the Croatian National Bank
discount rate.

Debt-to-equity ratios. Under thin-capitalization rules, interest on
loans received from foreign shareholders owning 25% or more of
the shares, capital or voting rights of the borrower or on loans
guaranteed by such shareholders is not deductible if the loan bal-
ance exceeds four times the shareholders’ share in the equity of
the borrower.

Under recent amendments of the Corporate Income Tax Act, in-
terest paid on loans received from related parties abroad may be
treated as nondeductible.

Prepayments of dividends. If the dividends or profit shares are
prepaid to an individual during a tax year and if the realized
profit at the end of a tax year is insufficient to cover such prepay-
ment or the prepayment is not settled by the time of submission
of the tax return, the prepayment is considered to be income sub-
ject to personal income tax. The taxpayer must maintain docu-
mentary evidence of dividend prepayments and submit it with the
tax return.

F. Tax treaties

Croatia has entered into double tax treaties on avoidance of double
taxation with many countries (see the withholding rate table
below).

Croatia has signed tax treaties with Egypt and Georgia, but these
treaties have not yet taken effect.

Croatia has adopted the double tax treaties entered into by the
former Yugoslavia with Finland, Norway, Sweden and the United
Kingdom.

The withholding tax rates for payments by Croatian companies
under Croatia’s double tax treaties and under the former Yugo-
slavia’s double tax treaties adopted by Croatia are listed in the
table below.

Croatia became a member of the European Union (EU) on 1 July
2013. As of that date, provisions of the Interest and Royalty
Directive and Parent-Subsidiary Directive adopted by Croatian
corporate income tax legislation became applicable to payments
to recipients within the EU.

Dividends Interest Royalties

% % %
Albania 10 10 10
Armenia 0/10 (a) 10 5
Austria 0/15 (b) 5 0
Azerbaijan 5/10 (e) 10 10
Belarus 5/15 (c) 10 10
Belgium 5/15 (d) 10 0
Bosnia-Herzegovina 5/10 (e) 10 10

Bulgaria 5 0 5
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Dividends Interest Royalties
% % %
Canada 5/15 () 10 10
Chile 5/15 (g) 5/15 5/10
China 5 10 10
Czech Republic 5 0 10
Denmark 5/10 (h) 5 10
Estonia 5/15 (1) 10 10
Finland 5/15 (c) 0 10
France 0/15 (j) 0 0
Germany 5/15 (k) 0 0
Greece 5/10 (1) 10 10
Hungary 5/10 (1) 0 0
Iceland 5/10 (m) 10 10
Indonesia 10 10 10
Iran 5/10 (1) 5 5
Ireland 5/10 (n) 0 10
Israel 5/10/15 (o) 5/10 5
Italy 15 10 5
Jordan 5/10 (p) 10 10
Korea (South) 5/10 (1) 5 0
Kuwait 0 0 10
Latvia 5/10 (1) 10 10
Lithuania 5/15 (q) 10 10
Macedonia 5/15 (c) 10 10
Malaysia 5/10 (r) 10 10
Malta 5(s) 0 0
Mauritius 0 0 0
Moldova 5/10 () 5 10
Morocco 8/10 (w) 10 10
Netherlands 0/15 (b) 0 0
Norway 15 0 10
Oman 0 5 10
Poland 5/15 (¢) 10 10
Qatar 0 0 10
Romania 5 10 10
Russian Federation 5/10 (1) 10 10
San Marino 5/10 (1) 10 5
Slovak Republic 5/10 (1) 10 10
Slovenia 5 5 5
South Africa 5/10 (1) 0 5
Spain 0/15 () 0 0
Sweden 5/15 (u) 0 0
Switzerland 5/15 (¢) 5 0
Syria 5/10 (m) 10 12
Turkey 10 10 10
Ukraine 5/10 (1) 10 10
United Kingdom 5/15 (u) 10 10
Yugoslavia (v) 5/10 (1) 10 10
Non-treaty countries 12 15 15

(a) The 0% rate applies if the recipient (beneficial owner) is an entity that
directly holds at least 25% of the payer. The 10% rate applies to other divi-
dends.

(b) The 0% rate applies if the recipient (beneficial owner) is an entity that
directly holds at least 10% of the payer. The 15% rate applies to other divi-
dends.

(c) The 5% rate applies if the recipient (beneficial owner) is an entity that holds
directly at least 25% of the payer. The 15% rate applies to other dividends.
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The 5% rate applies if the recipient (beneficial owner) is an entity that holds
directly or indirectly at least 10% of the payer. The 15% rate applies to other
dividends.

The 5% rate applies if the recipient (beneficial owner) is an entity that holds
directly at least 25% of the payer. The 10% rate applies to other dividends.
The 5% rate applies if the recipient (beneficial owner) is an entity that directly
or indirectly controls at least 10% of the voting power of the payer, or holds
directly at least 25% of the payer. The 15% rate applies to dividends paid by
investment corporations that are resident in Canada but are owned by non-
residents and in all other cases.

The 5% rate applies if the recipient (beneficial owner) is an entity that holds
directly at least 20% of the payer. The 15% rate applies to other dividends.
The 5% rate applies if the recipient is an entity that directly holds at least 25%
of the voting power of the payer. The 10% rate applies to other dividends.
The 5% rate applies if the recipient (beneficial owner) is an entity that holds
directly at least 10% of the payer. The 15% rate applies to other dividends.
The 0% rate applies if the recipient (beneficial owner) is an entity that
directly or indirectly holds at least 10% of the payer. The 15% rate applies to
other dividends.

The 5% rate applies if the recipient (beneficial owner) is an entity that holds
directly at least 10% of the payer. The 15% rate applies to other dividends.
The 5% rate applies if the recipient (beneficial owner) is an entity that holds
directly at least 25% of the payer. The 10% rate applies to other dividends.
The 5% rate applies if the recipient (beneficial owner) is an entity that holds
directly at least 10% of the payer. The 10% rate applies to other dividends.
The 5% rate applies if the recipient (beneficial owner) is an entity that
directly controls at least 10% of the voting power of the payer. The 10% rate
applies to other dividends.

The 5% rate applies if the recipient (beneficial owner) is an entity that holds
directly at least 25% of the payer. The 10% rate applies if the recipient (ben-
eficial owner) is an entity that holds directly at least 10% of the payer and if
the entity is a resident of Israel. The 15% rate applies to other dividends.
The 5% rate applies if the recipient (beneficial owner) is an entity that holds
at least 25% of the payer and if this ownership is not achieved for the pur-
poses of exploiting these provisions. The 10% rate applies to other dividends.
The 5% rate applies if the recipient (beneficial owner) is an entity that holds
directly at least 10% of the payer. The 15% rate applies to other dividends.
The 5% rate applies if the recipient is an entity that holds directly at least 10%
of the payer. The 10% rate applies to other dividends.

The 5% rate applies if the dividends are paid by a Croatian resident to a
Maltese resident (beneficial owner). If dividends are paid by a Maltese resi-
dent to a Croatian resident (beneficial owner), the applicable rate is the rate
used to tax the profits out of which the dividends are paid.

The 0% rate applies if the recipient is an entity that holds directly at least 25%
of the payer. The 15% rate applies to other dividends.

The 5% rate applies if the recipient is an entity that directly holds at least 25%
of the voting power of the payer. The 15% rate applies to other dividends.
This treaty applies to Montenegro and Serbia.

The 8% rate applies if the recipient (beneficial owner) is an entity that holds
directly at least 25% of the payer. The 10% rate applies to other dividends.
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On 10 October 2010, the country Netherlands Antilles, which consisted of
five island territories in the Caribbean Sea (Bonaire, Curacao, Saba, Sint
Eustatius and Sint Maarten), was dissolved. On dissolution of the Nether-
lands Antilles, the islands of Bonaire, Sint Eustatius and Saba (BES-
Islands) became part of the Netherlands as extraordinary overseas
municipalities. Curacao and Sint Maarten have both become autonomous
countries within the Kingdom of the Netherlands. The former Netherlands
Antilles tax laws remain applicable to Curagao, with the understanding
that references in the laws to “the Netherlands Antilles” should now be
read “Curagao.” A tax reform in Curagao is effective from 1 January 2012.
This is the first step in a more extensive tax reform planned for upcoming
years. The following chapter provides information on taxation in Curacao
only. Chapters on BES-Islands and Sint Maarten appear in this guide.

A. At a glance
Corporate Income Tax Rate (%) 27.5 (a)
Capital Gains Tax Rate (%) 27.5 (a)
Branch Tax Rate (%) 27.5 (a)
Withholding Tax (%) 0
Net Operating Losses (Years)

Carryback 0

Carryforward 10 (b)
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(a) The corporate income tax rate of Curagao is expected to be further reduced
in upcoming years.

(b) Losses incurred by certain companies during their first four years of business
may be carried forward indefinitely. Losses incurred during the first six years
by an entity that has the objective of engaging in business in the shipping or
aviation industry may be carried forward indefinitely. Companies under the
Curagao offshore tax regime may carry forward tax losses for five years.

B. Taxes on corporate income and gains

Corporate income tax. Corporate income tax is levied on resident
and nonresident entities. Resident entities are those incorporated
under former Netherlands Antilles or current Curagao laws, even
if their management is located abroad, as well as entities incor-
porated under foreign law, but effectively managed in Curagao.
For resident entities, corporate income tax is, in principle, levied
on the aggregate amount of net profits earned from all sources
during the entity’s accounting period. Nonresident entities are
subject to tax on specific Curagao income items, such as profits
earned through a permanent establishment and income related to
real estate property in Curagao, including interest derived from a
mortgage on such real estate property.

Tax rates. Resident and nonresident entities, including branches
of foreign companies, are taxed at a standard rate of 27.5%. How-
ever, different rates may apply to companies qualifying for tax
holidays, E-zone companies, offshore companies or tax-exempt
companies.

Withholding taxes are not imposed on remittances of profits by
branches to their foreign head offices.

Tax incentives. Reduced tax rates and other tax incentives (tax
holidays) are available to new business enterprises that engage in
certain activities, including tourism and land development.

E-zone companies. Incentives are available under E-zone legisla-
tion. These incentives replaced the incentives that were previously
available under the free-zone legislation. The E-zone legislation
offers tax incentives to e-commerce companies and trading com-
panies with an e-strategy that are located in an E-zone. In principle,
the activities of these companies must be focused on trading with,
or providing services to, companies or persons located outside
Curagao. Profits derived by E-zone companies from sales of goods
or services to companies or individuals located in Curagao may
not exceed 25% of the total annual turnover. In general, E-zone
companies are taxed at a rate of 2%. However, for profits derived
from sales of goods or services to companies or individuals lo-
cated in Curagao (up to a maximum of 25% of the total turnover),
the standard corporate income tax rate of 27.5% applies. Tax
losses may be carried forward to offset taxable profits in the fol-
lowing 10 years. No turnover tax or import duties are imposed on
the following:
* Goods entering the E-zone
* Services rendered by Curagao companies to E-zone companies
* Products delivered by E-zone companies, or services rendered
to individuals or companies that are not resident in Curagao or
to companies that are located in the E-zone

Offshore companies. The offshore regime was abolished in 2001.
However, under grandfathering rules, special incentives are avail-
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able for qualifying offshore companies in existence before 1 Jan-
uary 2002. Offshore companies are resident companies owned by
nonresidents that perform their business activities abroad; that is,
they mostly earn foreign-source income. Income derived by off-
shore companies (for example, from royalty, financing, holding,
portfolio investment, mutual fund, real estate and service activi-
ties) is taxed at corporate income tax rates of 2.4% to 3%. For
trading and service companies, offshore status may result in the
application of reduced rates. Capital gains on securities, loans,
intellectual property and immovable property are exempt from
corporate income tax. In addition, advance tax rulings can be ob-
tained for determining the offshore tax status and method of cal-
culating the tax base of offshore companies. Profits derived from
real estate located outside Curagao are exempt from corporate
income tax. The offshore tax rates are guaranteed through 2019.

Tax-exempt companies. Tax-exempt companies (TECs) are ex-
empt from Curagao corporate income tax. Only private limited
liability companies incorporated under former Netherlands
Antilles or current Curagao laws may qualify as TECs. TECs are
allowed to solely or practically solely (more than 90%) engage in
extending of loans, investing in securities and deposits and licens-
ing of intellectual and industrial property rights and similar prop-
erty rights. To qualify as a TEC, a company must submit a written
request to the Tax Inspector and certain conditions must be satis-
fied. TECs are not eligible for benefits under the Tax Regulation
for the Kingdom of the Netherlands or for benefits under any
other double tax treaty of the former Netherlands Antilles or
Curagao. However, exchange-of-information provisions in the tax
regulation, tax treaties and tax information exchange agreements
apply to TECs. If a TEC loses its tax-exempt status, it is treated
as a regularly taxed company subject to tax on its worldwide in-
come, and it receives a tax-free step-up.

Taxed private foundations and trusts. The 2011 tax reform of the
Curagao corporate income tax legislation introduced the option
for private foundations and trusts to be subject to a reduced effec-
tive corporate income tax rate of 10%. In principle, Curagao pri-
vate foundations and trusts are fully exempt from corporate in-
come tax if they do not conduct an enterprise. After the option is
exercised, the reduced effective rate of 10% applies for a period
of at least three full fiscal years. After this three-year period, the
private foundation can request to discontinue being subject to the
reduced effective rate of 10%.

Transparent companies. Curagao public limited liability compa-
nies or private limited liability companies can opt for fiscal trans-
parency for Curagao corporate income tax and individual income
tax purposes. To qualify as a transparent company, a written re-
quest must be filed and certain conditions must be satisfied. If
fiscal transparency is elected, the limited liability company is
treated for tax purposes as a partnership; that is, only the partners
can be taxed in Curagao on Curagao sources of income. If a trans-
parent company loses its tax-exempt status, it is treated as a regu-
larly taxed company subject to tax on its worldwide income.

Ruling policy. Curagao has an extensive advance tax ruling prac-
tice. These rulings include the following:
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* Cost-plus rulings for intercompany support activities

» Minimum gross margin rulings for finance activities

* Participation exemption rulings for holding activities

* Informal capital (or cost-plus) rulings for intercompany trading
activities

These rulings are usually valid for a three-year period, with the
option for extension every three years.

Other incentives. Curagao also offers other incentives for specific
activities, such as the international use of aircraft and ships and
the insurance of risks outside Curagao.

Capital gains. Under the current corporate income tax rules, in
general, except for offshore companies, no distinction is made
between the taxation of capital gains and the taxation of other
income. All income is taxed at the applicable corporate tax rate
(27.5%). Taxation of capital gains on qualifying share interests
(participation exemption) is discussed in Section C.

Administration. The standard tax year is the calendar year. How-
ever, on request and under certain conditions, a company may use
a different financial accounting year as its tax year.

Companies must file a provisional tax return within three months
after the end of the financial year. In principle, this return must
show a taxable profit that is at least equal to the taxable profit
shown on the most recently filed final tax return. Any tax due
must be paid at the time of filing of the provisional tax return. An
extension of time to file the return and pay the tax is not granted.
On request of the company, the Tax Inspector may consent to the
reporting of a lower taxable profit than the taxable profit shown
on the most recently filed final tax return.

The final tax return must be filed within six months after the end
of the financial year. Any difference between the tax due based
on the provisional return and the tax due based on the final return
must be settled at the time of the filing of the final return. An
extension for filing the final tax return on a later date can be
obtained.

To ensure compliance with the rules described above, penalties
may be imposed. The tax authorities may impose arbitrary assess-
ments if the taxpayer fails to file a tax return. Additional assess-
ments, including a penalty, may be imposed if insufficient tax is
levied. A penalty of 100% of the additional tax due may be lev-
ied. Depending on the degree of wrongdoing, this penalty is
normally 25% or 50%.

In general, offshore companies must file their tax returns within
six months following the end of the financial year. In practice, the
tax authorities do not strictly enforce this deadline for offshore
companies.

Dividends. Curagao does not levy dividend withholding tax on
dividend distributions.

Foreign tax relief. A 100% exemption from Curagao corporate in-
come tax is available for foreign business profits. For this pur-
pose, foreign profits are profits earned in another country through
a permanent establishment or a permanent representative in the
other country, or profits earned from immovable property located
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in a foreign country, including the rights related to the property
that is part of the business activities of the taxpayer but is deemed
to be part of the foreign business. If foreign profits are derived
from a business that can be considered a low-taxed portfolio in-
vestment, a reduced exemption of 63% applies.

C. Determination of taxable income

General. Taxable profit must be calculated in accordance with
“sound business practices.”

All expenses incurred with respect to conducting a business are,
in principle, deductible. However, if expenses exceed normal
arm’s length charges and are incurred directly or indirectly for the
benefit of shareholders or related companies, the excess is con-
sidered to be a nondeductible profit distribution (dividend). In
addition, certain expenses, such as fines, penalties and expenses
incurred with respect to crimes, are not deductible. Only 80% of
representation expenses, as well as expenses incurred on meals,
beverages, gifts, courses and seminars, is deductible.

In principle, interest expenses are deductible for tax purposes if
the interest rate is determined on an arm’s length basis. However,
certain restrictions apply to the deduction of interest on loans con-
nected to certain tax-driven transactions and intragroup reorgani-
zations. Under thin-capitalization rules, the deductibility of
interest accrued or paid directly or indirectly to an affiliated TEC
may be restricted.

Participation exemption. In principle, a 100% participation ex-
emption applies for all qualifying share interests held by Curagao
corporate taxpayers.

In general, a shareholding qualifies for the participation exemp-
tion if it represents at least 5% of the share capital or voting power
in a company or if the amount paid for the shareholding amounts
to at least USD500,000. In addition, any member of a cooperative
association can apply for the participation exemption.

For dividend income, additional requirements are imposed for a

participation to be considered a qualifying participation. To apply

the 100% exemption on dividends, either of the following condi-
tions must be met:

* The qualifying participation is subject to a (nominal) profit tax
rate of 10% (subject-to-tax clause).

* Dividends, interest or royalties received from sources other
than the business of the participation do not account for 50% or
more of the gross income of the participation (non-portfolio-
investment clause).

These conditions may be met on a consolidated basis. If neither
of the above conditions is met, a lower participation exemption of
63% applies to dividends. The subject-to-tax clause and the non-
portfolio-investment clause do not apply to the 100% participa-
tion exemption on capital gains and income received from par-
ticipations that exclusively or almost exclusively hold immovable
property.

Expenses that are connected with the participation, including
financing expenses, are not deductible if the income is 100% tax-
exempt.
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Tax depreciation. In general, assets are depreciated using the
straight-line method, with the residual value taken into consider-
ation. The following are some of the applicable rates.

Residual
Asset Rate (%) value (%)
Buildings 2t02.5 10
Office equipment 10 to 50 Nil
Motor vehicles 10 to 33 15
Plant and machinery 10 10

The rates listed above provide a general overview of the depre-
ciation rates. The actual depreciation rate depends on the type of
asset used by the company.

Fixed company assets acquired by companies operating in Curagao
may qualify for accelerated depreciation at a one-time maximum
annual rate of 33Y3% of the acquisition costs of the assets. Fixed
company assets are assets used for a business process for at least
one business cycle, unless these assets are intended to be process-
ed or sold.

An investment allowance deduction of 8% (12% for new build-
ings or restorations of buildings) is granted for acquisitions of
fixed assets exceeding approximately USD2,800. The allowance
is deducted from taxable income in the year of the investment and
in the following year. The investment allowance deduction is re-
captured in the year of sale and the subsequent year if the asset is
sold within 6 years (15 years for buildings) of the date of the in-
vestment.

Groups of companies. On written request, Curagao resident com-
panies may form a fiscal unity (tax-consolidated group) for corpo-
rate income tax purposes. To qualify for a fiscal unity, the parent
company must own at least 99% of the shares in the subsidiary.
A fiscal unity may include, among others, a company incorpo-
rated under Dutch law that has its place of effective management
in Curagao. The whole group is taxed for corporate income tax
purposes as if it were one company and, as a result, the subsidiar-
ies in the fiscal unity are no longer individually subject to corpo-
rate income tax.

Advantages for corporate income tax purposes of fiscal unity

treatment include the following:

* Losses of one subsidiary may be offset against profits of other
members of the fiscal unity.

* Reorganizations, including movements of assets with hidden
reserves from one company to another, have no direct tax con-
sequences for corporate income tax purposes.

* Intercompany profits may be fully deferred.

The fiscal unity does not apply for turnover tax purposes.

Relief for losses. Losses in a financial year may be carried forward
for 10 years. No carryback is available.

Losses incurred by certain companies during their first four years
of business may be carried forward indefinitely. Losses incurred
during the first six years by an entity that has the objective of
engaging in business in the shipping or aviation industry may be
carried forward indefinitely. Companies under the Curagao off-
shore tax regime may carry forward tax losses for five years.
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D. Other significant taxes

The following table summarizes other significant taxes.

Nature of tax Rate (%)

Turnover tax in Curagao; a general consumption
tax on goods delivered, imports, and services
rendered by entrepreneurs (legal entities or
individuals) in Curagao and services rendered
in Curagao by foreign entrepreneurs; primary
life goods and certain imports are exempt

Standard rate 6

Insurance 7

Hotel accommodation (in principle, effective

from 1 January 2014) 7

Specific goods and services listed as luxurious

or unhealthy 9
Real estate transfer tax 4

E. Miscellaneous matters

Foreign-exchange controls. The currency in Curagao is the Antil-
lean guilder (ANG).

For foreign investors that obtain a foreign-exchange license from
the Central Bank of Curagao and Sint Maarten, no restrictions are
imposed on the movement of funds into and out of Curagao and
Sint Maarten. In general, the Central Bank automatically grants
foreign-exchange licenses for remittances abroad. Residents are
subject to several foreign-exchange regulations imposed by the
Central Bank. However, residents may be granted nonresident sta-
tus for foreign-exchange control purposes. Some reporting require-
ments exist for statistical purposes.

Transfer pricing. In general, intercompany charges should be
determined on an arm’s-length basis.

F. Tax treaties

Provisions for double tax relief are contained in the tax treaty
with Norway and in the Tax Regulation for the Kingdom of the
Netherlands (consisting of Aruba, Curagao, the Netherlands, and
Sint Maarten). Under a measure in the Tax Regulation for the
Kingdom of the Netherlands, dividend distributions by a qualify-
ing Dutch subsidiary to its Curagao parent company are effective-
ly subject to an 8.3% Dutch dividend withholding tax. Curagao
does not impose withholding tax on payments from Curagao to
residents of other countries.

The former Netherlands Antilles has entered into tax information
exchange agreements with Antigua and Barbuda, Australia,
Bermuda, British Virgin Islands, Canada, Cayman Islands,
Denmark, Faroe Islands, Finland, France, Germany, Greenland,
Iceland, Italy, Mexico, New Zealand, St. Lucia, St. Vincent and the
Grenadines, Spain, Sweden, the United Kingdom and the United
States. As a result of the constitutional reform of the Kingdom of
the Netherlands, the tax treaties entered into by the Netherlands
Antilles became automatically applicable to the surviving coun-
tries, which are the legal successors of the Netherlands Antilles.
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Curagao has negotiated tax treaties with Jamaica and Malta,
which have not yet been ratified by the Curagao government.
Curagao is also negotiating several double tax treaties and addi-
tional tax information exchange agreements.

Under the latest published Organisation for Economic Co-operation
and Development (OECD) list, Curagao qualifies as a white-list-
ed jurisdiction.

The government of the former Netherlands Antilles entered into
bilateral agreements with the European Union (EU) member
states with respect to the application of the EU Council Directive
on taxation of savings income. The Curagao (former Netherlands
Antilles) law determining the implementation of the directive took
effect in July 2006.

The Kingdom of the Netherlands has entered into many bilateral
investment treaties that also apply to Curagao.

Curagao also signed the OECD Convention on Mutual Adminis-
trative Assistance in Tax Matters.
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A. At a glance
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Net Operating Losses (Years)
Carryback 0
Carryforward 5(c)

(a) A Defence Fund tax at a rate of 20% is withheld from dividends paid to
resident individuals.

(b) A 5% rate applies to royalties paid with respect to films and television. A
10% rate applies to other royalties if the asset for which the royalties are paid
is used in Cyprus.

(c) Effective from 1 January 2012, losses can be carried forward to the following
five years (previously indefinitely).

B. Taxes on corporate income and gains

Corporate income tax. Companies resident in Cyprus are subject
to income tax on their worldwide income. A company is resident
in Cyprus if its control and management are located in Cyprus.
Nonresident companies are taxed only on income derived from a
permanent establishment in Cyprus and on rental income from
property located in Cyprus.

Rate of corporate tax. The standard rate of company tax is 12.5%.

Capital gains. A capital gains tax of 20% is levied on gains deriv-
ed from the disposal of immovable property located in Cyprus
and from the disposal of shares in companies whose assets in-
clude immovable property located in Cyprus (except for shares of
companies listed on a recognized stock exchange). A gain is the
difference between the sales proceeds and the original cost, ad-
justed to take into account increases in the cost-of-living index.

Administration. The income year in Cyprus is the calendar year.
Tax is payable on 1 August following the income year. However,
an estimate of tax due is made by 31 July of the income tax year,
and provisional tax is payable in two equal installments on
31 July and 31 December.

Overdue tax is subject to interest at an annual rate of 4.75%,
beginning on the due date. In addition, a flat 5% penalty is
imposed on the tax due in the event of a delay in payment.

Dividends. Dividends paid are not subject to withholding tax.

A 20% Defence Fund tax is withheld from dividends paid to resi-
dent individuals. This tax is a final tax.

If a company does not distribute as dividends at least 70% of its
after-tax accounting profits within two years after the end of the
relevant income year, a 20% Defence Fund tax is imposed on a
deemed distribution of 70% of the profits. For the purposes for
determining the amount of profit subject to deemed distribution,
any capital expenditure incurred in the acquisition of plant and
machinery (excluding private saloon cars) and buildings during
the period of 2012 through 2014 is deducted from the after-tax
profits. If a company distributes more than 0% but less than 70%
of its profits, the amount of the deemed distribution subject to tax
is reduced by the amount of the actual distribution. The tax on a
deemed distribution is reduced proportionally by the percentage
of shares held directly or indirectly by nonresidents.

Deemed distribution does not apply to profits that are directly or
indirectly attributable to shareholders that are nonresidents of
Cyprus.
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Foreign tax relief. Foreign tax on profits and gains of a Cyprus
resident company is credited against Cyprus tax payable. Such
foreign tax relief cannot exceed Cyprus tax payable on the same
profits or gains.

C. Determination of trading income

General. An assessment is based on accounts prepared in accor-
dance with generally accepted accounting principles, subject to
certain adjustments and provisions. Expenses must be incurred
wholly and exclusively for the production of income.

Inventories. Inventory is generally valued at the lower of cost or
net realizable value. Cost must be determined under the first-in,
first-out (FIFO) method. The last-in, first-out (LIFO) method is
not acceptable.

Depreciation and amortization allowances

Plant and machinery. A straight-line allowance of 10% a year is
given on capital expenditures for plant and machinery. For machin-
ery and plant acquired during 2012, 2013 and 2014, a deduction
for wear and tear at 20% per year is allowed.

Industrial buildings. A straight-line allowance of 4% a year is
available for industrial buildings. For industrial and hotel build-
ings acquired during 2012, 2013 and 2014, a deduction for wear
and tear at 7% is allowed.

Commercial buildings. A straight-line allowance of 3% a year is
allowed for commercial buildings.

Office equipment. A straight-line allowance of 20% a year is
allowed for computers. Other office equipment is depreciated
under the straight-line method at an annual rate of 10%. For other
office equipment acquired in 2012, 2013 and 2014, a deduction
for wear and tear at a rate of 20% per year is allowed.

Motor vehicles. In general, a straight-line allowance of 20% a year
is allowed for motor vehicles (except for private saloon cars).

Sales of depreciable assets. On disposal of an asset, if sale pro-
ceeds are less than the remaining depreciable base, a further allow-
ance is granted, up to the difference. If sale proceeds exceed the
depreciable base, the excess (up to the amount of allowances re-
ceived) is included in taxable income.

Taxation of intangible assets. The cost of the acquisition or devel-
opment of intangible assets of a capital nature is amortized equal-
ly over a five-year period.

Eighty percent of the profits arising from the use of intangible
assets (including compensation for improper use of such assets),
as well as profits from sales of the assets, is deemed to be an
expense in determining taxable income.

The 80% deduction applies to profits after deducting all direct
expenses, including but not limited to amortization of the assets
and interest expenses to finance the acquisition or development of
the assets.



324 CYPRUS

Relief for losses. Effective from 1 January 2012, losses can be
carried forward to the following five years. Loss carrybacks are
not allowed.

Groups of companies. Group loss relief for a loss incurred in an
income year is allowed between resident group companies that
meet certain conditions.

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

Nature of tax Rate (%)
Value-added tax, on any supply of goods or
services, other than an exempt supply, made
in Cyprus by a taxable person (taxable if
annual supplies exceed EUR15,600) in the
course of business
Until 12 January 14 0/5/8/18
From 13 January 14 0/5/9/19
Payroll taxes
Social insurance contribution, levied on each
employee’s gross salary, up to EUR4,533 a

month; payable by both employer and employee 7.8
Special Cohesion Fund, levied on gross salary;
payable by employer 2

Human Resource Development Authority and

Redundancy Fund, levied on gross salary, up

to EUR4,533 a month; paid by employer 1.7
Leave Fund, levied on gross salary, up to

EURA4,533 a month; paid by employer in lieu

of holiday pay (employer may obtain exemption

from contribution to this fund) 8
Special contribution; levied on emoluments for
amounts exceeding EUR1,500; maximum rate 3.5
Special contribution for defense
On rents received 3
On interest received (except for interest earned
in the ordinary course of business) 30

E. Miscellaneous matters

Foreign-exchange controls. Cyprus does not impose foreign-
exchange controls.

Mergers and demergers. No taxes arise in mergers and demergers
with respect to transfers of businesses, assets or shares.

F. Treaty withholding tax rates

Dividends Interest Royalties
% % %
Armenia 0 (u) 5 5
Austria 10 0 0
Azerbaijan (z) 0 0 0
Belarus 5/10/15 (a) 5 5
Belgium 10/15 (d) 10 0
Bulgaria 5/10 (h) 7 10
Canada 15 0/15 (b) 0/10 (r)
China 10 10 10

Czech Republic 0/5 (y) 0 10
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Dividends Interest Royalties
% % %

Denmark 0 (s) 0 0

Egypt 15 15 10

Estonia (z) 0 0 0

Finland S/15 (1) 0 0

France 10/15 (f) 0/10 (e) 0/5 (g)

Germany 5/15 (m) 0 0

Greece 25 10 0/5 (g)

Hungary 5/15 (h) 0/10 (b) 0

India 10/15 (f) 0/10 (b) 15

Ireland 0 0 0/5 (g)

Italy 0/15 10 0

Kuwait 10 0/10 (b) 0/5 (¢)

Kyrgyzstan (z) 0 0 0

Lebanon 5 5 0

Malta 0/15 0/10 (b) 10

Mauritius 0 0 0

Moldova 5/10 (h) 5 5

Montenegro (aa) 10 10 10

Norway 0/5 0 0

Poland 10 0/10 (b) 5

Qatar 0 0 5

Portugal 10 10 10

Romania 10 0/10 (b) 0/5 (¢)

Russian Federation 5/10 (k) 0 0

San Marino 0 0 0

Serbia (aa) 10 10 10

Seychelles 0 0 5

Singapore 0 7/10 (o) 10

Slovak Republic (bb) 10 10 (v) 5(r)

Slovenia 5 5(v) 5

South Africa 0 0 0

Spain 0/5 () 0 0

Sweden 5/15 (h) 0/10 (b) 0

Syria 0/15 (d) 0/10 b)  10/15 (n)

Tajikistan (z) 0 0 0

Thailand 10 0/10/15 (p) ~ 5/10/15 (q)

Ukraine 5/15 (w) 2 5/10 (x)

United Arab

Emirates 0 0 0

United Kingdom 0 10 0/5 (g)

United States 0/5/15 0/10 (1) 0

Uzbekistan (z) 0 0 0

Non-treaty countries 0 0 0 (t)

(a) The rate is 10% for dividends paid to a company holding directly at least 25%
of the capital of the payer. The rate is 5% if the recipient of the dividends has
invested at least EUR200,000 in the share capital of the payer.

(b) The rate is 0% for interest paid to the government of the other contracting
state.

(c) The rate is 0% for royalties paid for literary, artistic or scientific works, as
well as for film and television royalties.

(d) The lower rate applies to dividends paid to a company holding directly at least
25% of the capital of the payer.

(e) The rate is 0% for interest paid to the government of the other contracting
state and for interest paid on bank loans or with respect to credit sales of
industrial, commercial or scientific equipment or merchandise.

(f) The rate is 10% for dividends paid to a company holding directly at least 10%
of the share capital of the payer.

(g) The rate is 5% for film and television royalties.
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The rate is 5% for dividends paid to a company holding directly at least 25%
of the share capital of the payer.

The rate is 0% for interest paid to a government, bank or financial institution.
The 0% rate applies if the beneficial owner is a company (other than a part-
nership) holding at least 10% of the capital of the company paying the divi-
dends. The 5% rate applies in all other cases.

The rate is reduced to 5% if the recipient has invested at least EUR100,000
in the share capital of the payer.

The 5% rate applies if the beneficial owner is a company (other than a
partnership) holding at least 10% of the voting power of the capital of the
company paying the dividends. The 15% rate applies in all other cases

The 5% rate applies if the recipient of the dividends is a direct beneficial
owner of at least 10% of the capital of the company paying the dividends.
The 15% rate applies to other dividends.

The rate is 10% for royalties paid for literary, artistic or scientific works, or
for films or television. The rate is 15% for payments for the use of indus-
trial, commercial or scientific equipment.

The rate is 7% for interest paid to banks and financial institutions.

The 0% rate applies to interest paid to the government. The 10% rate applies
to interest paid to banks. The 15% rate applies in other cases.

The rate is 5% for royalties paid for literary, artistic or scientific works, or
for film or television. The rate is 10% for payments for the use of industrial,
commercial or scientific equipment.

The rate is 0% for royalties paid for literary, dramatic, musical or artistic
works.

The 0% rate applies if any of the following circumstances exists:

* The beneficial owner of the dividends is a company (other than a partner-
ship) that holds directly at least 10% of the capital of the company paying
the dividends if such holding has been maintained for an uninterrupted
period of at least 12 months.

The beneficial owner of the dividends is the other contracting state, the
central bank of the other contracting state or a national agency or other
agency (including a financial institution) owned or controlled by the gov-
ernment of the other contracting state.

The beneficial owner of the dividends is a pension fund or similar institu-
tion providing pension schemes in which individuals may participate to
secure retirement benefits if such pension fund or similar institution is
established, recognized for tax purposes and controlled in accordance with
the laws of the other contracting state. The 15% rate applies to other divi-
dends.

A 5% rate applies to royalties paid with respect to films and television. A
10% rate applies to other royalties if the asset for which the royalties are paid
is used in Cyprus.

A 5% rate applies if the beneficial owner of the dividends has invested in the
capital of the payer company less than the equivalent of EUR150,000 at the
time of the investment.

A 0% rate applies if the interest is paid to the government, a local authority
or a central bank.

The 5% rate applies if the dividend recipient holds at least 20% of the capi-
tal of the dividend paying company or has invested at least EUR100,000 in
such company. The 15% rate applies in all other cases.

The 5% rate applies to royalties paid with respect to copyrights of scientific
works, patents, trademarks, secret formulas or processes, or information
concerning industrial or commercial experience. The 10% rate applies to
other royalties, particularly for literary works, music works, films and soft-
ware.

The 0% rate applies if the beneficial owner is a company (other than a
partnership) that holds directly at least 10% of the capital of the company
paying the dividends and if such holding is maintained for an uninterrupted
period of at least one year. The 5% rate applies in all other cases.

The treaty between Cyprus and the USSR still applies.

The treaty between Cyprus and the Socialist Republic of Yugoslavia still
applies.

The treaty between Cyprus and Czechoslovakia still applies.
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A. At a glance

Corporate Income Tax Rate (%)

Capital Gains Tax Rate (%)
Branch Tax Rate (%)
Withholding Tax (%)

Dividends

Interest

Royalties

Rental Income from Leases

19 (a)
0/19 (b)
19

0/15/35 (c)(d)(e)

0/15/35 (c)(e)(H)(g)
0/15/35 (c)(e)(g)(h)

5/15/35 (c)(e)(g)(i)
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Net Operating Losses (Years)

Carryback 0
Carryforward 5
(a) Investment funds, mutual funds and pension funds are subject to tax at a rate

(b)

(©)
(d)

(©

()

(h)

0]

of 5%. Foreign joint investment funds located in European Union (EU)/Euro-
pean Economic Area (EEA) countries (except for Liechtenstein) are subject
to tax at a rate of 5% if certain additional conditions are met.
Capital gains derived by Czech or EU/EEA parent companies (except for
Liechtenstein companies) on transfers of shares in their subsidiaries are
exempt from tax if certain conditions are satisfied (see Section B).
The rates may be reduced by applicable tax treaties.
Dividends are subject to a final withholding tax at a rate of 15%. Under the
principles of the EU Parent-Subsidiary Directive (No. 90/435/EEC), dividends
paid by Czech companies to parent companies (as defined in the directive)
located in EU/European Free Trade Association (EFTA) countries (except for
Liechtenstein) are exempt from withholding tax if the parent company main-
tains a holding of at least 10% of the distributing company for an uninter-
rupted period of at least one year. Dividend distributions between two Czech
companies are exempt from tax under similar conditions. Effective from
1 January 2014, the tax exemption does not apply if any of the following cir-
cumstances exists:
* The parent company or the subsidiary is exempt from corporate income tax
or similar tax applicable in its jurisdiction.
* The parent or subsidiary may opt for an exemption from corporate income
tax or similar tax applicable in its jurisdiction.
* The parent or subsidiary is subject to zero corporate income tax or similar
tax applicable in its jurisdiction.
A 35% withholding tax rate is introduced, effective from 1 January 2013. The
increased withholding tax rate generally applies to Czech-source income aris-
ing to Czech tax nonresidents from countries outside the EU/EEA that have
not entered into a double tax treaty with the Czech Republic or a bilateral or
multilateral tax information exchange agreement that is binding on both the
Czech Republic and the respective foreign country. The 35% withholding tax
rate also applies if the Czech income payer is unable to prove the tax resi-
dency status of the respective beneficial income owner. If applicable, this in-
creased rate affects all types of income subject to withholding tax (for exam-
ple, dividends, interest, royalties or rental income). It does not affect rental
income from financial leases if the 5% withholding tax rate applies (see
footnote [i]).
Interest payments are subject to withholding tax at a rate of 15%. Under the
principles of the EU Directive 2003/49/EC, interest paid by Czech companies
to related companies (as defined in the directive) located in EU/EFTA coun-
tries (except for Liechtenstein) is exempt from withholding tax if certain
additional conditions are met.
For each type of income, EU/EEA tax residents may choose to include the
income in their tax return and have it taxed at the standard corporate income
tax rate after deduction of associated expenses (while claiming a credit for the
withholding tax paid against tax liability stated in the tax return) or they may
choose to treat the withholding tax as a final tax on the income.
This withholding tax applies to nonresidents. Under the principles of EU
Directive 2003/49/EC, royalties paid by Czech companies to companies locat-
ed in EU/EFTA countries (except for Liechtenstein) are exempt from tax,
effective from 1 January 2011, if certain additional conditions are met.
A 5% withholding tax is imposed on gross rent if the lease contract stipulates
that the lessee takes over the ownership of the leased asset (tangible asset
only) for a purchase price or for free at the end of the lease term or if the lease
contract stipulates such a right or option for the lessee. Other rental payments
are subject to a 15% withholding tax. Some rental payments may be consid-
ered royalties for Czech tax purposes.

B. Taxes on corporate income and gains

Corporate income tax. Resident enterprises are subject to tax on
their worldwide income. An enterprise is considered to be a resi-
dent enterprise if it is incorporated in the Czech Republic or if its
management is located there. Nonresident enterprises are subject
to income tax on their Czech-source income only.
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Rates of corporate tax. The standard corporate income tax rate for
Czech enterprises and branches of foreign enterprises is 19%.
Investment funds, mutual funds and pension funds are subject to
tax at a rate of 5%. Foreign joint investment funds located in EU/
EEA countries (except for Liechtenstein) are subject to tax at a
rate of 5% if certain additional conditions are met.

No differences exist between the taxation of 100% Czech-owned
enterprises and those with foreign investment.

Investment incentives. Investment incentives are available to

investors launching or expanding the following:

* Manufacturing production

* Technology centers

* Business support services centers, which are shared-services
centers, software-development centers and high-technology re-
pair centers

Investment incentives can be obtained in the following forms:
* Corporate income tax relief for 10 years

* Transfer of land at a discount

* Job-creation grants

¢ Grants for training and retraining of employees

* Cash grants on capital expenditures for strategic investments

The total value of the incentives can be as much as 40% of total
eligible costs, depending on the location and timing of the invest-
ment. No incentives are provided in Prague for large enterprises.
The cap (including 0% for Prague) is increased by 10% for mid-
sized enterprises and 20% for small enterprises. The cap applies
to the total of tax relief, job-creation grants, cash grants on capi-
tal expenditures and transfer of land. Training and retraining
grants are provided on top of this cap. The European Commission
recently prepared new rules on regional state aid for 2014
through 2020. Under these new rules, the 40% support that is
currently available must be reduced to 25% for large enterprises
(small enterprises qualify for an additional 20% support, and
medium-sized enterprises qualify for an additional 10% support).
Notification obligations are being considered with respect to
very large schemes for which annual public expenditure cumula-
tively exceeds 0.01% of national gross domestic product (GDP)
and EUR100 million, including a clause to avoid circumvention
by the artificial splitting of schemes. These new rules are ex-
pected to become effective on 1 July 2014.

For investments in manufacturing industry, eligible costs equal the
value of long-term tangible and intangible assets. For investments
in technology centers and business support services centers, eli-
gible costs can be either the value of long-term tangible and in-
tangible assets or the value of employment costs for two years.

Corporate income tax relief and cash grants on capital expendi-
tures are offered throughout the entire Czech Republic with the
exception of Prague. Job-creation grants, training and retraining
grants are offered only in regions with high unemployment. Land
at discounted prices is available only in specified locations.

Further details regarding the incentives are provided below.

Manufacturing industry. The following are general qualification
conditions for the incentives for manufacturing industry:
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* The investor must invest at least CZK100 million in long-term
tangible and intangible assets, with at least CZK50 million of
the investment covered by the equity of the investor. The
CZK100 million requirement may be reduced to CZK50 million
in selected regions. If the reduced requirement applies, at least
CZK25 million must be covered by the equity of the investor.

* The investment must be in a manufacturing sector, and at least
50% of the total investment must be invested in qualifying pro-
duction machinery. Machinery must be acquired for an arm’s
length price. It must have been produced no more than two years
before the acquisition and must not have been previously sub-
ject to tax depreciation.

* Intangible assets must be acquired from unrelated third parties
for arm’s length prices.

* The proposed production must meet Czech environmental stan-
dards.

* All requirements must be met within three years after the date of
granting the incentives.

* The investment project may not begin until the filing of an appli-
cation and the obtaining of confirmation from Czechlnvest (the
Czech governmental agency collecting, reviewing and process-
ing investment incentives applications) that the applicant can
meet the conditions for the investment incentives.

» Acquired assets and created jobs must be maintained for the
duration of the incentives-utilization period (10 years) and for at
least 5 years from the completion of the investment project or
creation of the first job.

Technology centers. The following are general qualification con-

ditions for the incentives for technology centers:

* The investor must invest at least CZK10 million in long-term
tangible and intangible assets, with at least CZK5 million of the
investment covered by the equity of the investor.

* Atleast 50% of the total investment must be invested in qualify-
ing machinery. Machinery must be acquired for an arm’s length
price, must be produced no more than two years before the
acquisition and must not have been previously subject to tax
depreciation.

* At least 40 new jobs must be created.

* The proposed investment must meet Czech environmental stan-
dards.

* All requirements must be met within three years after the date of
granting the incentives.

* The investment project may not begin until the filing of an ap-
plication and the obtaining of confirmation from Czechlnvest
that the applicant can meet the conditions for the investment
incentives.

* Acquired assets and created jobs must be maintained for the
duration of the incentives-utilization period (10 years) and for at
least 5 years from the completion of the investment project or
creation of the first job.

Business support services centers. The following are general quali-

fication conditions for the incentives for business support services

centers:

* The minimum number of newly created jobs is 40 for software-
development centers and 100 for shared-services centers and
high-technology repair centers.
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* The proposed investment must meet Czech environmental stan-
dards.

* All requirements must be met within three years after the date
of granting the incentives.

* The investment project may not begin until the filing of an ap-
plication and the obtaining of confirmation from Czechlnvest
that the applicant can meet the conditions for the investment
incentives.

* Acquired assets and created jobs must be maintained for the
duration of the incentives-utilization period (10 years) and for at
least 5 years from the completion of the investment project or
creation of the first job.

Strategic investment. Cash grants on capital expenditures for stra-
tegic investments can be provided for up to 5% of eligible costs.
Strategic investment can be either investment in manufacturing
industry or technology centers meeting specific conditions.

For investments in manufacturing industry and technology centers
that are carried out simultaneously, cash grants on capital expen-
ditures can be provided for up to 7% of the eligible costs.

Strategic investment in manufacturing industry must meet the fol-

lowing conditions:

* The investor must invest at least CZK500 million in long-term
tangible and intangible assets.

* At least CZK250 million of the total investment must be in-
vested in qualifying production machinery.

* At least 500 new jobs must be created.

Strategic investment in the area of technology centers must meet

the following conditions:

* The investor must invest at least CZK200 million in long-term
tangible and intangible assets.

* At least CZK100 million of the total investment must be in-
vested in qualifying machinery.

* At least 120 new jobs must be created.

Special conditions. In addition to the general conditions listed

above, investors claiming the income tax relief must satisfy cer-

tain special conditions, including, among others, the following:

» They must reduce their tax base by claiming maximum tax de-
preciation, deducting all available tax-effective bad debt provi-
sions and using all available tax losses carried forward, in ac-
cordance with the tax law.

» They must be the first user of tangible assets (excluding real
estate) that are acquired for the purposes of the investment in the
Czech Republic.

 They may not terminate their activities, merge or declare bank-
ruptcy.

» They may not increase their tax base through related-party trans-
actions that are not at arm’s length.

Specific conditions apply to job-creation, retraining and training
grants.

The incentives are provided based on the Investment Incentives
Act. In practice, the government grants the incentives if the condi-
tions are satisfied.

Capital gains. In the Czech Republic, realized and unrealized capi-
tal gains are recognized.
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Capital gains realized by a Czech or another EU/EEA parent
company (except for Liechtenstein) on the transfer of shares in a
subsidiary established in the Czech Republic or another EU/EEA
country (except for Liechtenstein) are exempt from tax if the par-
ent company maintains a holding of at least 10% of the subsidiary
for an uninterrupted period of at least one year. This condition
may be fulfilled subsequent to the date of the transfer.

Capital gains realized by a Czech or EU/EEA parent company

(except for a Liechtenstein company) on the transfer of shares in

a subsidiary in a contracting country (that is, a third country that

has entered into a tax treaty with the Czech Republic) are also

exempt from tax if the following conditions are satisfied:

* The subsidiary has a legal form comparable to a Czech joint-
stock company (akciova spolecnost, or a.s.), a limited liability
company (spolecnost s rucenim omezenin, or $..0.) Or a COop-
erative (druzstvo).

* The parent company has held an ownership interest of at least
10% in the subsidiary for at least one year (this condition may
be fulfilled subsequent to the date of the transfer).

* The subsidiary is liable to a tax similar to corporate income tax
at a rate of at least 12% in the tax period in which the parent
company accounts for the respective capital gain and in the pre-
ceding tax period.

Effective from 1 January 2014, the exemption for capital gains

does not apply if any of the following circumstances exists:

* The parent company or the subsidiary is exempt from corporate
income tax or similar tax applicable in its jurisdiction.

 The parent company or the subsidiary may opt for an exemp-
tion from corporate income tax or similar tax applicable in its
jurisdiction.

* The parent company or the subsidiary is subject to zero corpo-
rate income tax or similar tax applicable in its jurisdiction.

Other realized capital gains are included with other taxable in-
come and taxed at the regular corporate income tax rate. Capital
losses on certain assets may be deducted from ordinary income,
while capital losses on other assets (including capital losses on
assets that qualify for exemption) are not deductible, even from
other capital gains.

Unrealized capital gains and losses, which result from revaluation
to fair value, are taxable or deductible only with respect to certain
assets. Unrealized gains on shares that qualify for exemption are
not taxable and unrealized losses on such assets are nondeductible
for tax purposes.

Capital gains realized by nonresidents on the following are con-

sidered Czech-source income and are consequently generally

taxable:

* Sales of shares (securities) in foreign companies to Czech tax-
payers or Czech permanent establishments

* Sales of shares (securities or share interests) in Czech compa-
nies, regardless of the tax residence of the purchaser

However, capital gains realized by EU/EEA parent companies
(except for Liechtenstein companies) may be exempt from tax
(see above).
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Administration. Companies may select a calendar year or a fiscal
year as its tax year. If a company uses a tax year other than the
calendar year, it must file a notification with the tax authorities.

Tax returns must be filed within three months after the end of the
tax year. On application of the company, an extension of three
months to file a tax return may be granted at the discretion of the
tax authorities. Companies that are subject to a statutory audit are
automatically granted the three-month extension.

A company with tax liability of more than CZK 150,000 for the
preceding year must make quarterly advance payments of tax,
each equal to 25% of the preceding year’s tax liability. The pay-
ments must be made by the 15th day of the third, sixth, ninth and
twelfth month of their tax year. Any balance of tax due must be
paid by the due date for filing the tax return.

Ifacompany’s liability for the preceding year exceeded CZK 30,000,
but did not exceed CZK 150,000, installments that are each equal
to 40% of the tax liability for the preceding year must be paid by
the 15th day of the sixth and twelfth months of their tax year. If the
preceding year’s tax liability was CZK30,000 or less, only a single
payment is required on filing the annual return.

Late payments and late filings incur penalty charges at a rate
established by law. Overpayments are refunded within 30 days of
the taxpayer’s application.

Dividends. Dividends are subject to a final withholding tax at a
rate of 15%. The tax rate is increased to 35%, effective from 2013,
for dividends paid to Czech tax nonresidents from countries out-
side the EU/EEA that have not entered into a double tax treaty
with the Czech Republic or a bilateral or multilateral tax infor-
mation exchange agreement that is binding on both the Czech
Republic and the respective foreign country.

Under the principles of the EU Parent-Subsidiary Directive
(No. 90/435/EEC), dividends paid by Czech companies to parent
companies (as defined in the directive) that are located in EU/
EFTA countries (except for Liechtenstein) are exempt from with-
holding tax if the parent company maintains a holding of at least
10% of the distributing company for an uninterrupted period of
at least one year. This condition may be fulfilled subsequent to
the date of distribution of the dividend. Dividend distributions
between two Czech companies are exempt from tax under similar
conditions.

In addition, dividends distributed by subsidiaries in a contracting
country are also exempt from taxation under rules similar to those
applicable to capital gains (see Capital gains).

Effective from 1 January 2014, the tax exemption for dividends

does not apply if any of the following circumstances exists:

* The parent company or the subsidiary is exempt from corporate
income tax or similar tax applicable in its jurisdiction.

* The parent or subsidiary may opt for an exemption from corpo-
rate income tax or similar tax applicable in its jurisdiction.

* The parent or subsidiary is subject to zero corporate income tax
or similar tax applicable in its jurisdiction.

Foreign tax relief. Foreign tax relief (through credit or exemption)
is available only under tax treaties. If foreign tax relief is not
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available under a treaty, the income tax paid abroad may be de-
ducted as an expense in the following year if it is imposed on
income included in taxable income in the Czech Republic.

C. Determination of trading income

General. Taxable income is calculated according to Czech account-
ing regulations, with adjustments for tax purposes.

In general, all expenses incurred to generate, assure and maintain
taxable income are deductible, subject to the limits specified in
the corporate income tax law and in special legislation, if docu-
mented by the taxpayer. The following are some of the expenses
that may be deducted:

* Depreciation of tangible and intangible assets (see Depreciation).

* Cost of insurance if related to taxable income (except for insur-
ance paid on behalf of an executive or member of the board of
directors for damage caused by the performance of his or her
functions).

* Membership contributions paid to legal entities under certain
conditions.

» Damages resulting from natural disasters. The amount of the
damage must be established by evidence submitted by an expert
from an insurance company. Damages caused by unknown per-
petrators can be tax deductible if confirmed by the police.

* Real estate tax, road tax, and fees paid in accordance with Czech
legislation, if related to activities that generate taxable income.

« Specified expenses related to the provision of proper working,
social and health-care conditions.

» Payments on leases, including financial leases, under certain
conditions.

* Travel expenses related to work in the Czech Republic and
abroad.

* Donations valued at CZK2,000 or more for various social and
charitable purposes. In general, the maximum amount of this
deduction is 10% of taxable income.

In general, taxpayers must increase their tax base by the amount
of any overdue liability accounted for in their books that rep-
resented a tax-deductible expense and that remains unsettled for
36 months.

Inventory. Inventory is valued at acquisition or production cost.
Costs include all costs necessary to convert the inventory to its
current condition and to transport it to its current location. No
deduction is allowed for inventory provisions or for other
decreases in inventory value. Under certain circumstances, the
liquidation of inventory may be deductible for tax purposes.

Provisions. Provisions are not deductible unless special legislation
permits their creation for tax purposes.

Tax relief is provided with respect to overdue trading debts. A
special regime applies to unpaid receivables that were due before
31 December 1994.

Rules applicable as of 1 January 2014. Taxpayers may generally

create the following tax-deductible provisions for overdue debts

(with certain limitations):

* 50% of the unpaid book value of the debt if more than 18 months
have elapsed since the agreed due date
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* 100% of the unpaid book value of the debt if more than 36 months
have elapsed since the agreed due date

For overdue debts not exceeding CZK200,000 that were purchas-
ed from the previous creditor, deduction of the above provisions
is allowed only if a court or arbitration proceeding was initiated
and the taxpayer (creditor) participates in the proceeding.

Rules applicable until 31 December 2014. For overdue debts not
exceeding CZK200,000 that were due after 31 December 1994, if
between 6 and 12 months had elapsed since the agreed due date
for the debt, 20% of the book value of the debt was deductible.
This deduction was allowed regardless of whether court or arbi-
tration proceedings had commenced against the debtor. If the debt
was more than 12 months overdue, a court or arbitration proceed-
ings needed to be commenced by the creditor against the debtor
to claim a further tax deduction for the debt. The deduction was
calculated by applying the following specified percentages to the
book value of the debt.

Months elapsed since Deductible percentage
agreed due date of book value
Exceeding Not exceeding %
12 18 33
18 24 50
24 30 66
30 36 80
36 - 100

For debts exceeding CZK200,000 that were overdue more than
six months, the rules described above applied if the creditor had
commenced court or arbitration proceedings against the debtor.

The above deductions (under the rules applicable until 31 Decem-
ber 2014 and the rules applicable after that date) must be record-
ed in the accounting books. The deductions may not be claimed
for debts from related parties and other specified debts.

A 100% provision can be established for receivables up to
CZK30,000, subject to certain conditions. A 100% provision for
overdue receivables may also be established if insolvency
proceedings have been initiated with respect to the debtor’s prop-
erty and if the creditor makes a claim for such receivables against
the debtor in the respective court. This deduction may not be
claimed for debts from related parties.

Reserves. Taxpayers may create tax-deductible reserves for the
repair of tangible assets included in Categories 2 through 6 for tax
depreciation purposes (see Depreciation). The reserves must be
created for a minimum of two tax periods and for the maximum
number of tax periods specified for each asset category.

Reserves for repairs of tangible assets may be created tax-effec-
tively only if cash equal to the amount of the reserve created is
deposited in a specific bank account. This measure applies to
reserves that are created after 2008.

Depreciation. The corporate income tax law includes specific
provisions concerning the depreciation of tangible and intangible
assets. Depreciable tangible assets are divided into six categories,
each of which specifies a period (a specified number of years)
over which all assets in the category are depreciated.
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The following are the six categories of depreciation, the time peri-
ods for depreciation of assets in each category and representative
assets included in each category.

Category Asset Years
1 Office machines and some light
machinery 3
2 Passenger cars, buses, airplanes,
tractors, lorries, furniture and
specified production machinery 5
3 Heavy machinery 10
4 Wooden buildings, pipelines,

buildings for the production of
energy, and buildings and halls

built near mines 20
5 Buildings 30
6 Specified buildings 50%*

* This category includes hotels, stores and office buildings.

Assets other than buildings that cannot be classified in any of the
above categories are considered to be in Category 2. Category 5
covers buildings that are not covered by Categories 4 or 6.

Taxpayers may elect to depreciate assets using the straight-line or
the accelerated method. The method chosen, however, does not
affect the period of depreciation. Under the accelerated method,
depreciation for the first year is calculated by dividing the cost of
the asset by the applicable coefficient (see table below). For sub-
sequent years, accelerated depreciation is calculated by multiply-
ing the residual tax value of the asset by two and then dividing by
the applicable coefficient, which is reduced by the number of
years for which the asset has already been depreciated.

The following are the depreciation rates and coefficients for the
six categories under the straight-line and accelerated methods.

Straight-line Accelerated-depreciation
Category rate coefficient
1 20% for first year 3 for first year and
and 40% for 4 for subsequent
subsequent years years
2 11% for first year 5 for first year and
and 22.25% for 6 for subsequent
subsequent years years
3 5.5% for first year 10 for first year and
and 10.5% for 11 for subsequent
subsequent years years
4 2.15% for first year 20 for first year and
and 5.15% for 21 for subsequent
subsequent years years
5 1.4% for first year 30 for first year and
and 3.4% for 31 for subsequent
subsequent years years
6 1.02% for first year 50 for first year and

and 2.02% for
subsequent years

51 for subsequent
years
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Taxpayers may elect to use lower than the maximum straight-line
depreciation rates. Additional rules apply to assets that were tech-
nically improved.

An initial depreciation acceleration (additional 10% to 20% of
input price; in general, the input price is the acquisition cost,
including related costs) is granted in the year of acquisition for
certain tangible assets if other conditions are met.

Effective from 2010, the component depreciation of assets method
may be used for accounting purposes. For tax purposes, the
accounting result is adjusted as if this method was not used.

Specified tangible assets used in solar energy production are
depreciated proportionally for a period of 240 months.

Depreciable intangible assets are divided into two categories —
intangible assets that may be used for a definite time period and
those that may be used for an indefinite time period. Intangible
assets that may be used for a definite period are depreciated pro-
portionally during such period. If the period for use is indefinite,
the intangible asset is depreciated proportionally over the follow-
ing periods.

Category Period (months)
Audiovisual works 18
Software 36
Foundation expenses 60
Other intangible assets 72

Relief for losses. Losses may be carried forward for five years. The
carryforward may be lost if a “substantive change” in persons
participating in the equity or control of the taxpayer occurs. “Sub-
stantive change” is defined as the following: a change in more
than 25% equity ownership; or a change resulting in a share-
holder receiving decisive influence. Special rules apply to public
limited companies that issue bearer shares. Tax losses are transfer-
able on mergers if specific conditions are met. No carryback is
permitted.

Groups of companies. Czech tax law does not provide for consoli-
dated tax returns or other types of group relief.

D. Other significant taxes

The following table summarizes other significant taxes.

Nature of tax Rate

Value-added tax (VAT), levied on all
taxable supplies (goods and services),
acquisitions of goods from other EU
member states and imports of goods;
certain supplies are exempt
Standard rate; applicable to most goods
and services 21%
Reduced rate; applicable to specified
goods and services (for example, books,
pharmaceuticals, food products and
public transport) 15%
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Nature of tax

Social security and health insurance
contributions; the social security
contributions are paid only up to the
maximum assessment base
Health insurance
Employer
Employee
(No maximum assessment base applies,
effective from 2014.)
Old-age pension
Employer
Employee
(The maximum assessment base is
CZK1,245,216 in 2014.)
Sickness
Employer
Employee
(The maximum assessment base is
CZK1,245,216 in 2014.)
Unemployment
Employer
Employee
(The maximum assessment base is
CZK1,245,216 in 2014.)
Real estate transfer tax; levied on the
acquisition of real estate
Excise tax, imposed on entities that
produce or import certain goods,
including hydrocarbon fuels and
lubricants, alcohol and spirits, beer,
wine and tobacco products; tax based
on the quantity of goods expressed
in specific units; tax may be levied
only once on a particular good
Road tax, imposed on entities that use
vehicles; based on engine capacity
and number of axles

Environmental tax; imposed on electricity,

natural gas and solid fuel when delivered
to final consumers; tax is based on the
quantity of goods expressed in specific
units; tax is administered and paid by the
distributor which charges it to the final
customer as a price increase
Tax stamps for the use of highways

Small vehicles (up to 3.5 tons;

annual stamp)

Large vehicles

E. Miscellaneous matters

Rate

9%
4.5%

21.5%
6.5%

2.3%
0%

1.2%
0%

4%

Various

Various

Various

CZK1,500
Electronic road tolls

Foreign-exchange controls. The only legal tender valid in the
Czech Republic is the Czech crown (CZK). Other currencies may
be used for domestic transactions, but the use of the Czech crown

is prevalent.
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The Czech crown is fully convertible. Several financial transac-
tions, such as direct investments or acceptance of credit from
abroad, are subject to a reporting requirement.

Anti-avoidance legislation. In applying the tax law, the tax author-
ities may consider the substance of a transaction if the form of the
transaction conceals the actual facts. In addition, the Czech courts
have developed the abuse-of-law concept. The concept is similar
to the one developed by the European Court of Justice (for
example, Halifax [No. C-255/02]).

Transfer pricing. If prices in a transaction involving related parties
vary from the current market prices and if the difference cannot
be justified, the market prices are used for tax purposes. Related
parties include companies related through capital (that is, the same
legal or natural persons directly or indirectly manage, control or
own more than 25%) and companies related in a different man-
ner. In addition, related parties are persons who establish a busi-
ness relationship for the principal purpose of decreasing taxable
income or increasing a tax loss.

Taxpayers may apply to the tax authorities for advance pricing
agreements and for binding opinions on technical improvements,
the allocation of expenses to taxable and non-taxable income,
expenses incurred on research and development projects, expens-
es incurred on buildings that are also used for private purposes
and the application of VAT rates.

Financing expenses. The tax deductibility of financing expenses
(interest and associated expenses) with respect to related-party
loans (including back-to-back loans) is limited by a debt-equity
ratio of 4:1 (6:1 for banks and insurance companies). In addition,
financing expenses with respect to profit-participating loans are
nondeductible for tax purposes.

Foreign investment. Similar rules apply to both Czech investors
and foreign investors.

F. Treaty withholding tax rates

The Czech Republic honors bilateral tax treaties of Czechoslo-
vakia. It has also entered into tax treaties with many other coun-
tries. The following table lists the withholding rates under the
bilateral treaties currently honored by the Czech Republic.

Dividends Interest Royalties
% % %

Albania 5/15 (b) 0/5 (g) 10
Armenia 10 0/5/10 (g) 5/10 (a)
Australia 5/15 (e) 10 10
Austria 0/10 (c)(s) 0(t) 0/5 (a)(q)
Azerbaijan 8 0/5/10 (g) 10
Bahrain 5 0 10
Barbados 5/15 (b) 0/5 (g) 5/10 (a)
Belarus 5/10 (b) 0/5 (g) 5
Belgium 5/15 (b)(s) 10 (t) 0/5 (a)(q)
Bosnia-
Herzegovina 5 0 0/10 (a)
Brazil 15 0/10/15 (g)(1) 15/25 (v)

Bulgaria 10 (s) 0/10 (g)(t) 10 (q)
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Canada
China
Croatia
Cyprus
Denmark
Egypt
Estonia
Ethiopia
Finland
France
Georgia
Germany
Greece

Hong Kong SAR

Hungary
Iceland
India
Indonesia
Ireland
Israel

Italy

Japan
Jordan
Kazakhstan
Korea (North)
Korea (South)
Kuwait
Latvia
Lebanon
Lithuania
Luxembourg
Macedonia
Malaysia
Malta
Mexico
Moldova
Mongolia
Montenegro
Morocco
Netherlands
New Zealand
Nigeria
Norway
Panama
Philippines
Poland
Portugal
Romania
Russian
Federation
Saudi Arabia
Serbia
Singapore
Slovak Republic
Slovenia

Dividends
%
5/15 (c)
5
5
0/5 (c)(s)
0/15 (c)(s)
5/15 (b)
5/15 (b)(s)
10

5/15 (b)(s)
0/10 (b)(s)
5/15 (b)
5/15 (b)(s)
15 (s)
5
5/15 (b)(s)
5/15 (b)(s)
10

10/15 (e)
5/15 (b)(s)
5/15 (f)

15 (s)

10/15 (b)

5/10 (b)
0/5 (k)
5/15 (b)(s)

5
5/15 (b)(s)
5/15 (b)(s)
5/15 (b)
0/10 (1)
5(s)
10
5/15 (b)

0/10 (b)(s)
15

12.5/15 (c)
0/15 (c)(s)
5/10 (y)

10/15 (c)
5(s)

10/15 (j)(s)
10 (s)

10

5

10

5
5/15 (c)(s)
5/15 (b)(s)

Interest
%
0/10 (g)
0/7.5 (g)
0

01
0(t)
0/15 (g)
0/10 (g)(t)
0/10 (g)
0
0
0/8 (g)
0
0/10 (g)(t)
0

0 (1)

0 (t)
0/10 (g)
0/12.5 (g)

0/10 (2)()

0
0710 (g)(®)
0 (t)

0

0/12 (g)

0/10 (g)
0/10 (q)
0/10 (g)

0 (t)
0/10 (g)
0/15 (g)

0 (t)
5/10 (2)
0/10 (g)

0/5 (2)(t)
0/10 (g)(t)
0/7 (2)(t)

0
0

0/10 (g)
0

0(t)
0/5 (2)(®

Royalties
%
10
10
10
010 (a)(q)
0/10 (a)(q)
15

10 (q)
10

0/1/5/10 (m)(q)

0/5/10 (q)(u)
0/5/10 (u)
5(q)
0710 (a)(q)
10

10 (q)
10 (q)
10
125

10 (q)

5
0/5 (a)(q)
0/10 (a)

0/5/10 (u)(q)
10

10115 ()
10 (@)
10 (q)
10 (q)

10
10

5/10 (a)
10

0/10 (a)(q)
10 (q)
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Dividends Interest Royalties
% % %

South Africa 5/15 (b) 0 10
Spain 5/15 (b)(s) 0 () 0/5 (n)(q)
Sri Lanka 6/15 (0) 0/10 (g) 0/10 (a)
Sweden 0/10 (b)(s) 0(t) 0/5 (a)(q)
Switzerland 5/15 (b)(s) 0(t) 5/10 (p)(q)
Syria 10 10 (g) 12
Tajikistan 5 0/7 (g) 10
Thailand 10 0/10/15 (g) 5/10/15 (h)
Tunisia 10/15 (b) 12 5/15 (a)
Turkey 10 0/10 (g) 10
Ukraine 5/15 (b) 0/5 (g) 10
United Arab
Emirates 0/5 (k) 0 10
United Kingdom 5/15 (b)(s) 0(t) 0/10 (a)(q)
United States 5/15 (c) 0 0/10 (a)
Uzbekistan 5/10 (b) 0/5 (g) 10
Venezuela 5/10 (f) 0/10 (g) 12
Vietnam 10 0/10 (g) 10
Non-treaty
countries 15/35 (x) 0/15/35 (d)(x) 15/35 (x)
(a) The lower rate applies to royalties paid for copyrights. The higher rate applies

(b)

(d)

(©

to royalties paid for patents, trademarks, and industrial or commercial scien-
tific equipment or information.

The lower rate applies if the receiving company (other than a partnership)
owns at least 25% of the capital of the payer. Under the Belgium treaty, divi-
dends paid to partnerships may also qualify for the lower rate.

The lower rate applies if the receiving company (other than a partnership)
owns at least 10% of the capital of the payer. Under the Canada treaty, the 5%
rate applies if the receiving company controls at least 10% of the voting
rights of the payer (except for dividends paid by a Canadian investment cor-
poration). Under the Norway treaty, the 0% rate also applies to dividends paid
to the government or specified institutions. Under the Cyprus treaty, the 0%
rate applies if at least 10% of share capital of the payer is held by an entity
(other than a partnership) for at least one year. Under the Denmark treaty, the
0% rate applies if the recipient of the dividends is a pension fund.

Interest on mutual deposits with banks in the interbank market is exempt
from tax for recipients from non-treaty countries (subject to reciprocal treat-
ment). For all Czech tax nonresidents (that is, recipients from treaty and non-
treaty countries), interest on bonds issued by Czech taxpayers or the Czech
Republic outside the Czech Republic is exempt from tax. The 15% rate applies
to other interest.

The lower rate applies if the receiving company (other than a partnership)
owns at least 20% of the capital of the payer.

(f) The 5% rate applies if the receiving company (other than a partnership) owns
more than 15% of the capital of the payer.
(g) The 0% rate applies to interest paid to (or by) the government (or specified

institutions), subject to further conditions. Under the Albania treaty, the 0%
rate also applies to interest paid to any agency, including banks and financial
institutions, wholly owned by the contracting state. Under the Georgia treaty,
the 0% rate also applies to interest on loans and credits guaranteed by govern-
ments or related to sales of industrial equipment that are financed by loans.
Under the Armenia and Azerbaijan treaties, the 5% rate applies to interest on
bank loans. Under the Tajikistan treaty, the 0% rate also applies to interest
from the sale on credit of merchandise or equipment or from a loan or credit
granted by a bank. Under the Ethiopia treaty, the 0% rate also applies to,
among other items, interest paid to institutions owned or controlled by the
government whose sole purpose is the promotion of export or foreign invest-
ment. Under the Thailand treaty, the 10% rate applies to interest paid by
financial institutions or insurance companies; otherwise the rate of the source
country applies. Under the Syria treaty, the 0% rate also applies to interest paid
to the central bank or any financial institution wholly owned by the govern-
ment and to interest on loans and credits guaranteed by the government.
Under the China treaty, the 0% rate also applies if the interest paid to selected
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(b)
0]

)
(k)

)

(m)

(m)

(0)
()
(q)

®)

)

®

(w)

government agencies or the central bank or if the receivable is financed,
guaranteed or pledged by the government, the central bank or a selected
government agency. Under the Barbados and Uzbekistan treaties, the 0% rate
also applies to interest from the sale on credit of merchandise or equipment
or from a loan or credit granted by a bank or guaranteed by the government
(or specified institutions). Under the Poland treaty, the 0% rate also applies
to interest from a loan or credit granted by a bank or guaranteed by the gov-
ernment (or specified institutions).

The 5% rate applies to royalties for copyrights. The 10% rate applies to royal-
ties for patents and trademarks. The 15% rate applies to other royalties.

The 10% rate applies to loans and credits granted by a bank for a period of at
least 10 years in connection with the following:

+ Sales of industrial equipment or studies

+ Installation or furnishing of industrial or scientific units

* Public works

The 10% rate applies if the receiving company owns at least 25% of the payer
for at least two years preceding the payment of the dividend.

The 0% rate applies to a dividend paid to the government of a contracting
state (or a government institution) or to a company that is at least 25% owned
by the government of the contracting state.

The 0% rate applies to a dividend paid by a tax resident of Malaysia to a
Czech tax resident who is the beneficial owner of the dividends.

The 0% rate applies to royalties paid for copyrights. The 1% rate applies to
royalties paid for finance leases of equipment. The 5% rate applies to royal-
ties paid for operating leases of equipment and for the use of, or right to use,
software. The 10% rate applies to other royalties.

The lower rate applies to royalties for copyrights, with the exception of royal-
ties for cinematographic films and films or tapes for television broadcasting.
The higher rate applies to other royalties.

The lower rate applies to dividends paid by a tax resident of Sri Lanka to a
Czech tax resident.

The treaty provides for a rate of 10%, but a protocol to the treaty provides for
arate of 5% until Swiss domestic law imposes a withholding tax on royalties.
In addition to treaty protection, royalties paid by Czech companies or perma-
nent establishments of companies from EU member states to related-party
companies located in other EU member states, or in Iceland, Norway or
Switzerland, will be exempt from tax if the conditions stated in provisions
implementing EU Directive 2003/49/EC, as amended, are satisfied and if an
advance ruling is issued by the Czech tax authority. If a Czech withholding tax
applies to outbound royalties, EU/EEA tax residents may choose for each item
of income to include the income in their tax return and have it taxed at the
standard corporate income tax rate after deduction of associated expenses
(while claiming a credit for the withholding tax paid against tax liability stated
in the tax return), or to treat the withholding tax as a final tax on the income.
The 10% rate applies to royalties paid for patents, trademarks and industrial,
commercial, or scientific equipment or information. The 15% rate applies to
royalties paid for films.

In addition to treaty protection, dividends paid by Czech companies to parent
companies (as defined in the EU Parent-Subsidiary Directive 90/435/EEC)
that are located in other EU member states, or in Iceland, Norway or Switzer-
land, are exempt from withholding tax if the parent company maintains a
holding of at least 10% of the distributing company for an uninterrupted
period of at least one year (this condition may be met subsequently).

In addition to treaty protection, interest from qualified instruments paid by
Czech companies or permanent establishments of companies from EU mem-
ber states to related-party companies (as defined in EU Directive 2003/49/EC)
located in other EU member states, or in Iceland, Norway or Switzerland, is
exempt from withholding tax if the conditions stated in the provisions imple-
menting EU Directive 2003/49/EC, as amended, in the Czech tax law are satis-
fied and if an advance ruling is issued by the Czech tax authority. In addition,
if Czech withholding tax applies to outbound interest, EU/EEA tax residents
may choose for each item of income to include the income in their tax return
and have it taxed at the standard corporate income tax rate after deduction of
associated expenses (while claiming a credit for the withholding tax paid
against tax liability stated in the tax return), or to treat the withholding tax as
a final tax on the income.

The 0% rate applies to royalties paid for copyrights. The 5% rate applies to
payments for industrial, commercial or scientific equipment. The 10% rate
applies to royalties paid for patents, trademarks, designs or models, plans,
secret patterns or production procedures and software, as well as for informa-
tion relating to experience acquired in the areas of industry, commerce or
science.
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x)

)

(@)

The 15% rate applies to royalties paid for trademarks. The 25% rate applies
to other royalties.

The 5% rate applies to royalties paid for industrial, commercial or scientific
equipment. The 10% rate applies to royalties paid for copyrights, software,
patents, trademarks, designs or models, plans, secret formulas or processes,
or information concerning industrial, commercial or scientific experience.
Effective from 1 January 2013, a 35% tax rate applies to payments to tax
residents in countries with which the Czech Republic has not entered into a
double tax treaty or a treaty on exchange of information in tax matters. For
further details, see footnote (e) in Section A.
