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Foreword

Welcome to the latest edition of Worldwide Tax Summaries
(WWTS), one of the most comprehensive tax guides available.
This year’s edition provides detailed information on corporate
tax rates and rules in 155 countries worldwide.

The country summaries, written by

our local PwC tax specialists, include
recent changes in tax legislation as

well as key information about income
taxes, residency, income determination,
deductions, group taxation, credits and
incentives, withholding taxes, indirect
taxes, and tax administration. All
information in this book, unless otherwise
stated, is up to date as of 1 June 2015.

Our online version of the summaries is
available at www.pwc.com/taxsummaries.
The WWTS website is fully mobile
compatible and updated regularly,
providing quick access to the latest tax
information and changes. Some of the
enhanced features available online include
Quick Charts to compare rates across
jurisdictions, and reference materials on
OECD, EU, and WTO member countries,
amongst other valuable information. You
may also access WWTS content through
Tax Analysts at www.taxanalysts.com/wts.

www.pwc.com/taxsummaries

If you have any questions, or need more
detailed advice on any aspect of tax,
please get in touch with us. The PwC tax
network has member firms throughout
the world, and our specialist networks
can provide both domestic and cross-
border perspectives on today’s critical

tax challenges. A list of some of our key
network and industry specialists is located
at the back of this book.

I hope you will find these summaries
useful, and please don’t hesitate to contact
any PwC specialist with comments or
feedback on WWTS.

."Cé

Rick Stamm

Vice Chairman, Global Tax Leader
PwC US

+1 646 471 1035
rick.stamm@us.pwc.com
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Albania

PwC contact

Loreta Peci

PricewaterhouseCoopers Audit sh.p.k.

Blvd. Deshmoret e Kombit, Twin Towers, Tower 1, 10th floor,
Tirana, Albania

Tel: +355 4 2290 720

Email: loreta.peci@al.pwc.com

Significant developments

New Value-added Tax (VAT) Law
As of 1 January 2015, the new VAT Law became effective.

The new Law is in line with the European Union (EU) VAT legislation, and, among other
aspects, it extends the definition for the supply of services and goods, as well as place of
supply of services, while further clarifying chargeable events, VAT credit, reverse charge
mechanism, additional special schemes, etc.

As such, Law No. 7928 dated 27 April 1995 and any bylaws or instructions issued for its
implementation have been abolished.

As of the same date, a new Instruction on VAT, providing further details to the
application of the Law on VAT, became effective.

The main changes reflected in the Law and detailed in the Instruction concern, among
other aspects, the determination of the place of supply, definition of the supply of goods
and services, VAT applicability, the billing process, and special tax regimes. A summary
table, as provided below, serves to determine the place of supply and, as such, VAT
applicability.

Place of the supplier: Place of recipient: Place of recipient: Place of supply/tax of
Taxable person Taxable person Non-taxable person  service

New rules on transfer pricing
New rules on transfer pricing came into force in Albania on 4 June 2014 and emphasise
the following:

* The general rule provides the application of the arm’s-length principle.
* A taxpayer is subject to transfer pricing rules if it performs controlled transactions
with its related parties where:
* controlled transactions are considered cross-border transactions only, and
 related parties are considered to be those in situations where:
* one party directly or indirectly participates in the management, control, or
capital of the other party, and
* athird party directly or indirectly participates.

New rates of withholding tax (WHT)
As of 1 January 2015, the WHT rate changed from 10% to 15%.

www.pwc.com/taxsummaries Albania 7



Taxes on corporate income

Albanian law applies the principle of worldwide taxation. Resident entities are taxed on
all sources of income in and outside the territory of Albania, while non-resident entities
are taxed on income generated only in the territory of Albania.

The corporate income tax (CIT) rate in Albania is 15%. CIT is assessed on the taxable
profits calculated as taxable income less deductible expenses.

Local income taxes

Local taxes on income depend on a number of factors, such as type of activity,
municipality where the business is located, and the annual turnover. Consequently,
these taxes may vary from 20,000 Albanian lek (ALL) to ALL 143,000.

Corporate residence

Based on Albanian legislation, a legal entity is deemed to be resident in Albania if it has
its head office or its place of effective management in Albania.

Permanent establishment (PE)

PE in Albania means a fixed place of business where an entity carries out, wholly or
partly, its business activities, including, but not limited to, an administration office, a
branch, a factory, a workshop, a mine, and a construction or installation site.

The determination of a PE, where applicable, is based on the provisions of the double tax
treaties (DTTs) that Albania has entered into with a number of countries. When dealing
with DTT provisions, the Albanian tax authorities refer to the Organisation for Economic
Co-operation and Development (OECD) commentaries.

Other taxes

Value-added tax (VAT)
The standard VAT rate is 20%, and the standard VAT period is the calendar month.

Taxable transactions include goods and services supplied domestically as well as goods
imported into Albania by a taxable person. The following transactions are also taxable:

* Transactions performed for no consideration or for a consideration less than market
value (the latter applies if the parties included in the transaction are considered as
related parties).

* Barter transactions.

* The private use of taxable goods by a taxable person (self-supply).

Determination of VAT payers

‘Taxable person’ shall mean any person who, despite the legal form of organisation,
independently carries out any economic activity, whatever the place and the purpose or
results of that activity.

The VAT registration threshold in Albania is annual turnover over ALL 5 million. Any
person providing taxable supplies and whose annual turnover does not exceed ALL 5
million is not required to register, although voluntary registration is possible.

VAT obligations for non-resident entities

For a non-taxable person, the place of supply shall be in Albania if the supplier of the
non-taxable person has established their business or a PE there.

8 Albania PwC Worldwide Tax Summaries
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For a taxable person, the place of supply of services shall be in Albania if the taxable
person who receives the service has established their business or PE there.

Zero-rated goods and services
The following goods and services are subject to 0% VAT in Albania:

¢ Exports.

* The supply of goods transported in the personal luggage of travellers.
* International transport.

* Supply of gold for the Bank of Albania.

VAT-exempt goods and services
The new VAT Law provides a list of supplies that are considered as VAT-exempt:

* The supply by the public postal services of services, and the supply of goods
incidental thereto.

* Hospital and medical care and closely related activities.

* The provision of medical care in the exercise of the medical and paramedical
professions.

* The supply of human organs, blood, and milk.

* The supply of services by dental technicians in their professional capacity.

* The supply of services by independent groups of persons, who are carrying on an
activity that is exempt from VAT.

* The supply of services and of goods closely linked to welfare and social security work.

* The supply of services and of goods closely linked to the protection of children and
young persons.

* The provision of children’s or young people’s school or university education.

* Tuition given privately by teachers and covering school or university education.

In addition, the new VAT Law removes the limitations of VAT deductibility for marketing
purposes.

VAT calculation

The amount of VAT to be paid is calculated as the difference between the VAT applied
to purchases (input VAT) and the VAT applied to sales (output VAT). If the input is
higher than the output, then the difference is a VAT credit that can be carried forward
to subsequent months. Otherwise, if the output VAT is higher than the input VAT, the
difference represents VAT payable to the state.

Taxpayers who carry out taxable VAT activities, as well as VAT-exempt activities, can
credit only that portion of their input VAT that corresponds to the taxable activities. To
determine the amount of input VAT that can be claimed from the state, the taxpayer
should estimate a VAT credit coefficient (i.e. the rate of the taxable VAT activities over
total activities).

VAT reimbursement

Taxable entities have the right to claim VAT reimbursement if the period in which VAT
credits are carried forward exceeds three consecutive months and the total amount of
accumulated VAT credit is equal to or above ALL 400,000.

Following the request for VAT reimbursement, taxable entities have the right to obtain
the reimbursement of VAT credit within 60 days after the request is submitted. For all
taxable persons who are considered as exporters based on the criteria established by the
Instruction of Council of Ministers, the deadline for tax authority approval, or not, of
VAT reimbursement requests is within 30 days.

www.pwc.com/taxsummaries Albania 9
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VAT returns
The submission of VAT returns and sales and purchase books must be done electronically
by all taxpayers, including VAT representatives.

Electronic submission deadlines fall on the dates below:

* For VAT books, the deadline is the tenth day of the following month.
* For VAT returns and for the payment of the related VAT liability, the deadline is the
14th day of the following month.

Customs duties
Albania uses the Harmonized Code System for tariff classification.

The customs duty rates range from 0% to 15%, depending on the type of goods.

Import of machineries and equipment for use in the taxpayer’s business activity are
generally subject to customs duties at the zero rate.

Customs duties on imports of vehicles are 0%.

Excise duties

Any individual or legal entity (including their fiscal representatives) that either produces
or imports into the territory of the Republic of Albania any commercial goods defined to
be subject to excise tax, is subject to excise tax in Albania.

Albania levies excise tax on the following products:

Beer: ALL 10/litre to ALL 12/litre, depending on the annual quantity in hectolitre.
Wine, champagne, fermented and sparkling beverage: ALL 20/litre.

Other alcoholic drinks: ALL 20/litre to ALL 100/litre.

Tobacco and its by-products: ALL 2,500/kg.

Cigarettes containing tobacco: ALL 70/20 pieces.

Liquid by-products of petroleum: ALL 20/litre to ALL 50/litre.

Solid by-products of petroleum: ALL 5/kg to ALL 40/kg.

Fireworks: ALL 200/kg.

Pneumatic tyres: ALL 20/kg to ALL 40/kg for new purchased tyres and ALL 100/kg
for used tyres.

* Incandescent lamps: ALL 100/unit.

* Plastic, glass, and mixed packages: ALL 100/litre, ALL 10/litre, and ALL 20/litre
respectively.

Reimbursement of excise tax can be obtained on:

* The excise tax paid on fuel used by entities engaged in the constitution of energy
resources with installed capacities of not less than 5 MW for both its own needs and
for sale.

* The excise tax paid on fuel used in green houses as well as in production of industrial
and agricultural products.

* 50% of the excise tax paid for plastic, glass, and mixed packaging used as input in the
local recycling industries of these materials.

Real estate tax
Entities that own real estate property in Albania are subject to real estate tax.

Real estate tax on buildings

Real estate tax on buildings is calculated based on the type of activity the business entity
owning the building carries out.

10 Albania PwC Worldwide Tax Summaries
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Tax rate (Area1/Area2/
Area3)(ALL/sq m/year)

Ill.  Owned or in use buildings in approved territories, such as touristic 400/400/400
villages, etc.

Real estate tax on agricultural land

Real estate tax on agricultural land is levied on each hectare and varies depending
on the district where the agricultural land is located and on the land productivity
categorisation.

Stamp duties and notary taxes

There are no stamp duties on the sale contract of land or other properties. There are,
however, notary taxes that are, in nature, similar to stamp duties. The notary tax on sales
contracts that relate to change in ownership of immovable properties is ALL 1,000. The
notary tax on sales contracts that relate to change in ownership of movable properties is
ALL 700.

Depending on the agreement reached between the seller and the buyer, the notary tax
can be paid either by the seller, or by the buyer, or shared between both of them.

Registration taxes
The fee for the registration of a business entity is ALL 100.

Payroll-related taxes
Entities shall withhold personal income tax (PIT) from the gross salaries of their
employees.

Employers shall pay social and health contributions (SHC) to the tax authorities at a rate
of 15% and 1.7%, respectively. The social contributions are paid between the minimum
and maximum gross salary for SHC purposes, which are ALL 19,026 and ALL 95,130,
respectively. The health contributions are calculated on the total gross salary.

Branch income

Branch offices in Albania are subject to the same taxes as all other forms of legal entities.

Income determination

Inventory valuation

Inventory is valued at the end of each tax period using the methods stipulated in the
Accounting Law, which should be applied systematically. The methods stipulated in the
National Accounting Standards for the valuation of inventory at year-end are the average
cost and first in first out (FIFO) methods.

Capital gains
Capital gains are taxed at the rate of 15%.

www.pwc.com/taxsummaries Albania 11
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Dividend income

Dividends and other profit distributions received by a resident entity from another
resident entity or from a non-resident entity are not subject to CIT for the resident
beneficiary of such income. This applies despite the participation quote (in amounts or
number of shares) of the entity distributing profits in the shareholder capital, voting
rights, or its participation in initial capital of the beneficiary.

Interest income
Interest income is taxed at the rate of 15%.

Foreign income

Albanian resident corporations are taxed on their worldwide income. If a DTT is in force,
double taxation is avoided either through an exemption or by granting a tax credit up to
the amount of the applicable Albanian CIT rate.

Albanian legislation does not contain any provisions under which income earned abroad
may be tax deferred.

Deductions

Depreciation and amortisation
Allowed tax depreciation and amortisation rates and methods for each category of fixed
assets are shown below:

Asset category Method Rate (%!

Notes

1. In case the carrying amount value of the asset (in the beginning of the fiscal period) is less than 3% of
the historical costs, the taxpayer may expense it entirely.

Land, fine art, antiques, and jewelleries are non-depreciable assets.

Depreciation and amortisation of fixed assets at amounts higher than those allowed for
tax purposes is considered a non-deductible expense.

Interest expenses

Interest paid in excess of the average 12-month credit interest rate applied in the
banking system, as determined by the Bank of Albania, is a non-deductible expense. The
amount of deductible interest expense may also be limited by thin capitalisation rules
(see Thin capitalisation in the Group taxation section).

Bad debt
Bad debts are only deductible if the following conditions are met simultaneously:

* An amount corresponding with the bad debt was included earlier in income.
* The bad debt is removed from the taxpayer’s accounting books.
* All possible legal action to recover the debt has been taken.

This applies to all entities except those operating in the financial sector.

12 Albania PwC Worldwide Tax Summaries
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Charitable contributions

There are no provisions in Albania regarding the tax treatment of charitable
contributions. In general, contributions are considered as non-deductible expenses for
CIT purposes.

Fines and penalties
Fines and other tax-related sanctions are non-deductible expenses.

Taxes
Income taxes, VAT, and excise duties are non-deductible expenses.

Other significant items
The Albanian legislation also defines the following specific costs as non-deductible:

* Expenses not supported with fiscal invoices.

* Expenses paid in cash of amounts exceeding ALL 150,000.

* Benefits in kind and gifts.

e Wages, bonuses, and any other form of income deriving from an employment
relationship and paid to the employees in cash.

* Provisions and reserves (with some exemptions applicable to the financial sector).

* Expenses for technical services, consultancy, and management received from foreign
entities that are not registered for tax purposes in Albania and for which no WHT has
been paid by 20 January of the following year, at the latest.

* Losses, damages, wastage incurred during production, transiting, or warehousing,
exceeding the norms defined by laws and related instructions.

* Impairment losses on fixed assets.

* Representation and reception expenses exceeding 0.3% of annual turnover.

* Sponsorship expenses exceeding 3% of profit before tax and sponsorships of press
and publications exceeding 15% of profit before tax.

The amounts allocated to special reserve accounts in banks and insurance companies
are deductible, provided that they do not exceed the limits stated in the Bank of Albania
regulations.

Employers’ contributions towards the life and health insurance of employees are
deductible.

Banks can deduct only loan impairments (provisions) calculated under International
Financial Reporting Standards (IFRS) for CIT purposes.

Net operating fiscal losses

Fiscal losses may be carried forward up to three consecutive years. However, losses may
not be carried forward if more than 50% of direct or indirect ownership of the share
capital or voting rights of the company is transferred during the tax year.

Albanian legislation does not allow losses to be carried back.

Payments to foreign affiliates

Payments to foreign affiliates are subject to WHT unless tax relief is requested in
accordance with the local legislation or any DTT in place. These payments are tax
deductible if they are properly documented and incurred for business purposes only.

Payments to foreign affiliates made for the purpose of profit transfer might be subject

to price revaluation by the tax authorities. Any transactions/payments made to foreign
affiliates shall be performed on an arm’s-length basis.

www.pwc.com/taxsummaries Albania 13



Group taxation

There is no group taxation in Albania.

Transfer pricing
As of 4 June 2014, a new law on transfer pricing came into force in Albania that
emphasis the following:

* The general rule provides the application of arm’s-length principle.
* The taxpayer is subject to transfer pricing rules if the latter performs controlled
transactions with its related parties where:
* Controlled transactions are considered the cross-border transactions only.
* Related parties are considered the situations where:
* one person participates, directly or indirectly, in the management, control, or
capital of the other person, and
* the same person or persons participate(s), directly or indirectly, in the
management, control, or capital of both persons.

The taxpayer subject to transfer pricing rules must have in place the following
information:

* Documented information and analysis to verify that its controlled transactions
are performed in consistency with the arm’s-length principle. Transfer pricing
documentation shall be provided to the tax administration upon its request within
30 days of receiving the tax administration’s request. The content and form of the
transfer pricing documentation is specified by instruction of the Minister of Finance.

» Taxpayers engaged in controlled transactions above ALL 50 million are required
to submit an annual controlled transactions template within 31 March of the year
following the year subject to documentation.

* The consistency of a controlled transaction(s) with the arm’s-length principle shall be
determined by applying the most appropriate transfer pricing method from the five
methods provided below:

e Comparable Uncontrolled Price Method.
* Resale Price Method.

* Cost Plus Method.

* Transactional Net Margin Method.

* Transactional Profit Split Method.

* Other methods.

Thin capitalisation
The interest paid on outstanding loans and prepayments exceeding four times the

amount of net assets is not deductible. This rule does not apply to banks and insurance
companies.

Controlled foreign companies (CFCs)
There is no CFC regime in Albania.

Tax credits and incentives

The following entities are exempt from CIT:

* Legal entities that conduct religious, humanitarian, charitable, scientific, or
educational activities.

* Trade unions or chambers of commerce, industry, or agriculture.
* International organisations, agencies for technical cooperation, and their
representatives, the tax exemptions of which are established by specific agreements.

14 Albania PwC Worldwide Tax Summaries
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development policies of the government through credit activities.

* Film studios and cinematographic productions (among other types of entity/activity)
that are licensed and funded by the National Cinematographic Centre.

* Voluntary pension funds administrated from the competent companies.

* Foundations or non-banking financial institutions established to support n

Foreign tax credit
Albania does not apply foreign tax credits except in the case of DTTs (see Foreign income
in the Income determination section).

Withholding taxes

The gross amount of interest, royalties, dividends, and shares of partnerships’ profits
paid to non-resident companies is subject to a 15% WHT, unless a DTT provides for a
lower rate.

The 15% WHT is levied on the gross amount of payments for technical, management,
installation, assembly, or supervisory work, as well as payments to management and
board members.

If a non-resident company does not create a PE in Albania, and a DTT exists between
Albania and the home country of the non-resident company, the payment of WHT can be
avoided.

Double tax treaties (DTTs)
Albania has signed 39 DTTs, of which 35 are in force.

WHT rates envisaged by applicable DTTs are provided in the following table:

WHT (%)

Recipient Dividends Interest Royalties Applicable from

www.pwc.com/taxsummaries Albania 15
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WHT (%)

Notes

1. If the recipient company directly or indirectly owns 50% of the capital of the paying company, a 0%
rate of the gross amount of the dividends applies. If the recipient company directly or indirectly owns
25% of the capital of the paying company, a 5% rate of the gross amount of the dividends applies. A
tax rate of 15% of the gross amount of the dividends applies in all other cases.

2. Ataxrate of 5% of the gross amount of the interests applies in case of interests in a contracting
state, which are paid to a loan granted by a bank or any other financial institution of the other
contracting state, including investment banks and savings banks and insurance. A tax rate of 10% of
the gross amount of the interests applies in all other cases.

3. If the recipient company or any other governmental body is a resident of the other contracting
state, a 0% rate of the gross amount of the dividend applies. If the recipient company (other than a
partnership) directly or indirectly owns at least 10% of the capital of the paying company, a 5% rate
of the gross amount of the dividends applies. A tax rate of 10% of the gross amount of the dividends
applies in all other cases.

4.  If the recipient company (other than a partnership) directly or indirectly owns at least 75% of the
capital of the paying company, a 0% rate of the gross amount of the dividends applies. If the
recipient company (other than a partnership) directly or indirectly owns at least 10% of the capital of
the paying company, a 5% rate of the gross amount of the dividends applies. A tax rate of 10% of the
gross amount of the dividends applies in all other cases.

5.  If the recipient company (other than a partnership) directly or indirectly owns at least 25% of the
capital of the paying company, a 5% rate of the gross amount of the dividends applies. A tax rate of
10% of the gross amount of the dividends applies in all other cases.

6. If the recipient company (other than a partnership) directly or indirectly owns at least 25% of the
capital of the paying company, a 5% rate of the gross amount of the dividends applies. A tax rate of
15% of the gross amount of the dividends applies in all other cases.

7. If the recipient company (other than a partnership) directly or indirectly owns at least 25% of the
capital of the paying company, a 10% rate of the gross amount of the dividends applies. A tax rate of
15% of the gross amount of the dividends applies in all other cases.

8. If the recipient company (other than a partnership) directly or indirectly owns at least 25% of the
capital of the paying company or is a pension scheme, a 5% rate of the gross amount of the
dividends applies. The tax rate switches to 15% of the gross amount of the dividends where those
dividends are paid out of income (including gains) derived directly or indirectly from immovable
property by an investment vehicle that distributes most of this income annually and whose income
from such immovable property is exempted from tax. A tax rate of 10% of the gross amount of the
dividends is applied in all other cases.

Tax administration

Taxable period
The tax year is the calendar year.

Tax returns
The final CIT return is due by 31 March of the year following the tax year.
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Payment of tax
Predetermined advance payments of CIT are due either by the 15th day of each month
or by the end of each quarter.

According to the tax laws, CIT is paid during the year on a prepayment basis. The
amount of monthly CIT prepayments is determined as follows:

* For each of the following months: January, February, and March of the following
fiscal period, the income tax amount of the fiscal period for the two previous years
divided by 12.

* For each of the next nine months of the following fiscal period, the income tax
amount of the previous fiscal period divided by 12.

The final due date for the payment of the final CIT for a fiscal year is 31 March of the
following year. Note that this payment is calculated as the total amount of CIT self-
assessed from the taxpayer for that particular fiscal year less total CIT instalments paid
related to that year.

Companies have the obligation to pay the tax on dividends to the tax authorities no
later than 30 July of the year the financial results are approved, regardless of the fact of
whether the dividend has been distributed or not to the shareholders.

Tax audit process

Generally, the Albanian tax system is based on self-assessment, which is under
continuous audit by the tax authorities. Such audits include all types of taxes that the
business is subject to. If any discrepancies result from the tax audit, the tax authorities
issue an assessment notice, which the taxpayer might appeal within 30 calendar days.

Statute of limitations

With regard to Albania’s tax administration practices, the statute of limitations of a tax
audit is five years. However, the statute of limitations can be extended by 30 calendar
days in cases where:

* anew assessment is made as a result of an appeal against a previous tax assessment

* atax assessment is made as a result of a tax audit or investigation of the taxpayer by
the tax administration, or

* the taxpayer is subject to a penal case related to one’s tax liabilities.

As of January 2015, the right of the taxpayer to submit a reimbursement request is
limited to five years from the moment that the credit position is confirmed.

Topics of focus for tax authorities

The tax authorities main focus during a tax audit are areas related to transfer pricing,
which is becoming an increasing area of focus; WHT; and aspects affecting CIT, such as
expense deductibility.
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Significant developments

Recent significant corporate tax developments in Algeria include the following:

* Reduction of the corporate income tax (Impét sur le Bénéfice des Sociétés or IBS) rate
from 25% to 23% as of 1 January 2014.

* Removal of the 19% reduced IBS rate for production activities as of 1 January 2014.
Indeed, the IBS has been unified to all sectors of activity (production, industry, and
services). From 1 January 2014, a single common tax rate levied at 23% will be
applied for all sectors.

The 2015 Finance Act introduced other new dispositions in terms of corporate tax, as
follows:

* Expansion of the IFU scope and increase of the application threshold in terms of IFU
to 30 million Algerian dinars (DZD).

* Granting of temporary exemptions (for five years) from IBS, IRG, and tax on
business activities (TAP) to some activities in the industrial sector, such as advanced
technologies, the food industry, mechanics, and the automotive sector.

Taxes on corporate income

Corporate tax is due on activities performed by resident or non-resident entities in
Algeria. It is applied according to the following two regimes:

* The 24% withholding tax (WHT), which covers the IBS, the TAP, and the value-added
tax (VAT) (i.e. three taxes in one), is required to be levied on services. The calculation
base is the gross amount of the services invoiced.

* The standard tax regime, which includes the following taxes:

* IBS at the rate of 23% computed on profit before tax.

* TAP at the rate of 2% computed on the invoiced turnover.

* VAT at the rate of 17% (except any specific exemption).

* Branch tax at the rate of 15% calculated on net profit after IBS.

Nil corporate tax returns include the payment of a minimum corporate tax amounting to
DZD 5,000.

Local income taxes
There are no local or provincial taxes on income in Algeria.

Corporate residence

There are no specific criteria in the Algerian tax legislation that determine corporate tax
residency. Generally, a company is considered as an Algerian tax resident entity in cases
where its head office is effectively situated in Algeria (physical presence obligation).
However, please note the existence of the permanent establishment (PE) notion, which
can also refer to permanent place of business.
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Permanent establishment (PE)
Algerian domestic tax law does not contain a clear and explicit definition of a

‘permanent establishment’ or a ‘fixed place of business’. The tax law refers only

to permanent place of business (installation professionnelle permanente), which,
conceptually, actually suggests setting-up of a local commercial entity such as a branch
or the like.

In the absence of a double tax treaty (DTT), the basic principle that governs taxation of
non-resident entities is that such entities are taxable in Algeria on their Algerian-source
income whatever the way and wherever the location the work is carried out, provided
only that the same are rendered or used in Algeria.

As a consequence, an entity will be liable for corporate tax in Algeria through the
execution of a related contract (services contract) to be performed in Algeria. From an
Algerian point of view, such a contract is not an investment and is, by nature, temporary.
Note that it is possible to execute several contracts under the same establishment.

In the presence of a DTT, a foreign company will be taxed in Algeria if it has a PE only.

Other taxes

Value-added tax (VAT)

VAT is imposed on the supply of goods or services in Algeria. It includes all economic
activities conducted in Algeria. The zero rate is also applied to all exports. The standard
VAT rate is 17%. The reduced rate is 7%, applying to various basic items.

Monthly VAT returns and payments are due by the 20th day of the following month.

Customs duties
Algerian imports are subject to payment of customs duties in the following increments:
duty-free, 5%, 15%, or 30%.

Excise taxes
The 2015 Finance Act has introduced a new tax relating to the tobacco sector. For this
purpose, all tobacco products prices have increased by 10% to 15%.

Property taxes
An annual property tax is imposed on real estates in Algeria. Rates depend on the
location of real estate.

Transfer taxes
A transfer tax is applicable to land and buildings at a rate of 5% for registration fees, plus
1% as a tax for land publicity.

Stamp taxes
Stamp duty is imposed at varying rates on transactions, including the execution of
various documents and deeds.

Payroll taxes

There is individual income tax withheld on salary and assimilated income (minus
employee social security contributions). The income tax is withheld by applying the
progressive scale rates (marginal rate 35%).

Social security contributions

The employer must contribute 26% of the employee gross salary for social security
contributions. The employee must pay 9% of gross salary.
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Branch income

Branch tax is 15%. Note that, since 2010, it is no longer possible to register a branch in
Algeria. However, under certain conditions, a foreign company could operate in Algeria
by registering its contract with the local tax authorities. Under this scenario, a 15% tax
rate applies on the distribution of profits.

Income determination

Taxable income is determined by adding back non-deductible expenses and deducting
other items.

Inventory valuation
The inventory valuation method for tax purposes must match the book method.

Capital gains

Capital gains are taxed as ordinary income. For certain assets, 35% relief is given where
the assets have been held for up to three years, and 70% relief is given where the assets
have been held longer.

Dividend income
Dividends to non-resident shareholders are subject to WHT at source of 15%. For
resident shareholders, dividends are subject to WHT at source of 10%.

Interest income
Interest income is taxed along with company income at 23%.

Rental income
Rental income is taxed along with company income at 23%.

Royalty income
Royalties are taxed at 24%. This rate could change in presence of a DTT.

Unrealised gains/losses
Unrealised gains are taxed as dividends.

Foreign currency exchange gains/losses
Foreign currency exchange gains are taxed along with company income at 23%.

Foreign income
Income from other countries is not liable to tax in Algeria.

Deductions

Taxable income is determined by adding back non-deductible expenses and deducting
other items.

Depreciation and amortisation
The depreciation rates are determined according to tax administration instructions, for
example:

* The depreciation rate for office items is 10% or 20%.

* The depreciation rate for industrial buildings is 5%.

* The depreciation rate for cars is 20% or 25%. The depreciation base for cars is limited
to DZD 1 million.
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Goodwill

In the current accounting system in Algeria (SCF), goodwill is registered in the local
books as a non-current asset on the assets side of the balance sheet and it cannot be
amortised. Consequently, the accounting of goodwill has no fiscal impact for companies.

Start-up expenses
Start-up expenses are deductible when paid.

Interest expenses
Interest expenses are deductible when paid.

Bad debt

Bad debt is deductible when suing in justice.

Charitable contributions
Charitable contributions are deductible, up to a limit of DZD 1 million.

Pension expenses
Pension expenses are deductible when paid.

Payments to directors
Payments to directors are deductible.

Research and development (R&D) expenses
R&D expenses are deductible when paid, up to a limit of 10% of the taxable benefit and
DZD 100 million. The deductible amount has to be reinvested.

Bribes, kickbacks, and illegal payments
Bribes, kickbacks, and illegal payments are non-deductible.

Fines and penalties
Fines and penalties are non-deductible.

Taxes
Taxes are non-deductible, except for TAP, registration duties, customs duties, and real
estate taxes.

Net operating losses
Carryforward losses are permitted until the fourth fiscal year following the year of loss.
Carryback losses are not permitted.

Payments to foreign affiliates
Payments to foreign affiliates are deductible.

Group taxation

When an Algerian company holds 90% or more of the shares of one or more Algerian
companies, the group may choose to be taxed as a single entity. Hence, the subsidiaries
are treated as branches of the parent company, and corporate tax is payable only by the
parent company. Under this system, the profits and losses of all controlled branches,
subsidiaries, and partnerships in Algeria are consolidated. The consolidated group may
also benefit from other tax advantages.

Transfer pricing regime

An arm’s-length approach to transfer pricing applies. All entities registered with the tax
department responsible for multinational companies (Direction des Grandes Enterprises)
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must submit documentation to support their transfer pricing practices within 30 days
after a request is made by the Algerian tax administration.

Thin capitalisation
There are no thin capitalisation provisions in Algeria.

Controlled foreign companies (CFCs)
There are no CFC rules in Algeria.

Tax credits and incentives

Foreign tax credit

Algerian tax law does not provide for unilateral tax relief. A tax treaty, however, may
provide for bilateral relief. This is a complex area in Algeria, and it is recommended that
you contact us for specific advice.

Temporary exemptions and reductions

Many tax regimes and tax holidays/incentives are available to attract foreign direct
investors in Algeria. For example, there is a temporary exemption from corporate tax for
investing companies creating 100 jobs or more. VAT and custom duties exemptions are
also available.

There is also a temporary exemption from corporate tax for companies that invest in
certain strategic sectors, such as advanced technologies, the food industry, mechanics,
and the automotive sector.

There is a five-year reduction of corporate tax for companies whose securities are
introduced on the stock exchange.

Withholding taxes

The WHT levied on services is 24%, which covers IBS, TAP, and VAT (i.e. three taxes in
one). The calculation base is the gross amount of the services invoiced.

The WHT levied on dividends is 15%. In the presence of a tax treaty, the WHT cannot be
limited.

The WHT levied on royalties is 24%. In the presence of a tax treaty, the WHT cannot
exceed 5%, 10%, or 12%, depending on different cases.

Tax administration

Taxable period
The taxable period is the fiscal year.

Tax returns

Foreign companies are required to file an annual tax return before 30 April together
with a detailed statement of proceeds paid to third parties with respect to subcontracted
services, hiring of personnel and equipment, leases, and technical assistance services, as
well as transfer pricing documentation.

Payment of tax
Corporate tax is paid when the tax return is submitted.
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Tax audit process

As a general rule, the tax administration informs the company that a tax audit has to be
performed. The tax audit notification indicates the audited taxes (in all cases: IBS/TPA/
VAT) and the concerned period. The company has some rights. Indeed, it can be assisted
by an expert, and it can ask the tax administration about several issues subject to audit.
The tax audit is concluded by sending a final tax reassessment notification.

Some discounts or moderations can be granted to the debtor in good faith following
elements to be sought in one’s usual punctuality against its tax obligations and efforts
to honour one’s debt. For this purpose, taxpayers may, if indigent or hinders make it
impossible to release to the tax administration, seek remission or moderation of direct
taxes properly established. A payment schedule may be granted to a firm or to an
individual in order to honour, progressively, their liabilities.

Taxpayers may also apply for some reconsideration by the tax administration. There are
two alternatives:

* Applications for reconsideration by the tax administration (recours gracieux). The
application may refer to direct and assimilated taxes, related penalties, recovery
penalties, and fiscal fines.

¢ Conditional rebate (remise conditionnelle). Conditional rebate could relate to
penalties and fiscal fines. It may concern tax penalties applied under direct taxes,
turnover taxes, registration fees, stamp duties, indirect taxes, and not codified taxes.
In order to enjoy these arrangements, the taxpayer must make a written application
to the competent authority by which the conditional rebate is requested.

Statute of limitations
The statute of limitations is four years.

Topics of focus for tax authorities
The tax administration will focus on non-deductible expenses and the declaration of
turnover, and more and more often on transfer pricing issues.

Other issues

Exchange controls

A non-resident foreign company can open a non-resident account in local currency

(i.e. dinars), called an ‘INR account’, based on the contract to be performed and on its
registration to tax. An INR account can be used only for the object (purpose) for which it
is opened.

A non-resident foreign company can also open a CEDAC (Compte Etranger en Dinars
Algériens Convertible) account, which must be fed (credited) only from abroad in foreign
currency.

The CEDAC account allows payment in dinars as well as in hard currency; furthermore,
there is no restriction or limitation for transferring any remaining sum in the CEDAC
account back abroad in foreign currency or for drawing any foreign payment instrument.
The exchange rate that will be used for converting dinar to foreign currency is the
official rate at the date of the debit.

Please note that a non-resident foreign company will not be able to transfer any balances
from INR accounts to its CEDAC account or abroad without the express authorisation

of the central bank, except in case of reimbursing temporary funding from the CEDAC
account (such reimbursement must be for the exact same amount).
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Please note that trading companies cannot pay any dividends to their foreign
shareholders.

Choice of business entity

Foreign companies can run a business in Algeria through a legal entity (SPA) or PE.
As for a legal entity, the foreign company cannot hold more than 49% of joint venture
capital in Algeria.
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Significant developments

Under the ongoing tax reform, covering the Tax and Customs System as well as Tax
Authorities and Justice, new legislation was published in October 2014 that has a strong
impact not only on company and personal taxation, but also on the relationship between
taxpayers and the tax authorities.

The legislation recently published includes the General Tax Code, the Tax Enforcement
Code, the Corporate Income Tax (CIT) Code, the Personal Income Tax (PIT) Code, the
Investment Income Tax Code, and the Stamp Duty Code.

This summary has been updated to reflect the new legislation.

Taxes on corporate income

CIT is levied, currently at a 30% rate, on the profits deriving from business activities
carried out in Angola by resident entities or non-resident entities with a tax permanent
establishment (PE), as defined by Angolan domestic legislation.

Tax residents are taxed on worldwide profits, while PEs are liable to taxation on the
profits attributable to the PE, sales in Angola of goods or merchandise of the same or a
similar kind to that sold by the PE, and to any other business activity that is of the same
or similar kind to that conducted by the PE.

There are two CIT payer groups:

* Group A - Tax is levied on actual profits as shown in taxpayers’ accounting records
(e.g. public and private companies, PEs of foreign entities), adjusted accordingly with
the provisions of the CIT code.

* Group B - Tax is levied on actual profits as shown in taxpayers’ accounting records or
on presumable profit (e.g. taxpayer not included in group A).

Special regimes, rules, and tax rates are provided for the oil and gas industry and the
mining industry.

Exemptions from CIT is provided for non-resident shipping operators (as long as
reciprocity exists).

Investment income tax (Imposto sobre a Aplica¢do de Capitais or IAC)
The IAC is due on interest, dividends, royalties, and other income of a similar nature. In
Angola, the IAC Code divides such income into two taxable sections, as follows:

Section A
Section A investment income includes the following:

¢ Interest on credit facilities.
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* Interest on loans.
* Income derived from deferred payments.

Tax is due at the moment that the interest or income is earned or at the moment when it
is presumed to have been earned.

Note that a minimum annual interest rate of 6% is deemed on loan agreements and
credit facilities, except if another rate is proven through a written contract.

Section B
Section B investment income includes the following:

* Dividends.

* Repatriation of profits imputable to PEs of non-residents in Angola (e.g. branches of
foreign entities).

* Premiums on the amortisation or reimbursement and other forms of remuneration
of: (i) bonds and securities or other financial instruments issued by any company, (ii)
treasury bills and treasury bonds, and (iii) Central Bank Securities.

* Accrued interest relating to the securities referred to in the prior bullet, if no interest
maturity date has occurred between the dates of transfer, and the premiums on the
amortisation or reimbursement and other forms of remuneration of those securities,
on the portion corresponding to the periods due.

* Capital gains.

* Capital remuneration of members of ‘cooperatives’.

* Indemnities paid to entities for the suspension of their activity.

* Bond interest.

* Treasury bond interest.

* Interest on loans, granted by third parties or shareholders.

* Income derived from profits of non-public interest entities not collected until the end
of the year.

* Gambling income.

* Royalties.

For the purposes of this group of income, note that:

* The concept of royalties includes the remuneration of any kind attributed to the
use of or consent to use copyrighted literature; arts or science works, including
movies and films or recordings for radio or television transmissions; patents; brands;
drawings or models of a plan; formulas; or secret processes. The concept of royalties
also applies to the use of or the consent to use industrial, commercial, or scientific
equipment and information related to an experience acquired on the industrial,
commercial, or scientific sector.

* A minimum annual interest rate equal to the rate used by commercial banks on credit
operations is deemed interest for shareholders’ loans.

Tax is due at the moment the effective attribution of income (dividends or repatriation
of profits) is earned (interest) or paid (other income).

Exemptions
The following income is exempt from the IAC:

* Interest on deferred payment of commercial transactions.

* Payment of dividends to Angolan CIT payers that hold a share higher than 25% for
more than one year.

* Interest from financial products approved by the Ministry of Finance that intend to
encourage savings, capped to capital invested of 500,000 Angola kwanza (AOA) for
each person.
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* Interest from housing saving accounts intended to encourage savings for main
permanent dwelling.

IAC rate
The IAC rate is 15%, except for certain income, for which the rate is 10% or 5%.

The tax rate is 10% for the following income:

* Dividends and repatriation of profits.

* Capital remuneration of members of ‘cooperatives’.
* Bond interest.

* Interest from shareholders’ loans.

* Royalties.

The tax rate is 5% for the following income:

* Indemnities paid to entities for the suspension of their activity.

* Interest on bonds, securities, or other financial instruments issued by any company,
Treasury Bills and Treasury Bonds, and Central Bank Securities, as well as accrued
interest on these securities, when the securities have been admitted to trade on a
regulated market and have been issued with a maturity equal to or in excess of three
years.

* The profits of commercial companies or civil law companies operating under a
commercial form, as well as the repatriation of profits imputable to PEs of non-
residents in Angola, when the securities to which the profits relate have been
admitted to trade on a regulated market. This rate is applicable solely during the five
years following the entry into force of the IAC Code.

Assessment and payment
Tax is withheld by the payer on Section B income.

For shareholders loans, the tax on the interest paid is withheld at the same time of
payment or when the interest is earned.

Third party loans are deemed to attract interest at a minimum of a 6% rate, unless a
written contract provides otherwise.

On Section A income, the IAC is paid and assessed by the receiving entity, through the

filing of a tax return in January of the following year the tax relates to. If the interest is
paid to foreign entities, then the obligation shifts to the Angolan resident entity paying
the interests.

Local income taxes
There are no local taxes on income in Angola.

Corporate residence

Business entities with a head office or effective management in Angola are considered
resident entities and are taxed on worldwide income.

Permanent establishment (PE)

Angola has not signed any double tax treaties (DTTs); consequently, its domestic tax
provisions apply with regards to PE.

The Angolan concept of tax PE is inspired in the United Nations (UN) Double Tax Treaty
Model. A foreign entity is deemed to create a PE in Angola if it:
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* has a branch, an office, or place of management in Angola

* has a construction or installation site, or provides supervision over such site, only
when such site or activities exceed a period of 90 days in any given 12-month period,
or

* carries out services in Angola, including consulting, acting through employees or
other personnel contracted for that end, when such services are provided for a period
of at least 90 days in any given period of 12 months.

Other taxes

Consumption tax
Consumption tax is due on imported or locally produced goods at rates varying from 2%
up to 30%. The consumption tax is also due on some services, as follows:

Consumption
Type of service tax rate (%)

Leasing of areas used for conferences, colloquiums, seminars, exhibitiol 5
showrooms, advertising, or OtEr BVENES ........covvmseensssesssssssssssssessssssssssssssssssssssssmsssssons
Consultancy services, namely legal, tax, financial, accounting, audit, information 5
technology (IT), engineering, architecture, economic, and realestate . . ...
Photographic services, film processing and imaging, IT services, and construction 5

of web sites

For all the services mentioned above, the tax compliance obligations are the
responsibility of the Angolan service providers, who can then add the tax to the amount
charged to the acquirers. However, if the service providers are non-resident entities in
Angola, the obligation will revert to the resident entities acquiring the services, if they
are liable to pay CIT.

Service providers are exonerated from the obligation to pay consumption tax in the
provision of services to oil and gas companies, but will only receive from the latter the
amount due for the services, although the assessed consumption tax should be included
in their invoices. The obligation of paying the tax falls on the oil and gas companies,
pursuant to the provisions of the Consumption Tax Regulation.

The consumption tax amount supported by oil and gas companies will be deductible for
petroleum income tax purposes.

Customs duties

Duties are levied on imports at ad valorem rates varying from 2% to 30%. The range
of taxation for both consumption tax and import duties varies according to the type of
goods. The rates are set out in the tariff book.

Listed equipment may be imported temporarily, if a bank guarantee is provided.

28 Angola PwC Worldwide Tax Summaries



Angola

A 0.1% statistical fee and a 1% stamp duty is also due on importation plus customs fees

(from 1% to 3%).

A special exemption regime applies for the oil industry for some listed equipment.

Stamp tax

Stamp tax is payable on a wide variety of transactions and documents, at specific

amounts or at a percentage based on value.

Important examples include:

Type of operations

On receipts
Stamp tax on receipts (in cash or in kind) is still
applicable.

Financial operations

Stamp tax is applicable to financial operations,
such as credit utilisation (and not only open
credit accounts) and bond guarantees, interest
and commission charged by financial institution,
as well as foreign withdrawals, foreigner public
debt bonds, foreign notes, and coins.

As a general rule, stamp tax is due for the entity
that provides the credit and charge for the
interest and commissions being then charged to
the borrower or the interest/commissions debtor.

Stamp tax rates

Credit facilities are subject to stamp tax on the
utilisation of such funds, and, depending on
the period, the rates of stamp tax will vary from
0.3% to 0.5%.

For regular credit, bank overdrafts, or credit
where the period is not determined, stamp tax
applies at a rate of 0.1%.

Housing credits are subject to stamp tax at a
rate 0.1%.

Financial leasing on real estate and operational
leasing of tangible assets (maintenance and
technical assistance included) are now subject
to stamp tax at a rate of 0.3% and 0.4%,

Real estate operations
Stamp tax is due on a paid acquisition of real
estate by the acquirer.

Stamp tax is also due on letting and sub-letting,
as well as on financial leasing of real estate,
except when the leasing is for a permanent
dwelling, which is exempt from stamp tax.

It is now clear in the law that tenants and sub-
tenants are liable to stamp tax on letting and
Sub-letti
Corporate operations

Stamp tax is due on the initial or increase of
share capital, whether made in cash or in kind.

Insurance

Insurance provided by national companies is
subject to stamp tax, being the tax settled by
the insurance company cost of insured person.
The commissions generated in the insurance
mediation business will also be subject to stamp
tax.

Premiums and commission related to life
insurance products, insurance against accidents
at work, health insurance, and agricultural
processing and livestock insurance are exempt
from stamp tax.
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Stamp tax applies on the acquisition of real
estate at a rate of 0.3%.

Stamp tax applies on the registration of letting
and sub-letting contracts at a rate of 0.4%

or 0.1% for commercial or residential leases,
respectively.

On share capital and increase of share capital
stamp tax applies at a rate of 0.1%.

The stamp tax applies on the amount of
premium paid, and rates may vary from 0.1% to
0.3%, depending on the policy’s nature.

Commissions for mediation are subject to stamp
tax at a rate of 0.4%.
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Type of operations e Stamptaxrates .o
Other operations

In addition to the operations referred to The following other stamp taxes are applicable:
above, the new table also refers the stamp tax e Transfer of industrial or agricultural business:
applicable to written agreements, financial and Stamp tax applies at a rate of 0.2%.
operation leasing in tangible assets, customs e Stamp tax of 1% on the import value.

operations, cheques, lending, civil deposits,
gambling, licences, traders’ books, deeds,
report, credit bonds, and transfer of business,

The following exemptions apply:

* Credit granted for a period of up to a maximum of five days, micro-credit, credit
related to young accounts and old age accounts, and others of a similar nature that
does not exceed the amount of AOA 17,600 each month.

¢ Credit derived from credit card utilisation, when the reimbursement is made free of
interest, according to the terms of the contract.

* Credits related with exportation, when duly documented with the respective customs
clearance.

* Amounts due on the mortgage for the acquisition of a permanent dwelling.

* Oninterest and commissions charged on financial operations, such as young
accounts, old age accounts, and credits related to export under the terms mentioned
above.

* Interest from Treasury Bonds and Angolan Central Bank notes.

* Commissions charged for subscriptions, deposit and withdrawal from units of
investment funds, as well as the charges from pension funds.

* Commission charged on the opening and utilisation of saving accounts.

* Credit operations (including interest) for periods not exceeding one year, provided
these are obtained exclusively to cover treasury needs, when realised between
shareholders and entities in which a direct capital shareholding not lower than 10%
is held and which has remained in their ownership for a year (consecutively), or since
the incorporation of the respective entity.

* Loans bearing the characteristics of shareholder loans, including the respective
interest, made by shareholders to the company in respect of which an initial period
not shorter than one year is stated and no reimbursement is occurred before the end
of that period.

» Treasury management operations, carried out between companies within the same
group.

* The exemption foreseen for the reporting of securities or equivalent rights includes
other financial instruments, negotiated on the regulated market.

* Sale of negotiable securities.

* Transitions of real estate (within the scope of merger, demerger, or incorporation
operations).

* Employment contracts.

* Export operations, except for the export of products listed in the table.

* Insurance premiums and commissions related to life insurance, work accidents,
health, and agriculture and livestock insurance products.

Real estate income tax (IPU)

IPU is levied on rental income earned by individuals or companies owning real estate
assets. It is based on actual rental income when the assets are leased and on the assets’
registered value when the assets are not leased.

Leased assets
IPU is levied on rental income at a 25% rate.
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The rental income is automatically reduced by 40% of its value, as it is presumed to
finance all real estate related expenses.

Therefore, in practice, IPU applies at an effective 15% rate on rental income (i.e. 25%

multiplied by 60% of rental income), with a minimum amount of 1% of the asset

registered value.

A real estate asset is registered at the higher of (i) its valuation (based on criteria and
tables to be published, which will take into account the area [square metres] and the
characteristics of the property) or (ii) the value of its latest transfer.

Assets that are not leased
IPU is levied as follows for assets that are not leased:

Patrim value (AOA) IPU rate (%)
Yp 0
Ovi 5

Notes

1. An asset registered at AOA 35 million will pay IPU only on AOA 30 million, resulting in an IPU payable
of AOA 150,000.

Exemptions
The only accepted exemptions of IPU are the following:

* State public institutions and associations that are granted with the public utility
statute.

* Property of Embassies or Consulates of foreign countries, provided there is
reciprocity.

* Religious temples.

Payment

Rents paid by Angolan entities (individuals or companies) that carry out commercial
activity must withhold the 15% IPU from rents paid. The IPU so withheld must be paid
over to the tax authorities by the end of the following month.

For any other cases, owners of real estate assets must pay the IPU in January and July of
the following year. At the request (by July each year) of the IPU taxpayer, if approved,
the IPU is payable over four instalments in January, April, July, and October of the
following year.

Filing requirements
IPU Model 1 must be filed by IPU taxpayers each January, disclosing the rents effectively
received in the preceding year, distinguishing the leases agreed and received.

Real estate transfer tax (SISA)

SISA is levied at a 2% rate for all acts that involve onerous permanent or temporary
transmission of real estate. The value liable to tax is the higher of (i) the sale value or (ii)
the registered value.

Exemptions of SISA are only applicable to the following entities:

* State public institutions and associations that are granted with the public utility
statute.

* Property of Embassies or Consulates of foreign countries, provided there is
reciprocity.

* Religious temples.
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* Real estate transferred for less than AOA 6,864,000 only when (i) at the first sale and
(ii) for residential purposes.

Social security contributions
Social security contributions are due on the gross income of employees at rates of 3% by
the employee and 8% by the employer.

The contributions are intended to cover family, pension, and unemployment protection.

Branch income

The repatriation of profits imputable to PEs of non-residents in Angola (e.g. branches of
foreign entities) is now taxable under the IAC.

Income determination

Inventory valuation
Inventory is valued at the historic acquisition cost. Any other method of valuation needs
to be approved by the tax authorities.

Capital gains

According to the new CIT Code, the capital gains arising from the disposal of bonds,
securities, or other financial instruments issued by any company, of Treasury Bills
and Bonds, as well as of Central Bank Securities, are taxable under the IAC Code. The
positive balance calculated in each period, between capital losses realised, provided
these do not arise within the scope of a commercial activity subject to CIT, are also
taxable under the IAC.

Dividend income
Dividend income is now only taxed under the IAC.

Interest income
Interest income is now only taxed under the IAC.

Rental income
Rental income, as being liable to real estate income tax, is not liable to CIT. See the Other
taxes section for more information.

Royalty income
Royalty income is now only taxed under the IAC.

Foreign income

An Angolan resident CIT payer is taxed on all its foreign income. Any income tax proved
to be paid outside the country for activity carried on outside the country will be credited
against the CIT liability.

No tax deferral provisions exist in Angola.

Deductions
Depreciation

Depreciation should be computed using the straight-line method; any other method
must be approved by the tax authorities.
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The publication of official amortisation/depreciation maps by the Minister of Finance
is foreseen. A transition rule is foreseen, establishing that the changes will only apply to
assets that come into use following the date of entry into force of the legislation.

The depreciation that is not considered a tax cost or loss in a period, for exceeding the
maximum depreciation allowed in that period, may be considered as a cost or loss of the
subsequent period when acceptable under the CIT Code and provided the appropriate
accounting adjustments are made.

In mergers, demergers, and sales of business, the method and depreciation/amortisation
periods used post-operation are to continue the same as the pre-operation.

An intensive operating regime is now foreseen, permitting that the depreciation
calculated in accordance with the method used be increased by 25% in the case of two
shifts and by 50% in the case of continuous operations.

Interest expenses
Interest costs are accepted as deductible for tax purposes, except the interest on
shareholder loans or supplementary capital.

Bad debt

Write-off of debts may only be considered as costs or losses for the period to the extent
the execution, bankruptcy, or insolvency processes are duly documented through public
certificates.

Provisions
The only provisions accepted as deductible for tax purposes are:

* Doubtful debt provision, calculated taking into consideration the aging of the debts.
The percentage limits are still to be published.

* Inventory depreciation within limits. The percentage limits are still to be published.

* Those respecting the limits and rules imposed by the Insurance Supervision Institute
for insurance companies, as well as the Central Bank for Financial Institutions.

* Provisions for possible losses resulting from a court process.

Charitable contributions
Donations are accepted as deductible, under the patronage law, if the donations are
granted to Angolan education, science, charity, and cultural institutions.

Fines and penalties
Fines and penalties are not accepted for tax purposes.

Taxes

Indirect taxes are deductible for CIT purposes. Direct taxes are non-deductible, namely
the CIT itself, employment income tax (IRT), IAC, IPU, or taxes paid on behalf of others
(e.g. social security contribution supported on behalf of the employees).

Net operating losses
Tax losses are deductible from the taxable income of the following three years.
Carryback of losses is not allowed.

Payments to foreign affiliates

Payments to foreign affiliates are accepted for tax purposes, although the arm’s-length
principle should be respected.
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Group taxation

There is a special rule for group taxation in Angola that, in general terms, allows for
single taxation of the sum of the taxable income of all companies within the group. For
this regime to be applied, it is mandatory that the holding company is an Angolan one.

Transfer pricing

Recently, legislation has introduced a new special regime for ‘so called’ major taxpayers,
being the ones identified in a list published by the Ministry of Finance. This regulation
provides a special regime of taxation, additional specific reporting, and administrative
obligations, namely the obligation of audited accounts and to prepare special transfer
pricing documentation (e.g. the same will have to, under certain requisites, organise
their transfer pricing documentation and submit it to the tax authorities). This is
applicable to those major taxpayers that have registered annual profits higher than 70
million United States dollars (USD).

Thin capitalisation
There are no thin capitalisation rules in Angola.

Controlled foreign companies (CFCs)
There are no CFC rules in Angola.

Tax credits and incentives

Foreign tax credit
Any income tax proved to be paid outside the country for activity carried out outside the
country will be credited against the CIT liability.

Investment incentives

Profits retained and then reinvested by the company in new installations or equipment
during the following three financial years may be deductible from taxable income during
the following three years after the investment is finalised.

Special regulations also provide tax and customs incentives for investment projects in
strategic economic development areas and sectors.

Withholding taxes

Withholding tax (WHT) is applicable on payments for services provided to resident
and non-resident entities at the rate of 6.5%. For Angolan taxpayers, this is regarded
as an advance payment of the CIT due at the year-end; the deduction of these WHTs
against tax CIT payable is now to be limited to a period of five years. For non-resident
companies, this is a final tax.

Services that are not subject to withholding are now expressly foreseen.

Due to the IAC, Angola does not have a separate WHT for dividends, interest, and
royalties (see the Taxes on corporate income section for more information).

Tax administration

Taxable period
The tax year follows the calendar year.
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Tax returns
The annual CIT return for Group A and B must be submitted by the last day of May or
April, respectively, following the year to which the income relates.

Payment of tax

Tax is paid in four instalments. The first three correspond to advance payments based
on the expected tax to be paid or, if unknown at that date, 75% of the taxable income
computed on the previous year multiplied by the tax rate (30%). The instalments are
paid in January, February, and March.

The final tax must be settled by the last day of the month of April (Group B) or May
(Group A) of the current year. The provisional and final settlement must be computed
at the rate of 30%. The lack of payment of the CIT provisional payment or final tax will
be sanctioned by the application of penalties and interest according to the General Tax
Code in force.

Tax audit process
The tax authorities carry out audits to the monthly and annual tax returns to identify
any possible internal inconsistencies.

Taxpayers may disagree with any tax decision they are notified of and file an appeal to
their respective Taxpayers Chief within 15 days upon receiving the tax notification.

Based on an unsatisfactory decision of the Taxpayers Chief, the taxpayer may also file a
hierarchic appeal addressed to the National Director of Taxes (DNI) within 15 days upon
receiving the tax notification.

The judicial stage, in which appeals against the final decisions of the DNI are handled
by the courts, has a very low degree of success as there are still no specialised tax courts
and the courts will ask for technical support from the same public entities that carry out
the tax audits.

Statute of limitations
The statute of limitations in Angola is five years.

Topics of focus for tax authorities

The main areas of focus of the tax authorities relate to compliance in respect of payment
in due time of any WHTs due, as well as the 1% stamp tax on receivables. Further, they
usually try to investigate the deductibility of costs according to their nature.

Legal regime on invoices and equivalent documentation

Taxpayers (individuals or corporate entities whose residency, registered office, effective
management, or PE is in Angola) should ensure that their software provide for the
invoices to be duly dated, sequentially numbered, and include certain mandatory
information, amongst which we highlight, for its novelty in regards to the previous
regime, the obligation for the invoices and equivalent documents to be written in
Portuguese and expressly mention that they were computer processed.

Taxpayers who issue invoices or equivalent documents that do not follow this regime
will be subject to payment of fines and penalties (corresponding to 20% of the amount of
the non-issued invoice, which may increase up to 40% in the event of a repeated fault),
and, in the ‘hands’ of the acquirer, the respective cost will not be accepted as deductible
for tax purposes.
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PwC contact

Gloria Eduardo
PricewaterhouseCoopers SRL

The Financial Services Centre
Bishop’s Court Hill

PO Box 111

St. Michael, BB14004

Barbados, West Indies

Tel: +1 246 626 6756

Email: gloria.eduardo@bb.pwc.com

Significant developments

There have been no significant corporate tax developments in Antigua and Barbuda
during the past year.

Taxes on corporate income

Companies incorporated in Antigua and Barbuda pay corporate income tax (CIT) on
their worldwide income, with relief available under existing double taxation agreements
(DTAs). Non-resident companies deriving income from Antigua and Barbuda are

liable for CIT and should be registered if they have a physical presence in Antigua and
Barbuda.

Antigua and Barbuda imposes a flat CIT rate of 25%.

Taxable income or chargeable income is ascertained by deducting from income all
expenses that are wholly and exclusively incurred during the year for the production of
that income. Chargeable income is normally arrived at by adjusting the net profit per the
financial statements for non-taxable income, non-deductible expenses, and prior period
losses of up to 50% of chargeable income.

Where a person resident in Antigua and Barbuda makes to another person not resident
in Antigua and Barbuda a payment other than interest, that person shall deduct or
withhold 25% of that amount.

Reduced CIT rate for certain financial institutions

Financial institutions licensed under the Banking Act that maintain, throughout the
tax year, residential mortgage rates at or below 7% are subject to a reduced CIT rate of
22.5%.

Corporate residence

A corporation is deemed to be a resident if it is incorporated in Antigua and Barbuda, if
it is registered as an external company doing business in Antigua and Barbuda, or if the
central management and control of its business are exercised in Antigua and Barbuda.

Permanent establishment (PE)

The concept of a PE is described within a number of Antigua and Barbuda’s DTAs. A
PE is, in general, created in line with the Organisation for Economic Co-operation and
Development (OECD) Model Convention.

A PE is not defined in the Income Tax Act; however, any company that would meet the
general definition of a PE must be registered.
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Other taxes

Antigua and Barbuda Sales Tax (ABST)

ABST is an indirect tax and is levied at the rate of 15% on the value of a wide range of
goods and services imported or supplied in Antigua and Barbuda by ABST-registered
persons. The rate applied in respect of hotel accommodation is 12.5%.

A number of services, including financial services, local transport, the sale of residential

land, education, long-term accommodation (greater than 45 days), and medical and
veterinary services, are exempt. Intergroup transactions are taxable.

Persons operating under the ABST regime must be registered for ABST. The threshold
for ABST registration is 300,000 East Caribbean dollars (XCD) in taxable activity per
12-month period. A period in the ABST Act represents one month.

Certain supplies are zero-rated, including exports, basic food items, water, electricity
for residential use, sale of new residential property, construction of new residential
premises, and fuel.

Registered persons may deduct input tax from their output tax in calculating the tax
payable for that ABST accounting period. Where input tax exceeds output tax, the
registrant will be entitled to a refund of ABST.

Customs duties

All imports are subject to customs duties, ABST, Antigua and Barbuda Revenue Recovery

Charge (RRC), and an environmental levy. In all instances, certain exemptions will
apply.

Customs duty is levied on a wide range of imported goods at rates from 0% to 70% as
specified in the Custom Duties Act. Customs duty is levied on goods based on the cost,

insurance, and freight (CIF) values and rates determined by the Caribbean Community

(CARICOM) Common External Tariff.

Antigua and Barbuda Revenue Recovery Charge (RRC)

The Antigua and Barbuda RRC is applied at a flat rate of 10% on the CIF value on all
goods imported into or produced in Antigua and Barbuda. Exemptions will include
entities with which the government has International Assistance Agreements, certain
government entities, and most supplies or imports of fuel.

Excise taxes
There are no excise taxes in Antigua and Barbuda.

Property taxes

Property tax is levied annually at graduated rates on the basis of the market value of real
property (as assessed by the Property Valuation Department) and its use (residential or

commercial).

Property tax rates are as follows:

* Agricultural land: 0.10%.

* Residential land: 0.20%.

* Residential building: 0.30%.

* Buildings classified as other property: 0.50%.

* Land classified as other property: 0.40%.
Allowances and tax rebates are available as follows:

* Dwelling house allowance of XCD 150,000 from the taxable value.
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* 5% rebate for payment of tax on or before the due date.

* New dwelling house will be exempt from tax for the first two years of being habitable.

* Between 25% and 100% tax rebate available for special development property and
property for public use; 25% for hotels.

Non-citizens undeveloped land tax

Undeveloped land tax is levied on the basis of the value of land owned by non-citizens
that has not been developed. The tax takes effect from the date of declaration by the
government.

Rates of tax are as follows:

* First year of ownership: 10%.
* Second year of ownership: 15%.
e Third and subsequent years of ownership: 20%.

The charge is cumulative and based on market value as assessed.

Stamp tax

Stamp tax applies to a very wide range of transactions (e.g. bill of sale, lease, mortgage,
contract, bill of lading). Stamp tax on transfer of real property and shares are specifically
covered below.

Transfer of real property

Stamp tax is imposed on both the buyer and the seller and is levied on the consideration
for the sale or the value of property (as assessed by the Chief Valuation Officer),
whichever is higher. The stamp tax for vendors is 7.5%, and the stamp tax for purchasers
is 2.5%.

Non-citizens vendors are required to pay a land value appreciation tax at the rate of 5%,
which is assessed on the difference between the value of property when purchased, plus
improvements, and the value of property at the time of sale.

Non-citizens purchasers are also required to pay 5% of the value of property with
reference to a non-citizens licence required to hold property in Antigua and Barbuda.

Transfer of shares

Stamp tax is imposed on both the buyer and the seller of shares and is levied on the
market value of the shares or book value of the shares, whichever is higher. The stamp
tax for vendors is 5%, and the stamp tax for purchasers is 2.5%.

A non-citizen must obtain a licence (at a cost of XCD 400) to hold shares or be a director
in a company that owns land or has a lease on land in excess of five acres for a period
greater than five years.

Environmental levy
Environmental levy is calculated based on dollar value rates from XCD 0.25 to XCD
2,000 and is used to finance the cost of protecting and preserving the environment.

Life insurance premium tax
A premium tax of 3% is levied on the premium income (net of agent’s commission) of all
life insurance companies, whether resident or non-resident.

General insurance premium tax

A premium tax of 3% is levied on the premium income, excluding motor business (net
of agent’s commission), of all general insurance companies, whether resident or non-
resident.
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Statutory payroll deductions n

Social security contributions
The employer portion of social security contributions is 6% of chargeable income of up
to XCD 6,500 per month.

Medical benefits
The employer portion of medical benefits payments is 3.5% of salary and wages of an
employee who is between 16 and 60 years of age.

Branch income

Branch income is taxed on the same basis and at the same rate as that of corporations. A
resident branch of a foreign company shall be regarded as a separate company and shall
be taxed on the same basis as that of a locally registered corporation.

Recharges of expenses from head office to the branch are subject to withholding tax
(WHT) at a rate of 25%. The recharges have to be justifiable, consistent, and cannot just
be based on a percentage allocation.

Income determination

Inventory valuation

Inventories are generally stated at the lower of cost or net realisable value. First in first
out (FIFO) and average cost methods of valuation are generally used for book and tax
purposes. However, the Commissioner of Inland Revenue will normally accept a method
of valuation that conforms to standard accounting practice in the trade concerned. Last
in first out (LIFO) is not permitted for tax or book purposes.

Capital gains
Capital gains are not subject to tax in Antigua and Barbuda.

Dividend income

Dividends received by a company resident in Antigua and Barbuda from another
company resident in Antigua and Barbuda are taxed at the CIT rate of 25%. Credit is
given to the recipient for the tax already paid on the dividend in computing the tax
liability.

Stock dividends
An Antigua and Barbuda corporation may distribute a tax-free stock dividend
proportionately to all shareholders.

Interest income

Interest income received by a company registered in Antigua and Barbuda is taxed at the
CIT rate of 25%. Interest earned on local and other CARICOM government securities are
normally exempt from the payment of CIT.

Foreign income

An Antigua and Barbuda corporation is taxed on foreign branch income as earned and
on foreign dividends as received. Double taxation is avoided by means of foreign tax
credits where active tax treaties exist and through deduction of foreign income taxes in
other cases (the United Kingdom [UK] and CARICOM). There is also relief from British
Commonwealth taxes. See Foreign tax credit in the Tax credits and incentives section for
more information.
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Deductions

Depreciation

Depreciation allowed for tax purposes is computed by the diminishing-balance method
at prescribed rates (see table below). Initial allowances are granted on industrial
buildings and on capital expenditures incurred on plant and machinery by a person
carrying on a trade or undertaking, as defined. In addition, an annual allowance of 2% is
granted on all buildings. Conformity between book and tax depreciation is not required.

Any gain on the sale of depreciated assets is taxable as ordinary income up to the
amount of tax depreciation recaptured.

Assets Depreciation rate (%)

Goodwill
Goodwill and trademarks are not depreciating assets, and amortisation is not allowed.

Start-up expenses

There are no specific provisions in relation to deductions for start-up expenses. However,
certain start-up expenses, such as costs of incorporation and other initial start-up costs,
may qualify for a five year straight-line write-off.

Interest expenses

No deduction is allowed for interest on loans owing to shareholders, directors, their
spouses, children or relatives, or to any related parties. Only interest paid to banks and
financial institutions licensed under the Financial Institutions (Non-Banking) Act on
loans borrowed at commercial rates and terms is deductible.

Bad debt

General allowances made for bad debts are not deductible. For a bad debt claim to
be deductible, it must be specific and the taxpayer must prove to the Inland Revenue
Department (IRD) that the debt arose during the year.

Cultural and social contributions

A deduction of 50% of all substantial contributions made by any person with respect

to sport, education, or culture in Antigua and Barbuda is allowed against a person’s
assessable income from trade, business, or profession. Contributions must be in excess of
XCD 10,000 in any assessment year, and deductions during any assessment year will be
limited to XCD 250,000.

Restriction on rents paid

Rents paid by a company to shareholders, directors, their spouses, children or relatives,
or to any related parties in excess of 5% of the otherwise chargeable profits of the
company may not be deducted.

Restriction on compensation

Salaries, wages, directors’ fees, and other payments made for services rendered by
the shareholders, directors, their spouses, children, or relatives in excess of 25% of
otherwise chargeable profits may not be deducted.
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Fines and penalties
Fines and penalties imposed under Antigua and Barbuda tax law are not deductible
expenses.

Taxes

There are no provisions in the Income Tax Act in relation to the deductibility of taxes
paid by a company. However, in general, ABST, ABST input tax credits, and adjustments
under the ABST Act are disregarded for income tax purposes. Other taxes, including
property tax, transfer taxes, payroll taxes, and insurance premium taxes, except income
tax and share transfer tax, are deductible to the extent they are incurred in producing
chargeable income.

Net operating losses

Income tax losses may be carried forward for six years following the year in which the
loss was incurred. However, the chargeable income of a company in any one income year
may not be reduced by more than one half by losses brought forward. No carryback of
losses is permitted.

Payments to foreign affiliates

An Antigua and Barbuda corporation may claim a deduction for royalties, management
fees, and interest charges paid to foreign affiliates, provided the payments are equal to or
less than what the corporation would pay to an unrelated entity. The deductibility of any
payments to a foreign affiliate will be subject to an arm’s-length test and WHTs.

Group taxation

Group taxation is not permitted in Antigua and Barbuda.

Transfer pricing
There are no provisions for transfer pricing in the tax laws of Antigua and Barbuda.

Thin capitalisation
There are no provisions for thin capitalisation in the tax laws of Antigua and Barbuda.

Controlled foreign companies (CFCs)
There are no special rules relating to CFCs.

Tax credits and incentives

Tax incentives are currently available under the following legislation.

Fiscal Incentives Ordinance (1975)

The Fiscal Incentive Ordinance provides manufacturers of an ‘approved product’ with

an exemption from taxes for varying periods, up to a maximum of 15 years. After the
period of exemption, relief by way of tax credits of up to 50% of CIT paid on profits
derived from certain export sales may be obtained. The net losses arising during the

tax holiday period (i.e. the excess of accumulated tax losses over total profits) may be
carried forward and relieved against profits following the expiration of the tax holiday in
accordance with the normal rules for set-off of losses.

International Business Corporations (IBC) Act (1982)

An IBC is an entity incorporated under the IBC Act for the purpose of carrying on
international trade or business. The IBC structure allows for a comprehensive range
of business opportunities, including international banking, trust business, insurance,
manufacturing, and other international trade activities, to persons outside of Antigua
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and Barbuda within a tax-free environment. An IBC is exempt from the payment of CIT,
ABST, and WHT.

The Investment Authority Act (2006)

The Investment Authority Act provides the framework for the promotion of investment
opportunities in Antigua and Barbuda by introducing a system of registration of
businesses, an investment code, and a range of incentives that are available to both
resident and non-resident investors. The available incentives and concessions to which
an investor may be entitled for consideration are as follows:

Exemption from the payment of customs duty.
Reduction of property tax.

Exemption from CIT.

Reduction of stamp duty.

Exemption from WHT.

The amount of the incentives and concessions depend on the amount of the investment
and the number of employees in the proposed business.

The investment categories are as follows:

* Capital investment of up to XCD 1 million or employs up to 26 persons: This investor
may qualify for exemption from the payment of customs duty on certain imports,
reduction in property tax by up to 10%, exemption from the payment of CIT and WHT
for up to three years, and a reduction of stamp duty by up to 10% on the sale of land
and buildings used in the business operation.

* Capital investment of over XCD 1 million, employs over 26 persons, and has at
least one director or owner who is a resident of Antigua and Barbuda: This investor
could qualify for exemption from the payment of customs duty on certain imports,
reduction in property tax by up to 20%, exemption from the payment of CIT and
WHT for up to five years, and a reduction of stamp duty by up to 20% on the sale of
land and buildings used in the business operation.

* Capital investment of over XCD 10 million, employs over 51 persons, and has at
least one director or owner who is a resident of Antigua and Barbuda: This investor
could qualify for exemption from the payment of customs duty on certain imports,
reduction in property tax by up to 30%, exemption from the payment of CIT and
WHT for up to ten years, and a reduction of stamp duty by up to 30% on the sale of
land and buildings used in the business operation.

* Capital investment of over XCD 25 million, employs over 75 persons, and has at
least one director or owner who is a resident of Antigua and Barbuda: This investor
could qualify for exemption from the payment of customs duty on certain imports,
reduction in property tax by up to 40%, exemption from the payment of CIT and
WHT for up to 12 years, and a reduction of stamp duty by up to 40% on the sale of
land and buildings used in the business operation.

* Capital investment of over XCD 75 million, employs over 100 persons, and has at
least one director or owner who is a resident of Antigua and Barbuda: This investor
could qualify for exemption from the payment of customs duty on certain imports,
reduction in property tax by up to 50%, exemption from the payment of CIT and
WHT for up to 15 years, and a reduction of stamp duty by up to 50% on the sale of
land and buildings used in the business operation.

* Capital investment of over XCD 100 million, employs over 150 persons, and has at
least one director or owner who is a resident of Antigua and Barbuda: This investor
could qualify for exemption from the payment of customs duty on certain imports,
reduction in property tax by up to 75%, exemption from the payment of CIT and
WHT for up to 20 years, and a reduction of stamp duty by up to 75% on the sale of
land and buildings used in the business operation.
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The Tourism and Business (Special Incentives) Act provides special incentives in the
areas of tourism industry and other specified business activities for a period of two years
unless it is extended by resolution of Parliament.

The Tourism and Business (Special Incentives) Act 2013 n

The available incentives and concessions to which an investor would be entitled for
consideration are as follows:

* Exemption from the payment of customs duties, ABST, and RRC.

* Reduction of property tax.

e Exemption from income tax.

* Reduction of stamp duty on land transfers and non-citizen licences.
* Exemption from WHT.

The amount of the incentives and concessions will depend on the amount of the
investment in the proposed business.

The investment categories are as follows:

* Capital investment of up to XCD 1 million will receive no special incentives.

* Capital investment of XCD 1 million to XCD 10 million: This investor could qualify
for exemption from the payment of customs duties on certain imports, reduction
in property tax of up to 25%, exemption from the payment of income tax and WHT
for up to six years with the ability to carry forward losses up to three years, and a
reduction of stamp duty on land transfers and non-citizen licences of up to 25% on
the sale of land and buildings used in the business operation.

* Capital investment of XCD 10 million to XCD 25 million: This investor could qualify
for exemption from the payment of customs duties on certain imports, reduction
in property tax of up to 35%, exemption from the payment of income tax and WHT
for up to 12 years with the ability to carry forward losses up to four years, and a
reduction of stamp duty on land transfers and non-citizen licences of up to 35% on
the sale of land and buildings used in the business operation.

* Capital investment of XCD 25 million to XCD 75 million: This investor could qualify
for exemption from the payment of customs duties on certain imports, waiver of
customs duties, ABST, and RRC on all capital items imported, reduction in property
tax of up to 50%, exemption from the payment of income tax and WHT for up to
15 years with the ability to carry forward losses up to five years, and a reduction of
stamp duty on land transfers and non-citizen licences of up to 50% on the sale of land
and buildings used in the business operation.

* Capital investment of XCD 75 million to XCD 100 million: This investor could qualify
for exemption from the payment of customs duties on certain imports, waiver of
customs duties, ABST, and RRC on all capital items imported, reduction in property
tax of up to 75%, exemption from the payment of income tax and WHT for up to 20
years with the ability to carry forward losses up to 7 years, and a reduction of stamp
duty on land transfers and non-citizen licences of up to 75% on the sale of land and
buildings used in the business operation.

* Capital investment of over XCD 100 million: This investor could qualify for exemption
from the payment of customs duties on certain imports, waiver of customs duties,
ABST, and RRC on all capital items imported, waiver of all property tax, exemption
from the payment of income tax and WHT for up to 25 years with the ability to carry
forward losses up to 7 years, and waiver of all stamp duty on land transfers and non-
citizen licences on the sale of land and buildings used in the business operation.

The Small Business Development Act (2007)

The Small Business Development Act provides the framework for the growth of the
small business sector in Antigua and Barbuda by introducing a system of registration
of small businesses and a range of concessions that are available to the business. The
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available concessions to any small business that would be entitled for consideration are
as follows:

* Concession on customs duty of up to 100% (includes raw material, building material,
equipment, vehicles, furniture, furnishings, appliances, fixtures and fittings, tools,
spare parts, and machinery and equipment used in the construction and operation of
the business).

Property tax reduction of up to 75%.

CIT exemption for a period not exceeding five years.

CIT exemption after the initial five year period of up to 10%.

WHT exemption for a period of up to three years.

Stamp duty exemption on the registration of a mortgage.

Stamp duty exemption on the transfer of property and any applicable non-citizen
land holding licence.

A small business to which this Act applies must meet all of the following criteria:

No more than 25 employees.

Not a wholly owned or majority owned business or subsidiary of a larger company.

Capital investment not exceeding XCD 3 million.

Annual sales that do not exceed XCD 2 million.

Majority owned by citizens of Antigua and Barbuda, or majority owned by non-

citizens with all of the following restrictions:

* Over 50% of the products must be exported.

¢ Minimum investment of XCD 500,000.

* At least 50% of the employees must be citizens of Antigua and Barbuda.

* Atleast 40% of the goods and services used in production must be acquired from
businesses in Antigua and Barbuda.

Foreign tax credit

Double taxation is avoided by means of foreign tax credits where active tax treaties exist
and through deduction of foreign income taxes in other cases (the United Kingdom and
CARICOM). A foreign tax credit is also available to persons in Antigua and Barbuda who
have paid or are liable to pay British Commonwealth income tax.

Residents

The relief available from tax in Antigua and Barbuda for a person resident in Antigua
and Barbuda from tax payable in Antigua and Barbuda is the British Commonwealth
income tax rate if that rate does not exceed one half the tax rate in Antigua and Barbuda.
If the British Commonwealth income tax rate exceeds the Antigua and Barbuda tax rate,
then the relief will be limited to one half the tax rate in Antigua and Barbuda.

Non-residents

The relief available from tax in Antigua and Barbuda for a person not resident in
Antigua and Barbuda from tax payable in Antigua and Barbuda is one half the British
Commonwealth income tax rate if that rate does not exceed one half the tax rate

in Antigua and Barbuda. If the British Commonwealth income tax rate exceeds the
Antigua and Barbuda tax rate, then the relief will be limited to the amount by which it
exceeded one half the rate of British Commonwealth income tax.

No relief is available unless similar provisions exist in the laws of the relevant British
Commonwealth country.

Withholding taxes

Tax is currently withheld from income as follows:
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WHT (%)
Management

Dividends fees, royalties, and Interest

(preferred Interest and other payments on bank
Recipient Dividends shares) rentals to a non-resident deposits
Resident 0 0 0 0 0
corporations and
individuals
Non-resident 25 25 25 25 25
corporations

Non-resident
individuals

Note that interest payments on bank deposits made to non-resident individuals are not
subject to WHT. Interest payments on bank deposits made to non-resident corporations
are taxed at the rate of 25%.

Where a non-resident lends money at arm’s length for the purpose of promoting
industrial, commercial, scientific, housing, or other development, the rate of WHT is
10%. Prior approval must be sought from the Commissioner of Inland Revenue, and it is
recommended that Cabinet approval also be obtained.

WHT becomes due at the time of payment or accrual and must be paid within seven days
thereof.

Tax treaties
There is a tax treaty with the United Kingdom and a DTA between member states of
CARICOM.

The UK tax treaty provides that persons in either the United Kingdom or Antigua and
Barbuda are entitled to relief from CIT and WHT. The treaty allows for the following
relief:

* Where a UK resident is liable to pay income tax in the United Kingdom in respect of
the same income that is taxable in Antigua and Barbuda, one will be entitled to relief
at a rate that is equal to the amount by which the tax rate in Antigua and Barbuda
exceeds one half the UK rate.

* If the tax rate in Antigua and Barbuda exceeds the UK tax rate, then one will be
entitled only to relief at a rate equal to one half the UK tax rate.

Tax administration

Taxable period
Taxes are assessed on a fiscal-year basis.

Tax returns

The taxpayer must file a CIT return, which includes audited financial statements,
within three months of the fiscal-year end. The authorities will subsequently raise an
assessment.

If a return is not filed on a timely basis, the authorities have the power to issue estimated

assessments. There is a 5% penalty for late filing (minimum of XCD 500). The taxpayer
can object to assessments raised within 30 days and ask the Commissioner of Inland
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Revenue to review and revise. In the event that the objection is unsuccessful, the
taxpayer may appeal to the Tax Appeal Board. The Commissioner of Inland Revenue has
the power to enforce the collection of tax prior to the determination of any objection

or appeal. The Commissioner also has the discretion to order a stay on the collection
and payment of all or part of any assessed tax until such time as the objection or appeal
is finalised if it would be unjust not to do so. Assessments for the past six years may be
reviewed and revised.

Payment of tax

Advance tax is payable in monthly instalments and is ordinarily based on the tax
chargeable and assessed in the previous fiscal year. The standard amount of each
instalment is determined as one-twelfth of the tax chargeable in the previous fiscal year.
If the assessment for the prior year has not been finalised, the Commissioner of Inland
Revenue can raise an assessment based on best judgment.

The balance of tax due after deduction of advance tax, as notified in the assessment,
is payable at the time of submitting the annual CIT return, which must not be later
than three months after the financial year-end or one month after service of the final
assessment.

Tax is deemed to be in default if not paid within 30 days of the date on which it becomes
due and payable. A penalty of 20% and interest of 1% per month is charged on unpaid
taxes in default.

Tax audit process

The Antigua and Barbuda tax system for companies is based on self-assessment;
however, the IRD undertakes ongoing compliance activities to ensure that corporations
are meeting their tax obligation. There is no specific approach used by the IRD in
relation to compliance and audit activities. Compliance activities generally take the form
of reviews of specific issues and audits.

Statute of limitations
The IRD can reassess CIT returns within a six-year period. In addition, the IRD can make
additional assessments of tax, interest, or penalties.

Topics of focus for tax authorities

The IRD does not have any specific compliance program; however, when an audit is
done, the focus is mainly on the detection of basic non-compliance, such as omission
of income, inclusion of non-deductible expenses, and classification of items between
expenses and capital items.

Other issues

Tax Information Exchange Agreements (TIEAs)

TIEAs provide for the exchange of information on tax matters. TIEAs with Aruba,
Australia, Denmark, Finland, France, Germany, Iceland, Ireland, Liechtenstein, the
Netherlands, Netherlands Antilles, Norway, Sweden, the United Kingdom, and the
United States are in force.

Foreign Account Tax Compliance Act (FATCA)

As of 3 June 2014, the United States and Antiqua and Barbuda have reached an
agreement in substance, and Antiqua and Barbuda has consented to disclose this status.
In accordance with this status, the text of such intergovernmental agreement (IGA)

has not been released, and financial institutions in Antiqua and Barbuda are allowed to
register on the FATCA registration website consistent with the treatment of having an
IGA in effect, provided that the jurisdiction continues to demonstrate firm resolve to sign
the IGA as soon as possible.
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Significant developments

Introduction of on-line value-added tax (VAT) returns
On 22 January 2015, the Federal Tax Authority (AFIP) issued General Resolution 3711,
introducing a web-based (online) modality for filing VAT returns.

This new regime is applicable to all registered VAT payers as of 1 July 2015, except
for taxpayers carrying out certain activities that, due to the singularities of their
transactions, are obligated to include in their tax returns specific information.

Electronic invoicing

On 11 March 2015, the AFIP issued General Resolution 3749, by means of which all
registered VAT payers are compelled to use electronic invoicing as of 1 July 2015 and the
use of the paper-based mechanism shall be discontinued.

A few exceptions to the use of electronic invoicing remain in force, including operations
performed by small taxpayers (Monotributistas), invoicing through the use of special
fiscal hardware (Controlador fiscal), and invoicing in certain specific activities.

Taxes on corporate income

Profits tax

The rate of profits tax on net taxable business profits is 35%. Legal entities resident in
Argentina are subject to tax on Argentine and foreign-source income. Resident legal
entities are able to claim any similar taxes actually paid abroad on foreign-source income
as a tax credit. The tax rate applies on net income determined on a worldwide basis.

Corporations, limited liability partnerships (LLPs), and branches, as well as other
entities, are required to make a flat and final income tax withholding of 35% from
dividend payments to resident or non-residents beneficiaries, to the extent that the
amount of such dividends exceeds the net taxable income determined at a corporate
level in accordance with the general tax rules (so-called ‘equalisation tax’).

The Argentine government has also established a 10% tax rate on dividend distributions,
without prejudice to the application of the so-called ‘equalisation tax’, if applicable.

The corresponding tax has to be withheld and remitted to the tax authorities by the
distributing entity.

Argentine-source income (e.g. royalties, interests) received by foreign entities is subject
to withholding tax (WHT) in full and final settlement at source (see the Withholding taxes
section).

Tax on minimum notional income
In addition to the profits tax, there is a tax on minimum notional income. The rate is
1% on the value of fixed and current assets. The presumed tax, imposed annually, is
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applied only in excess of the profits tax of the same fiscal year. In addition, payment of
this presumed tax, not offset by the profits tax, will be treated as payment on account of
profits tax chargeable during a maximum period of ten years.

Banking and insurance entities are only subject to this tax on 20% of the corresponding
taxable assets.

Local income taxes
For a description of the local (jurisdictional) tax on gross revenues from the sale of goods
and services, see Turnover tax in the Other taxes section.

Corporate residence

Corporate residence is determined on the basis of centres of activity, which may be the
location of a company’s economic activity or management activity.

Permanent establishment (PE)
Centres of activity in Argentina of non-Argentine corporations are treated as PEs.

Other taxes

Value-added tax (VAT)

VAT is assessable on the sales value of products (e.g. raw materials, produce, finished,
or partly finished merchandise) with few exemptions, most services (e.g. construction,
utilities, professional and personal services not derived from employment, rental), and
on import of goods and services. The VAT rate is 21%, although certain specific items are
subject to a 27% or 10.5% rate. VAT is payable by filing monthly tax returns.

The increased rate of 27% applies to ‘utilities services’ (e.g. telecommunications,
household gas, running water, sewerage, and energy) not rendered to dwelling-purposes
real estate.

A reduced rate of 10.5% applies to certain transactions, including (but not limited to)
the following:

* Construction of housing.

* Interest and other costs on personal loans granted to final consumers by financial
institutions.

* Sales and imports of living bovine animals, supply of publicity and advertising in
some specific cases.

* Any passenger transportation operating inside the country when the distance does
not exceed 100 km.

* Medical assistance in some specific cases.

* Certain capital goods, depending on the Customs Duty Code.

VAT paid on purchases, final imports, and rental of automobiles not considered as
inventory cannot be computed by the purchaser as a VAT credit. The same tax treatment
applies to other services, such as those provided by restaurants, hotels, and garages.

VAT exemptions
Among others, the following transactions are exempt from VAT:

* Sales of books, ordinary natural water, common bread, milk, medicine, postage

stamps, aircraft used in commercial activities and for defence or internal safety, and
ships or boats acquired by the national government.
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* Supply of certain services, such as services rendered by the government (national,
provincial, or local) or by public institutions; school or university education provided
by private institutions subject to public educational programmes; cultural services
supplied by religious institutions; hospital and medical care and related activities;
transportation services for sick or injured persons in vehicles specially designed
for the purpose; tickets for theatre, cinema, musical shows, and sport events; the
production and distribution of motion picture films; local transport of passengers
(e.g. taxis, buses) up to 100 km; and international transportation.

* Rental of real estate for housing purposes.

VAT exemption on importation
The following import transactions are also exempted from VAT:

 Final importation of goods qualifying for exemption from customs duties under
special regimes for tourists, scientists and technicians, diplomatic agents, etc.
* Final importation of samples and parcels exempted from customs duties.

VAT export reimbursement regime

Exports of goods and services are treated as zero-rated transactions. Nevertheless, input
VAT related to these transactions can either be used as a credit against output VAT or
refunded pursuant to a special procedure.

Services rendered within the country shall be deemed to be exports if they are
effectively applied or economically utilised outside the country.

Exporters must file an export return with the tax authorities, reporting the VAT
receivables related to their exports to be reimbursed on VAT paid in relation to the
export operations. This return has to be filed within the following tax period in which
the export took place. A report certified by a public accountant with respect to the value,
registrations, and other characteristics related to the refund must be attached to the
export return.

The tax credit related to exports and other taxable activities can only be refunded in
proportion to the exports, and can be fully refunded to a cap of 21% of the freight on
board (FOB) value of the exported products.

There is no specific method stated in the legislation for allocating the tax credit
related to exports, but taxpayers are able to use any methods of calculation that would
be suitable to their business model. This calculation has to be approved by the tax
authorities.

Finally, it is important to highlight that the tax authorities have to approve the tax credit
to be refunded.

Electronic invoicing

As of 1 July 2015, all VAT registered taxpayers are compelled to use electronic invoices.
In order to apply for this regime, an authorisation must be obtained from the tax
authorities. As a result, the tax authorities will assign an Electronic Authorization Code
(Cadigo de Autorizacion Electronico or CAE), which is included in every issued electronic
invoice.

Import and export duties

The levels of import duty currently range between 0% and 35%, except in cases where a
specific minimum duty is applied or that involve merchandise with a specific treatment.
These percentages were established considering the individual competitive conditions
prevailing in different production sectors and the relative advantages of contributing

to the introduction of equipment and technology for local industry. In general,
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merchandise originating from Latin America Integration Association (LAIA) countries is
entitled to preferential duty.

In the case of export transactions, goods are valued based on the FOB clause and the
approach is based on their theoretical value, rather than a positive basis as in the case of
imports.

Definitive exports of all goods are subject to export duties. The rates vary from 5% to
45%, depending on the tariff code of the merchandise (while 5% is typical, higher rates
are considered for exports of agricultural products or hydrocarbons).

Excise taxes

Excise tax is assessable on a wide variety of items sold in Argentina (not on exports),
principally on tobacco, wines, soft drinks, spirits, gasoline, lubricants, insurance
premiums, automobile tyres, mobiles services, perfumes, jewellery, and precious stones.
The bases of the assessment and tax rate of some items are as follows:

Rates (%)

Eroducts

Iobacco

Alcoholic drinks

“B'eers

§oft drinks

g'ewellery and precious stones

Automobiles, motor vehicles, motor vessels, motor homes, etc.

Stamp tax

Stamp tax is levied by each of the 24 jurisdictions, and applies principally to contracts
and agreements, deeds, mortgages, and other obligations, agreements, and discharges
of a civil, financial, or commercial nature of which there is written evidence or, in certain
instances, that are the subject of entries in books of account. The average tax rate is 1%
applicable on the economic value of the contract.

In the city of Buenos Aires, the standard tax rate is 1% of the aggregate amount of the
transactions, contracts, and deeds that are subject to the stamp tax. Special rates of
0.5%, 1.2%, 3%, and 3.6% are also established; and, in the case of transactions involving
uncertain consideration, a fixed tax of 2,500 Argentine pesos (ARS) is applicable (on the
fulfilment of certain conditions).

Turnover tax (gross income tax)

Each of the 24 jurisdictions into which Argentina is divided imposes a tax on gross
revenues from the sale of goods and services. Exports of goods are exempt, and certain
industries are subject to a reduced tax rate. Rates, rules, and assessment procedures are
determined locally.

Information on tax rates of the economically largest jurisdictions is provided as follows:

Jurisdiction General rate (%) Commerce (%) Services (%) Industry (%)
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Real estate tax
Similar to the turnover tax, real estate tax is imposed by each Argentine jurisdiction. It is
levied on the ownership of real estate located in the territory of the jurisdiction.

Real estate tax is usually assessed by the local tax authority, considering the property’s
fiscal value and the tax rates established by the current year tax law.

Tax on financial transactions - on credits and debits on bank accounts
Bank account movements (deposits and withdrawals) are subject to a national tax on
financial transactions at the following rates:

* 0.6% of deposits and withdrawals in bank accounts opened in local financial entities.
* 1.2% of any transactions made in a bank without using a bank account.

The 34% or 17% of the tax on financial transactions effectively paid on bank account
deposit transactions (0.6%) and movement of funds (1.2%), respectively, is creditable
against profits tax and minimum notional income tax and/or respective tax advances.

Wealth tax

An annual wealth tax is levied on the shares or holding in the capital of local companies
owned by individuals or undivided estates domiciled in Argentina or abroad, and/or
companies and/or any other type of legal person domiciled abroad. It shall be assessed
and paid directly by the local company, as a full and final payment on behalf of the
shareholders (the issuing company has the right to recover from the shareholder the tax
paid).

The applicable tax rate is 0.5% on the value of the participation, which is generally
calculated on the difference between assets and liabilities arising from the financial
statements closed at 31 December or during the respective fiscal year.

Note that a recent Supreme Court decision has ruled on the non-applicability of this tax
to Argentine branches of foreign companies.

Payroll taxes

Foreign and local nationals working for a local company must be included on the
local payroll and will be considered as local employees for local labour, tax, and social
security purposes. Both the local company and the employees will be subject to the
corresponding regulations.

All the compensation paid in Argentina or abroad for work performed for the local
company will be considered as local compensation and should be reported to the tax
and social security authorities, as the case may be, and included in the salary slips and
recorded in the local labour books.

The local employer must withhold income tax on an actual and monthly basis and make
the corresponding payments to the tax authorities through monthly WHT returns.
Individual tax rates range from 9% to 35%, and personal deductions are available.

The local entity must issue salary slips every month for each employee included on its
payroll, considering the total compensation mentioned above.

Employer social security contributions add between 23% and 27% to payroll costs. There
is a compulsory 13th-month salary. There is no restriction regarding the employment of
foreigners, provided they hold working visas.

Workers’ (Employees’) Compensation: Argentine labour regulations determine different
forms of compensation for employees. These include, but are not limited to, the
following:
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* Vacation compensation.
* Compensation in a case of termination of employment contract with employee (prior
notice of dismissal and to a severance payment, both based on seniority).

Main social taxes and contributions assessable on salaries are as follows:

Percentage of gross monthly earnings (%)

Social taxes and contributions ... Employer (2, 3)
17/21

1. Social security charges borne by employees are applicable up to a monthly salary cap, which
currently amounts to ARS 43,202.17.

2. Contributions made by employers are applicable to total compensation without application of any
cap.

3. Employers’ contributions to the national unemployment fund, family allowances fund, and social
services institute for pensioners is paid at a unified rate of 17%. The rate is increased to 21% for
companies whose main activity consists of rendering services or commerce, provided the amount of
their average total annual sales for the last three years exceeds ARS 48 million.

Branch income

The rate of profits tax on net taxable profits from Argentine sources and from activities
performed abroad by the branch is 35%. Branches are also subject to minimum notional
income tax.

Income determination

Inventory valuation

Inventory valuation is based on the latest purchase. Thus, the last in first out (LIFO)
method may not be elected for tax purposes. Conformity between book and tax
reporting is not required.

Capital gains/losses

Capital gains and losses attract normal profits tax treatment, except that losses from
the sale of shares and other equity interests may be offset only against the same type of
income.

Capital gains on equity

Gains derived from the transfer of shares, bonds, and other securities are subject to tax,
regardless of the nature and residence of the beneficiary. Resident entities are taxed at
the regular 35% rate on any gain derived from the disposal of equity.

The current legislation also repeals the exemption available for foreign beneficiaries

on income derived from Argentine share transfers. Thus, foreign beneficiaries will

be subject to a 13.5% effective income tax withholding rate on gross proceeds or,
alternatively, a 15% income tax on the actual capital gain if the seller’s tax cost basis can
be duly documented for Argentine tax purposes.
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Capital gains on debts

Capital gains derived by foreign beneficiaries from the sale of corporate bonds placed by
public offer (obligaciones negociables), notes issued by financial trusts (titulos de deuda),
or government securities should be exempt from income tax under the provisions of the
Law 23,576 (Obligaciones Negociables Law) and 24,441 (Trust Law).

Dividend income

Dividends, including stock dividends, are not included in the tax base by the recipient
if distributed by an Argentine company (see the Withholding taxes section for additional
information). However, tax is levied if the dividends are distributed by a foreign
company.

Foreign exchange gains/losses
The general rule is that foreign exchange results (gain or losses) have to be recognised
on an accrual basis. However, in some cases, cash basis is applicable.

Foreign exchange losses can only be offset against foreign-source taxable income.

Foreign income

Foreign income received or held undistributed abroad (in case of investments in non-
stock companies) by resident corporations is subject to tax. Argentina does not have a
controlled foreign company (CFC) regime. However, passive income obtained through
companies located in no-or-low-tax jurisdictions may have to be recognised for tax
purposes on an accrual basis. Tax losses from a foreign source can only be offset against
income from a foreign source.

Deductions

Expenses necessary to generate, maintain, and preserve taxable income, and related to
the company activity, are usually tax deductible, with a few exceptions, to the extent
they are fair and reasonable.

Depreciation and depletion

Depreciation is generally computed on a straight-line basis over the technically
estimated useful life of the assets or, alternatively, over the standard useful life (e.g.
machinery and equipment: ten years; furniture: ten years). Depreciation of buildings
and other construction of real estate is 2% per annum on cost (on a straight-line basis),
unless it can be proved that useful life is less than 50 years.

Depreciation of automobiles whose original cost exceeds ARS 20,000 is not deductible.
Related expenses (gasoline vouchers, insurance, rentals, repairs and maintenance, etc.)
are deductible up to an amount of ARS 7,200 per automobile per year.

Conformity between book and tax depreciation is not required.

Profit or loss on the sale of depreciated property is determined with reference to cost less
depreciation, restated for inflation as at March 1992, and is included in ordinary taxable
income.

Percentage depletion is available for natural resources (mines, quarries, woods).
Goodwill

The amortisation of goodwill cannot be deducted for profits tax purposes. At the

moment of sale, the taxable gain will be calculated by deducting the cost expenses
(purchase price).
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With regards to self-developed goodwill, at the moment of sale the cost will be the
amount of expenses incurred in obtaining it, provided it was not deducted for profits tax
purposes before.

Research and development (R&D)

R&D expenditures (for the development of intangible assets) may be deducted when
they are incurred or amortised over not more than five years, at the option of the
taxpayer. Expenditures for R&D in connection with the creation of fixed assets form part
of the assets’ cost and are amortised over their useful lives.

The amortisation of brands and licences acquired can be deducted if they have a limited
term of duration.

Start-up expenses
Start-up expenses may be deducted when incurred or amortised over not more than five
years, at the option of the taxpayer.

Interest expenses

The tax law establishes a restriction on the deductibility of interest arising from debts
of a financial nature, contracted by taxpayers with controlling/related non-resident
entities, for profits tax purposes (see Thin capitalisation in the Group taxation section).

Bad debt

The deduction of accounting bad debts is not allowed for tax purposes. However, if the
debts fulfil certain characteristics (i.e. bankruptcy, prescription, among others), and
with the corresponding supporting documentation, they can be deducted.

Charitable contributions

When made to societies and associations expressly exempt from assessment of profits
tax, donations are admissible deductions at up to a maximum of 5% of the donor’s net
taxable profits, provided certain requirements are fulfilled.

Representation expenses

If adequately documented, representation expenses are permissible deductions at

up to 1.5% of the amount of salaries accrued during the fiscal year. According to the
Regulatory Decree, representation expenses are payments made in order to represent
the company in the market, to improve and maintain its relationship with suppliers and
clients, etc.

Directors’ fees

Amounts up to the greater of 25% of after-tax profit or ARS 12,500 per individual
are deductible in the financial year to which they apply, provided they are approved
and available for the director before the due date of the tax return, or in a later year
of payment.

Fines and penalties

In relation to deductibility of penalties to determine net taxable income, taxpayers

are not allowed to deduct sums paid on their own account corresponding to penalties,
litigation costs, penalty interest, and other costs derived from tax obligations; however,
they are allowed to deduct income tax assessable on them and paid on behalf of third
parties as long as it relates to the obtaining of taxable income.

Taxes
Except for profits tax and the tax on minimum notional income, all taxes are deductible.
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Net operating losses

Net operating losses may be carried forward for five years. Loss carrybacks are not
permitted. Furthermore, foreign-source losses must be offset against income from
similar sources.

Losses on derivatives transactions with speculative purposes can only be used to offset
income from the same transactions.

Payments to foreign affiliates

Transactions between related parties should be at arm’s length (see Transfer pricing in the
Group taxation section for more information). This principle is extended to transactions
with companies that are not located in jurisdictions included in a ‘white list’ of countries,
territories, and tax regimes considered to be ‘cooperative’ for tax transparency

purposes published by the tax authority (www.afip.gov.ar/genericos/novedades/
jurisdiccionesCooperantes.asp). Payments to foreign affiliates or related parties and
companies not located in jurisdictions included in the ‘white list’ that represent income
of Argentine source are tax deductible, provided they are paid before the due date for
filing the tax return and the corresponding withholding is paid to the tax authorities.
Otherwise, they would be deducted in the fiscal year in which they are paid.

Technical assistance and services that involve transfer of technology should be covered
by agreements duly registered with the National Institute of Intellectual Property for
information purposes. These transactions are governed by the Transfer of Technology
Law.

Group taxation

Group taxation is not permitted in Argentina.

Transfer pricing

The transfer pricing regulations governing inter-company transactions adopt principles
similar to those of the Organisation for Economic Co-operation and Development
(OECD), pursuant to which companies must comply with the arm’s-length principle in
order to determine the value of goods and services in their transactions with foreign-
related companies.

The following taxpayers, among others, must generally file, together with their annual
profits tax return, a supplementary return (transactions encompassed by regulations
governing transfer prices) and transfer pricing study:

» Taxpayers carrying out transactions with related individuals or legal entities
set up, domiciled, or located abroad. Two or more persons are considered to be
related parties when one of them takes part, either directly or indirectly, in the
administration, control, or capital of the other, or when a person or group of persons
takes part, either directly or indirectly, in the administration, control, or capital of
those persons.

» Taxpayers carrying out transactions with related individuals or legal entities not
set up, domiciled, or located in countries considered to be cooperative for tax
transparency purposes, whether related or not.

* Argentine residents carrying out transactions with PEs located abroad and owned by
them.

* Argentine residents, owners of PEs located abroad, for transactions carried out by
the latter with persons or other type of related entities domiciled, set up, or located
abroad.
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The Regulatory Decree provides specific rules to determine the fairness of the transfer
pricing methodology. These rules are similar to those set by the OECD and contemplate
six methods, including the following:

e Comparable uncontrolled price (CUP).

* Resale price method (RPM).

* Cost plus.

* Profit split method (PSM).

* Transactional net margin method (TNMM).

* Special method for export of goods with prices quoted in transparent markets.

There is no specific hierarchy, as each particular transaction must be analysed based

on the assets, functions, and risks involved and on information available. Regulations
establish that the most appropriate method is that which reflects the economic reality of
the transactions.

Thin capitalisation

Thin capitalisation rules apply as a restriction on the deductibility of interest arising
from debts of a financial nature that are contracted by taxpayers with controlling non-
resident entities and can be summarised as follows:

* For interest subject to a 15.05% withholding (i.e. paid on loans granted by certain
banking institutions), the portion of interest stemming from financial liabilities
exceeding two times the shareholders’ equity is not deductible for tax purposes and is
treated as dividends.

* Interest subject to a 35% WHT is fully deductible.

According to the Regulatory Decree of the Income Tax Law, the thin capitalisation rules
are also applicable to any case where a lower withholding rate of 35% is applicable

(for instance, interest payments to a related company resident in certain tax treaty
countries).

Controlled foreign companies (CFCs)
Argentina does not have a CFC regime.

Tax credits and incentives

Foreign tax credit

National taxpayers are entitled to recognise a tax credit for any taxes actually paid in
the countries where they have obtained foreign-source income, in respect of similar
national taxes, up to a cap, which is the increase in their Argentine tax liability due to
the inclusion of the foreign income. Any excess not offset in a given fiscal year may be
carried forward to the next five fiscal years.

Province of Tierra del Fuego Regime

Companies set up in the province of Tierra del Fuego enjoy a general tax exemption

and important benefits in customs matters. Tax exemption includes profits tax, tax on
minimum notional income, tax on personal wealth, and excise tax. The VAT benefit
consists of the release from payment of the technical balance of the tax (VAT debits less
VAT credits). Also, a reduction of the prevailing rate for tax on financial transactions and
the exemption from taxation on the transfer of fuels is contemplated.

Mining activity

An investment regime for mining activity is applicable to natural and legal persons.
Mining ventures included within this regime enjoy fiscal stability (i.e. tax rates will
remain basically the same) for a term of 30 years, except for VAT, which will adjust to
the general regime. Furthermore, the regime grants incentives for profits tax, tax on
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assets, import duties, and any other tax for introduction of certain assets. Additionally,
this mining investment law established an exploration recovery regime for the mining
investors, which allows the reimbursement of the VAT credit balances originated in the
mining exploration activity.

This regime allows the reimbursement of such VAT credits after a 12-month period since
the expenditure was incurred, and only if it has been paid.

Through specifics regulations, the authorities established the requirements (e.g. filing
a tax return, filing a report certified by a public accountant with respect to the VAT, a
presentation to the Mining Secretary) to be followed by the taxpayers in order to apply
for this benefit.

Forestry
There is an investment regime for plantation, protection, and maintenance of forests. It
contains rules similar to those for mining activity tax incentives:

* Fiscal stability for a period of 30 years. The period may be extended to 50 years.
* Refund of VAT resulting from the purchase or final importation of goods, leases, or
services effectively for forestry investment projects in a period of less than 365 days.

Export incentives

Exports of goods and services are exempt from VAT and excise taxes. The temporary
importation of raw materials and intermediate and packaging goods for the
manufacture of products for export is free from duties with the obligation of offering
sufficient guarantees for the import. A reimbursement regime is in place for VAT credits
paid to suppliers in relation to the export activity.

Biotechnology industry

A promotional tax regime for development and production of modern biotechnology has
been introduced. Pursuant to this law, the beneficiaries of the projects that qualify for
this regime are entitled to the following benefits:

* Profits tax: accelerated depreciation of capital goods, special equipment, parts, or
components of newly acquired goods destined for the promoted project.

* VAT: Early refund of the tax applicable to the assets acquired for the project.

* Social security contributions: the amount representing 50% of social security
contributions actually paid on the payroll salaries involved in the project shall be
converted into a tax credit bond that may be applied to payment of national taxes.

Software industry
Under a software promotion regime, taxpayers carrying out software-related activities
as their main purpose may qualify for the following benefits:

* Fiscal stability for a ten-year period covering national taxes.

* Reduction of social security charges (70% of these charges may be credited against
certain national taxes).

* Profits tax relief (up to 60% of the applicable tax).

While most of the software-related activities qualify for the fiscal stability benefit, the
remaining incentives only apply to software R&D, quality control procedures, and
software exports.

Some changes were introduced in 2011, and the period of application was extended
until 31 December 2019. The possibility of using a bond tax credit, given by an amount
equal to 70% of contributions to the social security system paid by the employer, as

an ‘advance payment’ of the income tax was provided. There is also an increase in the
control mechanisms.
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Province incentives on local taxes

Most of the provinces have legislation establishing incentives for the development of
industries within their boundaries, especially industries that utilise or develop their
natural resources and provide work for their residents. The incentives, in general, consist
of exemptions from provincial and municipal taxes.

Various provinces have investment promotion regimes. Even when there are certain
differences among these regimes, generally they include the following incentives:

* Exemption from provincial taxes, such as turnover tax, stamp duty, real estate tax.
* Reduced public utility rates.

* Support for infrastructure and equipment projects.

* TFacilities for purchase, rental, or lease without charge of public property.

These regimes are not automatically applied, and a special procedure should be followed
to be entitled to the respective benefits.

Free trade zones

The free trade zones offer exporters the possibility to import free from customs duties,
statistics rate, and VAT all the necessary equipment for construction of a ‘turnkey plant’
within the zones. Furthermore, exporters manufacturing within the zones enjoy the
benefit of buying supplies and raw materials from third countries, without having to pay
duties or taxes that lead to increased prices.

Customs authority regulating these goods considers them as stored in a third country;
consequently, incoming products are subject to inspection with the sole purpose of
classifying quantity and type. In other words, goods enjoy a duty-free status until
they enter the Argentine customs territory. Goods may remain in the free zone for a
maximum period of five years.

Withholding taxes

Equalisation corporate tax

Corporations, LLPs, and certain other entities are required to make a flat and final
income tax withholding of 35% from dividend payments or profit distributions to
resident or non-resident payees, to the extent that the amount of such dividends or
profit distributions exceeds the taxable income of the distributing company, determined
by applying the general tax rules (i.e. without considering any exemptions, abatements,
and other adjustments arising from special promotional laws) included in their retained
earnings at the end of the fiscal year, immediately preceding the date of payment or
distribution.

Dividend distributions made by Argentine entities are also subject to tax at a 10% rate,
without prejudice to the application of the so-called ‘equalisation tax’.

Other payments
Other payments to residents and to non-residents are subject to WHT rates as follows:
Recipient Interest (%) (1 ) ..... Royalties (%) (1,2)
6/28(3).... oA
6/28(3).... RS
1505735 21/28
T
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Recipient Interest (%) (1)

Notes

1. Withholding from payments of interest and royalties to non-residents is based on a flat rate of

35% applied to an assumed percentage gross profit margin. This margin is not contestable, but

the resultant rate may be limited by bilateral treaty. Under the 1998 tax reform, the general margin

for interest paid for credits obtained abroad is 100%. However, a margin of 43% is applicable (i)

if the debtor is a local bank; (i) if the creditor is a foreign financial institution located in a country

not considered as a low or no tax jurisdiction, or in countries that have signed an agreement

with Argentina for exchange of information and have no bank secrecy laws, which are under the

supervision of the respective central bank; (iii) if the interest is paid on a loan dedicated to the

purchase of tangible assets other than cars; (iv) if the interest is paid on debt certificates (private
bonds) issued by local companies and registered in certain countries that have signed an agreement
with Argentina for the protection of investments; and (v) on interest paid on time deposits with local
banks. ‘Royalties’ covers a variety of concepts. The rates given in this column relate specifically to
services derived from agreements ruled by the Foreign Technology Law, as follows:

e Technical assistance, technology, and engineering not obtainable in Argentina: 21% (35% on
assumed profit of 60%).

e Cessation of rights or licences for invention patents exploitation and technical assistance
obtainable in Argentina: 28% (35% on assumed profit of 80%). On non-registered agreements,
the rate is 31.5% (profit of 90% is assumed) or 35% (profit of 100% is assumed), depending on
the case.

Several other concepts of ‘royalties’ are subject to rates that, in turn, may be limited by treaty. A
broad sample of these concepts and the non-treaty effective rates are set forth in Note 2.

2. Payments to non-residents (only) for ‘royalties’, rentals, fees, commissions, and so on, in respect of
the following are subject to withholding at the rates given below on the basis of assumed gross profit
margins (Note 1) unless limited by treaty. The treaty concerned should be consulted to determine any
limitation in each case.

Payment WHT (%)

Freight and passenger bookings (other than those covered by special treaties), news and 3.5
feature services, insurance underwriting

Motion picture, video, and sound tape rentals and royalties; radio, television, telex and 17.5
telefax transmissions; any other means for projection, reproduction, transmission, or
diffusion of image or sound; sale of assets located in Argentina (10)
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3. The higher tax rate is applicable on non-registered taxpayers. On interest paid to corporations by
financial entities or stock exchange/open market brokers, income tax must be withheld at 3% (10% if
not registered); individuals are tax exempt.

4. Resident corporations and individuals who are registered for tax purposes are subject to 6%
withholding (28% if not registered).

5. Interest is exempt if paid on credit sales of machinery or other equipment, specific bank loans at
preferential rate or loans by public entities.

6. The treaty limits taxation of interest to 20% (registered).

7. The 10% rate is applicable to interest on credit sales of capital equipment, any bank loan, or any
financing of public works; otherwise, 15%.

8. Interest paid on loans with guarantee of the Norwegian Institute for Credit Guarantees or paid in
relation to imports of industrial equipment is tax exempt.

9.  On 26 June 2012, the double tax treaty (DTT) with Chile was terminated. A revised DTT was signed in
May 2015 but is pending ratification by both countries.

10. Deduction of actual costs and expenses may be optionally exercised.

11. The treaty is undergoing the Swiss Congress approval process.

Tax administration

Taxable period
Tax is assessed on a fiscal-year, self-assessment basis, which may or may not match the
calendar year.

Tax returns

The due date for filing the profits and the minimum notional income tax return is
during the second week of the fifth month after the fiscal year end. Tax returns are filed
electronically.

Payment of tax

Instalment payments on account of both profits tax and minimum notional income tax
must be made in the course of the tax year. The instalment payments must be made on a
monthly basis, beginning in the first month after the due date of filing of the tax returns.

Penalties
Penalties derived from tax infractions may be applied by tax authorities, as follows:

* Failing to file the tax return: Fines range between ARS 200 and ARS 400.

* Tax omission or incorrect tax determination: Fines range from 50% to 100% of
unpaid taxes or incorrect tax calculation.

* Tax avoidance: Fines range between two and ten times the avoided tax.

* Certain tax infractions may be penalised by closing the business premises for three
to ten days. In addition, fines ranging between ARS 300 and ARS 30,000 may be
imposed.

* Simple evasion: Entities or individuals evading payment of social security
contributions or withholdings, or both, payable to the tax authorities under the
social security regime, through deceitful declarations, malicious concealment, or any
fraudulent or deceitful procedure, either through action or omission, in excess of ARS
80,000 per fiscal period, shall be punished with two to six years’ imprisonment. Such
amount will be ARS 400,000 in the case of taxes, it being applied by tax and by fiscal
year.

* If the infringement qualifies as aggravated evasion: Imprisonment could be extended
from three years and six months to nine years in certain situations.

Interest on late payments
Late payment of taxes is subject to a monthly 3% interest rate. Interest will start accruing
on the day after the filing due date.

Tax audit process

The tax authorities are entitled to audit taxpayers within the statute of limitations
period. Audits consist of revising the calculation of any national or provincial tax based
on formal requirements. Where any assessment is issued by the tax authorities, the
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taxpayer is entitled to either accept it or file a claim. Assessments can be done under

a real or estimated basis, depending on the specific case and the information that the
taxpayers have on their transactions. In the case that the taxpayers do not accept the
assessment during the administrative period, they can claim against Tax Courts before
any judicial process.

There are no specific provisions about e-auditing.

Statute of limitations
The actions and powers of the tax authorities to determine and require payment of
federal taxes, and to implement and enforce fines and closures planned, prescribe:

* five years in the case of registered taxpayers, as well as in the case of unregistered
taxpayers who are not legally required to register with the AFIP; or that, having that
obligation, had not fulfilled them and, spontaneously, regularise their situation, and

* ten years in the case of unregistered taxpayers.

Note that a one-year suspension of the statute of limitations has taken place for tax
obligations related to fiscal year 2008 and preceding non-barred years. Recently,
another one-year suspension of the statute of limitations was enacted for fiscal year 2013
and preceding years.

The statute of limitations may be extended to ten years in certain provinces with respect
to provincial taxes.

Topics of focus for tax authorities
Topics of focus for tax authorities include the following:

* Increasing cooperation: tax information exchange.

* Tax treaty network still under review.

* Tax treaty benefits: substance over form principle.

* High penalties and tax criminal law.

* Transfer pricing (inter-company charges and export of commodities to international
intermediaries).

* Wealth tax: applicability on branches.

Other issues

Exchange control regime

As aresult of the devaluation of the Argentine peso at the beginning of 2002, several
regulations were issued to limit the transfer of money abroad. They have been made
more flexible and up-to-date.

Regulations referring to the entrance of funds to the country, the obligation of
liquidation of foreign currency in the Exchange Market of payments of exports of goods
and services, have been modified in recent years.

Terms to comply with the liquidation obligation used to vary between 60 and 360

days. However, during 2012, the export of goods and services, which are subject to the
inflow of the total collections, suffered reductions in their terms. Sales between related
companies only have 30 calendar days from the shipment date. Notwithstanding the
terms for each tariff code, when they are collected abroad, the funds must be brought
into the Single and Free Exchange Market (MULC) within 15 days. The inflow of services
export receipts must be done within 15 days from its collection.

The AFIP requires advance information and its authorisation in order to import goods,
to pay imports of goods and services, to purchase foreign currency for travel and
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tourism, and for making payments abroad related to certain concepts, such as interests,
dividends, and rentals. In that sense, since 2012, the AFIP has implemented a condition
prior to importation of goods into the customs territory, where importers must submit
to the AFIP an Advance Import Sworn Statement (DJAI) prior to issuing the purchase
order or the document used for setting up overseas purchase operations for all final
import destinations for consumption. Regarding import of goods, it is necessary to get
prior ‘conformity’ not only for paying the import of goods through the MULC but also for
importing goods for consumption.

The AFIP also requires some importers of services, depending on the nature of the
service and the amount of the agreement, to complete an informative procedure
for debts abroad, called an Advance Services Sworn Statement (DJAS). Importers
are allowed to request access to the MULC once they have informed the AFIP of the
operation and it is at the ‘exit’ status.

The AFIP has also established an informative regimen called an Advanced Statement of
Payments Abroad (DAPE), which implies the filling of information referring to payments
individuals residing in the country make abroad relating to (i) financial debts incurred
when purchasing goods abroad and sold to third countries; (ii) interests; (iii) profits
and dividends; (iv) courier operations; (v) some import regimes; and (vi) rental of
machinery, tools, and other movable assets. As with the DJAS, importers are allowed to
request access to the MULC once they have informed the AFIP of the operation and it is
at the exit status.

Payments for some import services made to related companies, or to bank accounts or
companies located in countries with low taxation, require prior authorisation of the
Argentine Central Bank when exceeding 100,000 United States dollars (USD) annually.

In addition, it should be particularly highlighted that a rule issued by the central bank

requires a compulsory one-year temporary deposit equivalent to 30% of funds brought
by non-residents to Argentina, which must be kept in a reserve (encaje) for the term of
one year. This deposit is made in foreign currency and does not earn interest.

There are some exceptions; for instance, direct investments, such as interest in Argentine
companies (minimum 10%) or real estate, are not subject to this rule, nor are funds that

were borrowed for the acquisition of fixed assets and the re-payment term is longer than

two years.

Legal entities

Foreign companies in Argentina, carrying out their business or activity in Argentina,
must have a local legal vehicle, of which the most common legal entity types are the
following:

* Branch.
* Corporation (Sociedad Andnima or SA).
* Local Limited Liability Company (Sociedad de Responsabilidad Limitada or SRL).

Argentine corporations and LLPs, as Argentine residents, are subject to the Argentine tax
system. Branches of foreign companies, whatever the nature of their activities, are taxed
under the same rules as those applicable to corporations and LLPs.

Several documents are required to register an entity with the relevant authorities.

Some of said documentation must be filed in the original language, duly translated and
certified with the Apostille issued pursuant to The Hague Convention or legalised by the
Argentine Consulate of the company’s place of origin.

At present, the minimum capital requirement to incorporate an SA is ARS 100,000.
There are no special requirements regarding the minimum amount of capital for SRLs.
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A branch does not require capital contributions unless it is engaged in certain specific
activities (e.g. banking and financing). The branch must carry its financial statements
separately from those of the foreign company.

The three legal types are subject, in general terms, to the same legal, tax, and accounting
regulations.

Information regimes
In the last few years, the AFIP has introduced several information regimes aimed
principally to monitor transactions with local and foreign related parties.

By means of General Resolution (AFIP) 3572, a database in which local taxpayers must
disclose their relationships with domestic and foreign related parties has been created.
For purposes of this rule, the definition of ‘related party’ is broad and goes beyond
economic or legal ownership.

Additionally, GR 3572 has introduced an information regime pursuant to which
Argentine taxpayers are required to report, on a monthly basis, all their transactions
with local related parties.

Intergovernmental agreements (IGAs)
Argentina has been very prolific in relation to the signature of tax information exchange
agreements (TIEAs) over the past few years.

The authorities have signed around 24 TIEAs, including those with Andorra, Aruba,
Azerbaijan, The Bahamas, Bermuda, Brazil, Cayman Islands, Chile, China, Costa Rica,
Curacao, Ecuador, Guernsey, India, Isle of Man, Italy, Jersey, Macedonia, Monaco, Peru,
San Marino, South Africa, Spain, and Uruguay.

Argentina has also taken an active part in the OECD’s base erosion and profit shifting
(BEPS) initiatives and tax transparency discussions. During Berlin’s global forum on
transparency and exchange of information for tax purposes, Argentina joined the list of
54 countries that agreed to implement an automatic financial information exchange in
accordance to OECD’s Common Reporting Standard (CRS) as of 2016.

In this respect, several Argentine regulatory authorities (i.e. Central Bank, Securities
Exchange Commission, and Superintendence of Insurance Companies) have already
issued a set of regulations compelling local financial institutions to implement the
necessary procedures to be in compliance with OECD’s CRS and the United States (US)
Foreign Account Tax Compliance Act (FATCA) by 2016.

Notwithstanding the above, a FATCA IGA with the United States has not yet been signed,
and it is still uncertain when such IGA would be in place.
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Significant developments

The following amendments in the tax legislation generally became effective in January
2015:

* Armenia officially joined the Eurasian Economic Union (EEU) with Russia,
Kazakhstan, and Belarus from 2 January 2015. The EEU is aimed to create a common
market for the member states to raise the competitiveness of the national economies
and to cooperate for sustainable growth. The EEU introduces the free movement of
goods, services, capital, and people, creating a platform for common transport and
reduced economic isolation (see Customs duties in the Other taxes section).

* The government accepted a bill on amendments to the Corporate Income Tax (CIT)
Law that provides additional tax incentives to Armenian resident entities eligible
under the government’s export promotion-oriented program. The group of entities
involved in the program approved by the government will enjoy CIT rates reduced
up to tenfold from the general 20% CIT rate. In particular, businesses exclusively
engaged in exports with at least 50 billion Armenian drams (AMD) of annual
turnover will enjoy a 2% reduced CIT rate (see the Tax credits and incentives section).

* Since 9 January 2015, the government enacted a law supporting and providing
incentives to resident start-ups in the information technology (IT) sector with
employees not exceeding 30 people. The government is entitled to assist those
start-ups to get favourable bank credit and funding. Additionally, the profit of the
companies generated from sales of IT products is exempt from CIT, and personal
income tax (PIT) to be withheld from salaries of the companies’ employees is reduced
to 10% (see the Tax credits and incentives section).

* Previously, taxpayers were entitled to offset input value-added tax (VAT) from
purchases only after actual payment to the suppliers for the received goods or
services. Starting from 1 January 2015, taxpayers can offset input VAT on the basis
of VAT electronic invoices without payment to the suppliers or service providers. VAT
taxpayers will transition to the new rules on the following schedule:

e From 1 January 2015: Taxpayers having less than AMD 100 million taxable
turnover (net of VAT) in the previous year.

* From 1 January 2016: Taxpayers having less than AMD 500 million taxable
turnover (net of VAT) in the previous year.

e From 1 January 2017: All VAT payers.

Taxes on corporate income

Armenian resident entities, and non-resident entities doing business in Armenia through
a branch or a representative office, are liable for CIT. Armenia taxes residents on their
worldwide income; non-residents are subject to CIT only on their Armenian-source
income.

The standard CIT rate is 20%.
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Taxable income is defined to be the difference between a taxpayer’s gross income and
deductible expenses:

* Gross income encompasses all revenues received by a taxpayer from all economic
activities, unless the revenues are expressly exempted under the law.

* Deductible expenses encompass all necessary and documented expenses that are
directly related to conducting business or earning profit, unless a specific provision in
the law restricts the deduction.

Taxpayers engaged in agricultural production are exempt from CIT on that income.

Note that resident entities, branches and representative offices of foreign entities, and
individual entrepreneurs are required to withhold income tax at source on payments
to non-residents not having a permanent establishment (PE) in Armenia (see the
Withholding taxes section).

Investment funds pay CIT based on 0.01% of net assets.

The turnover tax generally replaces the CIT and VAT obligations for small and medium
enterprises (SMEs). The tax rate is differentiated in accordance to the income type (see
Turnover tax in the Other taxes section).

Presumptive tax system

Taxpayers engaged in certain activities must use the presumptive tax system. Under
this system, the taxpayer pays a fixed tax based on the location and area occupied by
the business and will not be required to pay CIT or VAT. The rate of tax depends on the
activity undertaken, as follows:

Type of Monthly presumptive tax

business ! Basedata ... Adjustmentratio payment (AMD) .

Activity related For activities carried out by Depends on region:

to vehicles trucks: the lading in terms of 1.1t0 1.9 2,000 times the product of the
tons base data and the adjustment

For activities carried out by ~ Depends on region: ratio(s)
buses: the number of seats 0.5t01.2

Lottery games  Total value of lotteries sold 25% of base data

organisers during a month
Number of computers for 75,000 times the base data in
totalisators case of totalisators
Number of websites 1 million times the base data
provisioned for organising if connected to the global
internet totalisator internet network

Licence payments

Individuals (individual entrepreneurs) and legal entities engaged in certain activities
should make licence payments, which replace CIT and/or VAT. Under this system, the
taxpayer pays a fixed tax based on the location and the business activity base data.
Licence payment rates for some activities are mentioned below.

Monthly rate of licence payment for one unit

..... (thousand AMD) . :

Yerevan Regional Other Other Bordering

Type of activities ..} Base e .gentres  cities location villages

Transportation of passengers Number of 9.5 5.6 5.6 2.8 1.4
yx!th passenger cars cars

o :

LT
5010
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Monthly rate of licence payment for one unit

..... (thousand AMD) . :

Yerevan Regional Other Other Bordering

Type of activities  .! Base e .gentres  cities location villages
Barbersshops  .Workplace 180 . 120 . 90.. 45 225
Technical maintenance and Workplace 15.0 12.0 12.0 6.0 3.0

repairs of vehicles

Local income taxes
Armenia does not have any local government taxes on income.

Corporate residence

Resident entities are legal and business entities whose existence is established under
Armenian law. Non-resident entities are those whose existence is established under
foreign law (including subdivisions of foreign entities in Armenia).

Permanent establishment (PE)

The domestic definition for a PE essentially adopts the definition for PE found in
the Organisation for Economic Co-operation and Development (OECD) Model Tax
Convention.

Other taxes

Value-added tax (VAT)

Armenia’s current VAT law is based loosely on the principles of the European Union
(EU) VAT Directive. Armenia operates the input-output model of VAT. VAT-registered
persons may deduct the VAT paid on their inputs from the VAT charged on their sales
and account for the difference to the tax authorities.

The standard rate of VAT on domestic sales of goods and services and the importation
of goods is 20%. Exported goods and related services are zero-rated. Advertising,
consulting, engineering, legal, accounting, translation, data processing, banking,
financial, and insurance services provided to non-residents are zero-rated if the
non-resident’s place of business is outside Armenia. Various supplies, including most
financial and education services, are VAT-exempt.

Services supplied in Armenia by non-residents that are not registered in Armenia are
subject to application of a VAT reverse charge.

The liability to account for VAT is based on taxable turnover for transactions
implemented in the previous calendar year. The turnover tax (see below) generally
replaces VAT obligations for SMEs. If revenue exceeds AMD 58.35 million, the taxpayer
may not be considered a turnover taxpayer and should account for VAT on the excess
sales. Taxpayers whose revenues are below the AMD 58.35 million threshold may
voluntarily elect to account for VAT.

Businesses producing/importing excisable goods are required to account for VAT on
their sales.

Some ownership and inter-relation thresholds are also applicable for entities to be
considered as VAT payers.

Generally, VAT payers should file VAT returns on a quarterly basis. However, taxpayers
with sales (excluding VAT) in the previous calendar year exceeding AMD 100 million are
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required to file VAT returns monthly. VAT payments must be made and VAT returns filed
within 20 days following the end of the reporting period.

Customs duties

Armenia officially joined the Eurasian Economic Union (EEU) with Russia, Kazakhstan,
and Belarus since 2 January 2015. The EEU is aimed to create a common market for the
member states to raise the competitiveness of the national economies and to cooperate
for sustainable growth. The EEU introduces the free movement of goods, services,
capital, and people, creating a platform for common transport and reduced economic
isolation.

Customs levies are payable by persons whose goods cross the customs border of
Armenia. Customs levies consist of customs duties, taxes, duties, and other mandatory
charges. Customs duty is collected on the customs value of the imported goods.
Importers must take into account specific EEU rules to determine the customs value on
which the import tax will be applied. The general rule is that the customs value will be
the price actually paid or payable for the goods when sold for export to Armenia.

Under the EEU regulations, goods imported from member countries are free of custom
duties. The unified custom tariffs are applicable for the goods imported from non-
member states.

Along with major changes in the customs environment, some peculiarities have also
been introduced in tax administration. Particularly, VAT for the goods imported from
the EEU member countries will not be calculated by the customs authorities. Instead,
taxpayers should calculate and pay VAT by the 20th day of the month following the
month of the importation. In the meantime, within this timeframe, the taxpayer should
submit the tax declaration and the statement on imported goods to tax authorities.

In order to apply the 0% VAT rate for the goods exported from Armenia into the EEU
member countries, the exporter should submit the tax declaration and the statement
on imported goods (completed by the importer) to the tax authorities within 180 days
following the day of exportation.

Excise tax
Excise tax is payable on alcoholic beverages, tobacco products, and petroleum products,
whether imported or produced domestically, as follows:

GOOAS e Unit of measure eresssessmnssssssssssssnnne O, 1OTE
Beer Factory price (if produced locally) 30%, but not less than AMD
(excluding VAT and excise tax) or 1 litre; 105 for 1 litre

customs value on importation or 1 litre; or
product value or 1 litre (if imported from
EEU countries)

Grape and other wines, Factory price (if produced locally) 10% of factory price, but not
wine ingredients (excluding VAT and excise tax) or 1 litre; less than
customs value on importation or 1 litre; or AMD 100 for 1 litre

product value or 1 litre (if imported from
EEU countries)

Vermouth and other  Factory price (if produced locally) 50%, but not less than AMD
types of wine that (excluding VAT and excise tax) or 1 litre; 750 for 1 litre
contain vegetarian and customs value on importation or 1 litre; or
other aromatic extracts product value or 1 litre (if imported from

EEU countries)

Other brewed drinks  Factory price (if produced locally) 25%, but not less than AMD
(apple cider, pear cider, (excluding VAT and excise tax) or 1 litre; 270 for 1 litre
honey-drinks) customs value on importation or 1 litre; or

product value or 1 litre (if imported from
EEU countries)
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Unit of measure

Tax rate

Ethyl spirit

Factory price (if produced locally)
(excluding VAT and excise tax) or 1

litre (by recalculation of 100% spirit);
customs value on importation or 1 litre (by
recalculation of 100% spirit); or product
price or 1 litre (by recalculation of 100%
spirit) (if imported from EEU countries)

50%, but not less than AMD
900 for 1 litre

Factory price (if produced locally)
(excluding VAT and excise tax) or 1 litre;
customs value on importation or 1 litre; or
product price or 1 litre (if imported from
EEU countries)

50%, but not less than AMD
500 for 1 litre

Spirituous liquors
(those made from
grape, distillation
of grape wine or
sugarcane), whisky,
and rum

Factory price (if produced locally)
(excluding VAT and excise tax) or 1

litre (by recalculation of 100% spirit);
customs value on importation or 1 litre (by
recalculation of 100% spirit); or product
price or 1 litre (by recalculation of 100%
spirit) (if imported from EEU countries)

50%, but not less than:

e AMD 3,000 for 1 litre (1 to 3
years old spirit)

e AMD 3,500 for 1 litre (4 to 5
years old spirit)

¢ AMD 6,000 for 1 litre (6 to 10
years old spirit)

* AMD 8,500 for 1 litre (11 to
15 years old spirit)

e AMD 14,000 for 1 litre (16 to
19 years old spirit)

e AMD 22,000 for 1 litre (more

than 20 years old spirit)

Raw oil and oil
materials

Gases produced from 1 ton

oil and other hydro-

carbons (except natural

Customs value or 1 ton; or product value
or 1 ton (if imported from EEU countries)

10%, but not less than AMD
32,500 for 1 ton

Factory price (if produced locally)
(excluding VAT and excise tax) or 1
kilogram; customs value on importation;
or product price or 1 kilogram (if imported
from EEU countries)

10%, but not less than AMD
400 for 1 kg

Cigars (containing
tobacco and other)

Cigarillos (containing
tobacco and other)

Filtered cigarettes
containing tobacco,
clove

Unfiltered cigarettes
containing tobacco,
clove, and other

Taxpayers producing excisable goods in Armenia should submit a quarterly excise tax
return by the 20th day of the month following the quarter and make excise tax payments
by the 20th day of each month.

Land tax

Land tax is assessed and collected at the municipal level and is paid biannually by
landowners and the permanent users of state-owned land. Tax on rented land is levied
on the lessor. The land cadastre (valuation system) is used to determine the value of the
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land. Land tax for agricultural land is calculated at 15% of the net income determined
by the cadastral evaluation. For non-agricultural land, the rate is 0.5% to 1.0% of the
cadastral value of the land.

Property tax

Property tax is assessed and collected at the municipal level on buildings, motor
vehicles, and means of water transport. The tax rate on buildings is 0.3%, which is paid
on the cadastral value.

Property tax for motor vehicles with up to ten seats is calculated as follows:

ga ciy (horsepower) Tax rate (per horse.p.owe'r.')

Property tax for motor vehicles with more than ten seats is calculated as follows:

Capacity (horsepower) Tax rate (per horsepower)

The annual property tax on motorcycles is calculated at the rate of AMD 40 for each
horsepower of tax base. The annual rate of property tax on watercraft is calculated at
AMD 150 for each horsepower of tax base.

Beginning from the fourth year after the year of production, the tax base for motor
vehicles and means of water transport is reduced by 10% per year, up to a maximum
reduction of 50%.

Legal entities should calculate property tax and pay this to the municipal budget on a
semi-annual basis. The semi-annual property tax calculations should be submitted to the
local tax inspectorates not later than the 20th day following the reporting half-year.

Transfer taxes
Armenia does not have any transfer taxes.

Stamp taxes
Armenia does not have any stamp taxes.

Turnover tax

The turnover tax is payable by commercial organisations and individuals (individual
entrepreneurs). The turnover tax replaces VAT and (or) CIT obligations for SMEs.
Mainly, the taxpayer cannot be charged the turnover tax if the turnover from the
transactions of the previous calendar year exceeds AMD 58.35 million. The taxpayer
should file an application to the tax authorities before 20 February of the calendar year
to become a turnover taxpayer. Note that there are also some other requirements to
which the taxpayer should meet to become a turnover taxpayer.

The turnover tax is imposed on the reporting period income (revenue) as follows:

Type of income Tax rate (%)
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TYPE Of INCOME oo Tax rate (%)
Rental income, interest, royalties, and assets’ disposal (including estate property) 10.0
Incomeonnotawactmtles ......................................................................... S5
P othertypeofactlwtles ............................................................... 2o

Turnover taxpayers engaged in trade activities should support their purchases with valid
documentation.

Turnover taxpayers are required to submit tax calculation on a quarterly basis and make
tax payment within 20 days following the end of the reporting period.

Taxation of a family business

From 1 October 2014, entities and/or individual entrepreneurs that qualify as a family
business enjoy exemption from all state taxes. Family businesses pay only monthly
income tax in the amount of AMD 5,000 per individual engaged in the business and
receiving income.

The business activity is considered a family business if the annual turnover (net of VAT)
of an entity does not exceed AMD 18 million for the previous year and if at least two
family members (parent, spouse, child, sister, brother) are engaged in that business.
Note that there are also some other limitations for entities to become qualified as a
family business.

Social security contributions

Mandatory contributions to pension funds are applicable for both Armenian and foreign
citizens who were born after 1 January 1974 (inclusive). However some employees could
have suspended the payment of social contributions until 1 July 2017 by submitting an
appropriate application.

Employers should automatically enrol all workers (except those who have submitted
an application to suspend the social payments) into a pension scheme and withhold
contributions in accordance to the following rates:

* If the monthly gross income is up to AMD 500,000, the employer should withhold
monthly social payment at a rate of 5%.

* If the monthly gross income is above AMD 500,000, the employer should withhold a
contribution in the amount of the difference of 10% of the income and AMD 25,000.

The maximum amount of monthly social payment is capped at AMD 25,000 by 1 July
2020.

The State contributes another 5% per month to the pension fund from its side, capped at
AMD 25,000.

Payroll taxes
Payroll income paid by the employer (tax agent) is subject to final withholding on a
monthly basis.

Branch income

When a non-resident company conducts business in Armenia through a subdivision
(i.e. a branch or a representative office) and maintains separate accounting records
for that subdivision, taxable income generally should be determined on the same
basis as for resident entities. Note that a subdivision is taxable on dividends received
from Armenian companies and may not carry forward losses, which differs from the
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treatment of resident entities (see the Deductions section for more information). However,
the subdivision may be able to overcome these restrictions under a relevant tax treaty.

If it is not possible to determine taxable profit based on the direct method (i.e. taxable
income less deductible expenses) for the subdivision of the foreign entity in Armenia,
income is determined based on a method agreed upon between the taxpayer and the tax
authorities. The law explicitly recognises the allocation method (the taxpayer allocates a
portion of its worldwide income and expenses to Armenia) as a possible approach.

Armenia has no special tax rules for non-commercial representative offices established
to engage in liaison-type activities. Such offices are subject to the normal CIT, but an
exemption from CIT may be available under a relevant tax treaty if the activities of the
representative office are not sufficient to constitute a PE for the foreign entity.

See the Withholding taxes section for a list of countries with which Armenia has a tax treaty.

Income determination

Taxable profits are defined as a positive difference between a taxpayer’s gross income
and deductible expenses. Gross income encompasses all revenues received by a taxpayer
from all economic activities, unless the revenues are expressly exempt from inclusion
under the law. Deductible expenses encompass all necessary and documented expenses
that are directly related to conducting business or earning profit, unless a specific
provision in the law restricts the deduction.

Inventory valuation
Inventories are generally stated at the lower of cost and net realisable value. First in first
out (FIFO) and average cost methods of valuation are generally used for tax purposes.

Capital gains

Capital gains are included in taxable income. Non-residents are taxable on the realised
capital gains from the increase of the value of the assets (including shares) located in
Armenia.

Dividend income

Dividends derived by an Armenian entity from another Armenian entity are exempt
from tax. Dividends derived by non-residents from Armenian entities are subject to 10%
withholding tax (WHT), unless relief is available under a relevant tax treaty (see the
Withholding taxes section).

Interest income
Interest income attracts normal CIT treatment.

Foreign income

Resident entities are liable to Armenian tax on their worldwide income. Foreign taxes
should be available for credit against Armenian tax liabilities, up to the amount of
Armenian tax payable on the foreign income.

There are no provisions in Armenian tax law allowing any tax deferral on income earned
abroad.

Deductions

Expenses incurred in the furtherance of a taxpayer’s business activities generally are
deductible, unless a specific provision in the law provides otherwise. Expenses that are
not supported by relevant documentation are not deductible.
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Depreciation and amortisation
Fixed assets are required to be depreciated using the straight-line method.

Fixed assets purchased (constructed) after 1 January 2014 should be pooled and
depreciated with the following maximum rates:

Maximum depreciation rate per

The annual depreciation amount is calculated as the product of (i) the carrying value
of the non-current asset group as of the end of the reporting date and (ii) the annual
depreciation rates specified for the group (per the above rates).

The cost of non-current assets acquired/constructed/developed during the year is added
to the carrying value of the given group of non-current assets and the cost of the non-
current assets alienated during the year (except those non-current assets that had been
acquired during the year of alienation) is deducted from the carrying value of the given
group of non-current assets.

Intangible assets may be amortised using the straight-line method over the lesser of the
asset’s useful economic life or 20% per annum.

Land may not be depreciated.

For fixed assets purchased (constructed) prior to 1 January 2014, the maximum rates per
annum for depreciating fixed assets are:

Maximum depreciation
Asset rate per annum (%)

Other industrial and commercial buildings, constructions, and 5
transmission devices

Industrial and commercial buildings, constructions, and transmission 100
devices located in a designated disaster area (currently Gyumri) e
Other fixed assets 20

Intangible assets created prior to 1 January 2014 may be amortised using the straight-
line method over the lesser of the asset’s useful economic life or ten years.

Goodwill
Payments with respect to goodwill and amortisation of goodwill are not deductible in
Armenia.

Start-up expenses
Start-up expenses are fully deductible, provided they are properly documented.
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Interest expenses
As a general rule, interest is deductible if the related debt is used to fund business

activities of the taxpayer and the interest rate is not more than double the Central Bank
of Armenia rate (currently, the deductible interest rate is capped at 24%).

In addition to the existing cap (twice of the Armenian Central Bank’s settlement rate),
if borrowings are received neither from banks nor from credit organisations, the
deductible interest expense payable within the tax year should not exceed:

* nine times the value of tax net assets of taxpayers who are banks and credit
organisations, and
* twice the value of tax net assets of other taxpayers.

The net assets are a positive difference between the taxpayer’s assets and liabilities
calculated for tax purposes. The value of net assets should be considered based on
results of the reporting year.

The restriction does not apply to the funds borrowed from international organisations
specified by the government. The restriction also does not apply to the interest payable
on funds attracted from publicly placed debt instruments (securities).

Bad debt
A taxpayer is entitled to deduct bad debts if the taxpayer creates a reserve and allocates
the amount of bad debt in the following proportions:

* Up to 90 days from the due date: 0%.

* From 91 to 180 days from the due date: 25%.
* From 181 to 270 days from the due date: 50%.
* From 271 to 365 days from the due date: 75%.

Beyond 365 days, bad debts of less than AMD 100,000 may be deducted. For larger
debts, the company would need to have pursued the debt through the courts before a
deduction may be taken.

Charitable contributions
Charitable donations and contributions to non-profit organisations are deductible in
amounts of up to 0.25% of gross income.

Lease payments

Lease payments on operating leases are deductible. The lessor claims a deduction for
depreciation of the leased assets. Financial leasing is treated for tax purposes as if a sale
had been made. The lessee includes the value of the property in the relevant group of
fixed assets and claims depreciation charges. The lessee also deducts the interest and
commission elements of the lease payments in the period in which they are payable.
Similarly, the lessor recognises taxable income for the total principal amount of the lease
at the time when the asset is transferred and recognises the interest and commission
element of the payments over the term of the lease.

Fines and penalties
Commercial fines and penalty expenses are deductible for CIT purposes. Fines and
penalties paid to the state or municipal budgets are not deductible.

Taxes
Non-refundable (non-credited) taxes (e.g. property tax, land tax, expensed VAT), duties,
and other obligatory payments are deductible for CIT purposes.

Other significant items
The deductibility of the following common items is limited for CIT purposes:
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* Expenses incurred for advertising outside Armenia are limited to the greater of 3% of
gross income or 20% of the value of services or goods exported from Armenia.

* Expenses for training of staff outside Armenia is limited to the lesser of 4% of the
gross income of the reporting year or AMD 3 million per employee.

* Expenses for foreign trips are limited to 5% of the gross income of the reporting year.

* Representative expenses are limited to the lesser of 0.5% of the gross income of the
reporting year or AMD 5 million.

Net operating losses
Companies are entitled to carry forward losses to the five subsequent income years.
Armenian law does not allow the carryback of losses.

Payments to foreign affiliates
Payments to foreign affiliates are deductible if they meet the normal tests for
deductibility.

Group taxation

There are no group taxation provisions available in Armenia.

Transfer pricing
Armenia does not have formal transfer pricing rules. The tax authorities may apply
market prices in limited cases.

Adoption of transfer pricing rules, which will be based on Transfer Pricing Guidelines
for Multinational Enterprises and Tax Administrations issued by the OECD (OECD
Guidelines), on pricing issues is currently in process.

Thin capitalisation
Armenia does not have thin capitalisation rules. However, there are certain limitations
on deductibility of interest expenses (see Interest expenses in the Deductions section).

Controlled foreign companies (CFCs)
There are no CFC rules in Armenia.

Tax credits and incentives

The government accepted a bill on amendments to the CIT Law that provides additional
tax incentives to Armenian resident entities eligible under the government’s export
promotion-oriented program. The group of entities involved in the program approved
by the government will enjoy CIT rates reduced up to tenfold from the general 20% CIT
rate. Mainly, businesses exclusively engaged in exports with an annual turnover of at
least AMD 50 billion will enjoy a 2% reduced CIT rate. For the companies whose annual
export turnover is at least AMD 40 billion, the CIT rate will be reduced to 5%. Note

that there are several other conditions the companies should meet to be eligible for the
program.

Taxpayers engaged in agricultural production are exempt from tax on that income.

Armenian resident companies implementing a business plan that is approved by the
government may deduct the amount of the annual salaries for the new jobs created from
the CIT liability of that year, but not greater than the 30% of the actual CIT calculated.
The incentive is applicable for three fiscal years, including the year of the start of the
business.
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From 9 January 2015, the government enacted a law supporting and providing
incentives to resident start-ups in the IT sector with employees not exceeding 30 people.
The government is entitled to assist those start-ups to get favourable bank credit and
funding. Also, the profit of the companies generated from sales of IT products is exempt
from CIT. PIT to be withheld from salaries of the companies’ employees is reduced to
10%.

Foreign tax credit

Tax residents are allowed to credit foreign taxes paid on income received abroad against
their Armenian tax liabilities. The amount of foreign tax credit is limited to the amount
of Armenian tax that would arise from the equivalent income in Armenia.

Withholding taxes

Payments to non-residents are subject to the following WHT rates:

* Payments for insurance, reinsurance, and transportation are subject to WHT at the
rate of 5%.

* Dividends, interests, royalty, income from the lease of property, and increase in the
value of property are subject to WHT at the rate of 10%.

* Other income (from services) received from Armenian sources is subject to WHT at
the rate of 20%.

WHT is required to be transferred to the budget not later than the 20th day of the month
following the payment of income. A WHT return should be submitted by 20 February
following the reporting year.

WHT rates for non-residents may be reduced under a relevant tax treaty.

Recipient Dividends (%) Interest (%) _..Royalties (%)
10
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The direct ownership threshold for the 5% rate is 10%. The 15% rate applies in other cases.

The 0% rate applies to the sale on credit of industrial, commercial, and scientific equipment, and
capital goods, and to interest on loans granted by banks. The 10% rate applies in other cases.

The 5% rate applies if the recipient company directly holds at least 40,000 United States dollars
(USD) of the capital of the company paying dividends. The 10% rate applies in other cases.

The 5% rate applies if the recipient company directly owns at least 25% of the capital of the
company paying dividends and the capital invested exceeds USD 100,000. The 15% rate applies in
other cases.

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

The 0% rate applies if the recipient company directly or indirectly owns at least 25% of the capital of
the company (during the latest two calendar years) paying dividends, provided that such dividends
are tax exempt in the recipient company country. The 10% rate applies in other cases.

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

The 5% rate applies to royalties on copyright on software, trademark, model or project, industrial,
commercial, scientific information (know-how) etc. The 10% rate applies to copyright royalties,
including films, etc.

The 5% rate applies if the recipient company directly or indirectly holds at least 10% of the capital of
the company paying dividends. The 15% rate applies in other cases.

The 0% rate applies to government debt and government-assisted debt. The 5% rate applies to
interest on loans or credit granted by banks. The 10% rate applies in other cases.

The 5% rate applies to literary, artistic, or scientific work copyright royalties and to film and
broadcasting royalties. The 10% rate applies in other cases.

The 0% rate applies to the credit sale of industrial, commercial, or scientific equipment, to the credit
sale of merchandise or services, and to loans granted by a bank. The 10% rate applies in other
cases.

The 5% rate applies to copyright royalties. The 10% rate applies in other cases.

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

The 0% rate applies to interest on loans granted by banks. The 10% rate applies in other cases.
The 0% rate applies if the beneficial owner has invested at least 150,000 euros (EUR) in equity. The
5% rate applies in other cases.

The 5% rate applies if the recipient company directly holds at least 25% of the capital of the paying
company. The 10% rate applies in other cases.

The 0% rate applies to interest that shall not be taxed by the other contracting country in similar
cases. The 5% rate applies in other cases.

The ownership threshold for the 10% rate is 30%. The 15% rate applies in other cases.

The 10% rate applies if the beneficial owner is a company that directly owns at least 25% of the
capital of the company paying dividends. The 15% rate applies in other cases.

The ownership threshold for the 0% rate is 25% (during the latest two calendar years), provided that
such dividends are tax exempt in the recipient company country. The direct ownership threshold for
the 5% rate is 10%. The 15% rate applies in other cases.
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capital (representing at least USD 100,000) of the company paying dividends for at least 12 months.
The 10% rate applies in other cases.

23. The 5% rate applies if the capital invested by the company receiving the dividends exceeds USD
100,000. The 10% rate applies in other cases.

24. The ownership threshold for the 5% non-portfolio rate is 10%. The 0% rate applies if the dividends
out of which the profits are paid have been effectively taxed at the normal rate for profits tax and the
dividends are exempt income to the Dutch recipient. The 15% rate applies in other cases.

25. The ownership threshold for the 0% rate is 25% (during the latest two calendar years), provided
that such dividends are tax exempt in the recipient company country. The 10% rate applies in other
cases.

26. The 5% rate applies if the recipient company directly holds at least 25% of the capital of the paying
company and the capital invested exceeds 200,000 Swiss francs (CHF). The 15% rate applies in
other cases.

27. The 5% rate applies if the recipient company directly or indirectly owns at least 25% of the capital
of the company paying dividends and the capital invested is at least 1 million pound sterling (GBP).
The 15% rate applies to the income derived directly or indirectly from immovable property by an
investment that distributes most of this income annually and income from such immovable property
is exempted from tax. The 10% rate applies in other cases.

22. The 5% rate applies if the company receiving dividends has directly owned at least 10% of the n

Tax administration

Taxable period
In Armenia, the taxable period is the calendar year.

Tax returns
The annual CIT return for resident entities must be filed by 15 April.

Payment of tax
The tax corresponding to the CIT return for resident entities is payable by 25 April.

Taxpayers are also required to make advance CIT payments by the 15th day of the last
month of each quarter. Each advance payment is equal to 18.75% of the CIT paid for the
previous year. For payments before the previous year’s tax is calculated (e.g. January to
March), tax is paid based on the last filed tax return, and an adjustment is made in the
first advance tax payment made after the previous year’s tax is calculated to correct the
amount paid. If advance payments exceed the CIT liability for the year, the excess may
be refunded.

Branches of foreign companies pay advance CIT biannually, but only if their CIT for the
preceding year exceeded AMD 2 million. Each advance payment is equal to one-fourth of
the CIT paid for the previous year. The annual tax return for branches is filed by 15 April.
The corresponding tax is payable by 25 April.

Tax audit process

Risk based audits

For the purposes of planning audits, the authorities develop risk criteria that are
approved by the Armenian government. Based on the risk criteria, entities are classified
into the following three categories:

* High risk entities.
e Medium risk entities.
¢ Low risk entities.

The authorities should approve the audit plan (list of audit targets) for the following

year before 1 December or 1 July of the preceding year. The list of audit targets is
published during the three days after the audit plan has been approved.
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Tax audits

The tax authorities may carry out scheduled audits a maximum of once each year for
high risk taxpayers, once each three years for medium risk taxpayers, and once each five
years for low risk taxpayers.

Business entities must be notified of the audit in writing at least three days before the
scheduled audit.

For normal business entities, the scheduled audit should be carried out within 15
business days, although the period may be extended by up to ten days. For companies
whose annual revenue exceeds AMD 3 billion, the period may be extended by up to 75
business days.

The actual period of the inspection for normal business entities should not exceed 30
business days and 90 business days for large companies.

Before starting an audit, the tax inspector must present a written order to the taxpayer
outlining the scope and period of the tax audit. The written order specifies the names of
the officials who may participate in the audit.

Statute of limitations
The statute of limitations is four years.

Topics of focus for tax authorities

There are no specific topics of focus for the tax authorities. In practice, the tax
authorities perform a comprehensive audit of the taxpayer’s books, covering all taxes
and mandatory payments.

Other issues

Intergovernmental agreements (IGAs)

A Model 2 IGA is treated as ‘in effect’ by the US Treasury as of 8 May 2014. The United
States and Armenia have reached an agreement in substance, and Armenia has
consented to disclose this status. In accordance with this status, the text of such IGA
has not been released, and financial institutions in Armenia are allowed to register on
the Foreign Account Tax Compliance Act (FATCA) registration website consistent with
the treatment of having an IGA in effect, provided that the jurisdiction continues to
demonstrate firm resolve to sign the IGA as soon as possible.
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Significant developments

The new health levy

On 24 November 2014, the Parliament of Aruba passed the State Ordinance of the so-
called ‘health levy’ (Bestemmingsheffing Algemene Ziektekosten Verzekering or BAZV). The
health levy entered into force as of 1 December 2014 and is levied on turnover. All
entrepreneurs in Aruba are subject to the health levy.

The health levy shares many similarities with the turnover tax, except, among others,
that the health levy is called a levy, it has a different percentage, and the total revenue
collected will not be destined for the general funds of the government of Aruba. Instead,
its revenue will be deposited on a monthly basis by the tax authorities into the general
health insurance fund (Algemene Ziektekosten Verzekering or AZV).

The rate of the health levy is 1%. Recently, the 2015 budget of the government of Aruba
was treated by the Parliament of Aruba. In order to decrease the government’s deficit,
Parliament approved to reduce the government’s contribution into the AZV fund. By
shifting part of the funding from direct (AZV premium) to indirect taxation (BAZV), the
work force would be compensated, and the Parliament expects additional funds into the
AZV fund. In this regard, the Parliament of Aruba approved an increase of the health
levy by 1% as of 1 July 2015. After this increase, the health levy rate will be 2%.

Depending on the dynamic of the legislative process, the effective date of the
abovementioned changes could be 1 July 2015. Please contact us for the effective date of
the abovementioned changes.

For more information, see Health levy in the Other taxes section.

VAS system for the corporate income tax (CIT)

Recently, the government of Aruba announced its plan to reform the tax laws in
Aruba. One of the important changes is the introduction of a ‘Payment on Return’
system (Voldoening op Aangifte Systeem or VAS) for CIT. The government is planning to
introduce the VAS system for the financial/tax year 2014. The change is currently not
certain, since the law still has to be formalised.

VAS system in general

In short, under the VAS system, CIT due must be paid at the moment the CIT return

is filed with the tax authorities (same as the payroll taxes and BBO/BAZV). Under the
current system, the tax payer must wait for a CIT assessment to be imposed before the
CIT can be paid. This can take up to five years before this assessment is received.

Under the VAS system, the CIT return of a financial year must be filed and the
corresponding CIT due must be paid within five months after the end of the financial
year (hereafter: ‘first deadline’). For financial years that are equal to the calendar year,
the first deadline would be 31 May.

If filing a CIT return is not possible as per the first deadline, a onetime filing extension
of six months (hereafter: ‘second deadline’) can be obtained if a preliminary CIT return
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is filed and the corresponding CIT due is paid before the first deadline. Note that the
preliminary CIT return must report at least the same taxable profit as the most recently
filed CIT return. For financial years that are equal to the calendar year, the (extended)
second deadline would be 30 November.

Lower taxable profit

If it is known that the taxable profit of a certain financial year is lower than the taxable
profit according to the most recently filed CIT return, it is best that the financial
statements of the concerning financial year are finalised and the corresponding CIT
return filed before the first deadline. Otherwise, in that case the taxpayer would have
to file a preliminary CIT return and pay a higher CIT than the actual CIT due for the
concerning financial year. When filing the ‘final’ CIT return before the second deadline,
the taxpayer could then report the lower taxable profit. If the tax authorities do not
dispute the return, the tax authorities must in that case refund the overpaid CIT within
six months after the ‘final’ CIT return was filed.

Financial year 2014

Since 2015 is (probably) going to be the year of introduction of the VAS system, and
considering that some taxpayers might be behind with their administration, the year
2015 would be a transitional year as regards the filing of the 2014 CIT return based on
the VAS system.

For financial years that are equal to the calendar year, we understand that the first
deadline would be 30 September 2015 (instead of 31 May). If filing a 2014 CIT return

is not possible as per the aforementioned first deadline, a onetime extension of three
months can be obtained, thus up to 31 December 2015 if a preliminary 2014 CIT return
is filed (which is equal to the most recently filed CIT return) and the corresponding 2014
CIT due is paid before the first deadline of 30 September 2015.

Taxes on corporate income

Resident companies are taxed on their worldwide income. Non-resident companies are
taxed on the following Aruba-source income:

* Profits allocated to a permanent establishment (PE) or permanent representative in
Aruba.

* Profits from real estate located in Aruba.

* Profits on loans secured by a mortgage on real estate located in Aruba.

Aruba has a flat corporate income tax (CIT) rate of 28%. Aruba also has special tax
regimes (e.g. the imputation payment company [IPC], the Aruba exempt company,
the fiscal transparent company, the free zone company, the so-called oil refinery or oil
terminal regime), which are ultimately taxed at a lower tax rate. For a full discussion of
these special tax regimes, see the Tax credits and incentives section.

CIT is levied on the income as reflected in the profit and loss statement less any
allowable deductions based on Aruba tax and case law.

Corporate residence

The place of residency of a corporation, association, society, foundation, or body is
determined based on the circumstances. If the aforementioned entities are managed
and controlled in Aruba, they will, in principle, be deemed to be resident in Aruba. If the
legal form of an entity is governed by the Aruban law, then its place of residency will be
considered continuously to be in Aruba.
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Permanent establishment (PE)

If a foreign entity carries on a business through a PE or a permanent representative in
Aruba, it will be subject to CIT in Aruba. While Aruba does not have rules and regulation
as to the definition and interpretation of the term ‘permanent establishment’, a PE is
deemed to exist if the place of execution of a building site or construction, excavation,
maintenance, cleaning, assembly, or installation activities surpasses a period of 30

days. The memorandum of explanation refers to the commentary on Article 5 of the
Organisation for Economic Co-operation and Development (OECD) model convention
for the definition and interpretation of the term ‘permanent establishment’.

Other taxes

Turnover tax

Aruba does not have a value-added tax (VAT) or sales tax, but it does have a business
turnover tax. Turnover tax is levied at the rate of 1.5% on the delivery of goods or
services rendered in Aruba. Goods that are imported into Aruba are not subject to
turnover tax. A turnover tax exemption is applicable on exports. The exemption is
applicable if the entrepreneur has asserted that the turnover is realised in connection
with the delivery of goods to customers located outside of Aruba, where the goods in
connection with the delivery are sent or transported to a destination outside Aruba.

Goods are all physical objects as well as electricity, gas, heating, cooling, and such.
Services are all performances rendered against payment. A payment is defined as all
proceeds in connection with the delivery of goods or services rendered. If a payment is
not completely made via money, the fair market value of the compensation should be
taken into account.

Taxable events

In the case of goods, the place of the taxable event is either where the transportation
starts (if sold abroad) or at the physical location of the goods at the moment it is
delivered. The place of the taxable event with regard to services is generally the place
where the entrepreneur is established or from where one has a PE from which the
service is rendered. As an exception to the aforementioned general rule, the place of
the taxable event for certain services (e.g. services related to a real property) is the
place where the actual services are rendered (e.g. the place where the real property is
situated).

Exemptions

Some exemptions apply. For example, no turnover tax is levied on the sale of immovable
property if it is also subject to transfer tax. Furthermore, exemptions also apply to
interest received or payments for hotel rooms or leasing of apartments (insofar as room
tax has been paid on the proceeds) and casino revenues (insofar as gambling duties are
due on these revenues).

Formalities

The turnover tax is due within 15 days of the calendar month following the calendar
month over which the turnover tax is due. A turnover tax return must be submitted to
the tax authorities together with payment of the amount due.

Health levy (Bestemmingsheffing Algemene Ziektekosten Verzekering or
BAZV)

The health levy shares many similarities with the turnover tax, except, among others,
that the health levy is called a levy, it has a different percentage, and the total revenue
collected will not be destined for the general funds of the government of Aruba. Instead,
its revenue will be deposited on a monthly basis by the tax authorities into the general
health insurance fund (AZV).
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The health levy entered into force as of 1 December 2014 and is levied at 1% of turnover.
All entrepreneurs in Aruba are subject to the health levy. The Parliament of Aruba
approved to increase the health levy by 1% as of 1 July 2015. After this increase, the
health levy rate will be 2%. Depending on the dynamic of the legislative process, the
effective date of the abovementioned changes could be 1 July 2015.

Taxable events

The health levy is levied on the supply of goods and/or rendering of services in Aruba.
Goods are defined as all physical objects except water, gas, and electricity. Services are
defined as all services rendered against payment. The taxable base consists of the entire
taxable turnover received by the entrepreneur.

Exemptions

For the health levy, the same exemptions apply as for the turnover tax (e.g. leasing of
houses for residential use, leasing of hotel rooms, casino revenue, schools, day cares,
banking and insurance activities).

Please contact us for a complete overview of the exemptions.

Fiscal unity

Under the same conditions as for the turnover tax, a fiscal unity can be formed for health
levy purposes. Within such fiscal unity, the supply of goods and rendering of services
between group entities are consolidated and are therefore not taxable for the health
levy. The health levy will then be levied at the level of the parent company.

Formalities

The health levy has the same filing and payment due dates as the turnover tax, which is
ultimately the 15th day of the month following the month over which the health levy is
due. At this moment, it is unclear if the tax authorities will issue a separate health levy
return form or whether the health levy will be included in the turnover tax returns.

Furthermore, same as the turnover tax, the filing and remittance of the health levy is, in
principle, cash based unless a request is filed at the tax authorities to file and remit on an
invoice-based system. The tax authorities have indicated that all decrees issued for the
application of the invoice-based system will automatically apply for the health levy.

Import duties

Import duties are imposed by a tariff, which is set as a percentage of the cost, insurance,
and freight (CIF) value of the product. A classification rule has been published that
categorises various imported products into groups. A tariff ranging from 0% to 50% is
levied on the various groups of products.

Excise duties

Excise duties are imposed on products such as spirits, cigarettes, mineral oil, and
distillery. The taxable base of the excise duties is based on either the weight, volume,
and/or the amount of the aforementioned products.

Ground tax

A person or entity that, as of 1 January of each year, owns real estate in Aruba or uses
real estate based on property rights is subject to ground tax. The ground tax is levied on
the registered value, which is determined once every five years by the tax authorities,
and can only be protested in the first year of the aforementioned period (taking into
account the two month objection period as of the date of the assessment). The rate
amounts to 0.4% of the registered value of the real estate minus a general exemption
of 60,000 Aruban florins (AWG). If the real estate is not used or is empty for more than
six months in a year, a reduction in the ground tax due can be requested from the tax
authorities.
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Real estate transfer tax

If real estate situated in Aruba is transferred, the buyer of the real estate must pay
transfer tax on the sales price of the real estate (unless the value registered at the tax
authorities is higher, in which case the registered value is the basis for the levy). The
rate for the transfer of the legal ownership of real estate with a value not exceeding AWG
250,000 is 3%. The rate for the transfer of the legal ownership of real estate with a value
exceeding AWG 250,000 is 6% (due on the total amount).

If shares in a real estate company are sold, no transfer tax is due.

Stamp taxes

Stamp taxes are, in principle, due on all documents as indicated in the Stamp State
Ordinance. In practice, it is usually only levied on the documents used in the course of a
legal suit.

Registration taxes
Aruba does not impose registration taxes.

Foreign exchange commission (FEC)
An FEC is due when residents make a payment abroad in connection with certain legal
transactions. The FEC is calculated as 1.3% of the payment abroad. Based on the State
Ordinance, a payment abroad is considered:

e apayment with local currency or a payment from a florin account, whether or not by
electronic transfer

* apayment with foreign currency or a payment from a foreign currency account,
whether or not by electronic transfer, or

* apayment from a foreign currency account held abroad or from an inter-company
account held by a person or entity abroad, whether or not by electronic transfer.

FEC is due to the extent the abovementioned payment is a result of one or more of the
following legal transactions:

* the purchase of foreign instruments of payments or foreign monetary instruments

* obtaining control over receivables in one or more foreign currencies, or

* the crediting of an account in name of a non-resident of Aruba held at a foreign
exchange bank or an institution abroad.

Furthermore, FEC will be levied on the purchase of foreign currencies with Aruban
florins.

According to the policy of the Central Bank of Aruba, an exemption for the FEC applies
when cash is transferred to a foreign bank account of an Aruban resident. In order to
apply for this exemption, certain formalities must be met. First, the foreign bank account
of the Aruba resident must be registered at the Central Bank of Aruba. Secondly, the
Central Bank of Aruba must grant a so-called exemption for requirements. In addition,
certain overviews of transactions regarding the foreign bank account must be filed with
the Central Bank of Aruba on a quarterly basis.

Tourist levy

The tourist levy rate is 9.5% of the compensation (including charges) that the tourist
pays for the use of lodging or a hotel room.

The taxable base for the tourist levy on timeshare units is set at:

* AWG 179 per day for studio units.

* AWG 193.95 per day for one bedroom units.
* AWG 223.75 per day for other than the abovementioned units.
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The abovementioned fixed fees are not applicable in the event the time-share unit is
made available to other guests that are not time-share guests. In that case, 9.5% tourist
levy is due per day on the compensation paid by other guests for the use of the unit.

With regard to all-inclusive packages, the taxable base is set on 50% of the price of the
all-inclusive package with a minimum of AWG 162 per day, increased with charges (e.g.
service charges and energy charges).

Local citizens registered in the Aruban municipal register are not subject to the tourist
levy. The owner of a condominium is also exempted from the tourist levy.

Wage tax

Wage tax is an advance levy to the personal income tax for employees. Wage tax has

to be withheld as soon as an employment exists, and the employer is, in principle, the
withholding agent. If employment involves a foreign employer, this employer only has to
withhold wage tax if the employer has a PE in Aruba. The tax authority may, however,
appoint a foreign employer as a withholding agent even if there is no PE.

Social security premiums
In Aruba, the following social security premiums are levied in connection with the wage
tax.

Old Age Pension/Widow and Orphans Pension (Algemene
Oudersdomsverzekering/Algemene Weduwen- en Wezen verzekering or AOV/
AWW) premium

The AOV/AWW premium is paid by the employer and employee. The maximum
premium income for the AOV/AWW is AWG 85,000.

As of 1 January 2015, the premium rate for the AOV is 14.5% (previously 13.5%). The
employer’s part is 10% (previously 9.5%), and the employee’s part is 4.5% (previously
4%).

The premium rate for the AWW is 1%.

General health insurance (AZV) premium

The AZV premium, which is paid by the employer and the employee, is 11.5%, up to a
maximum of AWG 9,775. The premium paid by the employer is 8.9%, up to a maximum
of AWG 7,565. The premium paid by the employee is 2.6%, up to a maximum of AWG
2,210. The aforementioned percentages are to be calculated over the premium income,
which is maximised at AWG 85,000.

Sickness, accident, and cessantia insurance premium

The sickness, accident, and cessantia insurance premium, which is only paid by the
employer, consists of three parts: 2.65% for sickness insurance, a flexible rate of 0.25%
up to 2.5% for accident insurance, and an amount of AWG 40 per employee year for
the cessantia insurance. The rate of the accident insurance is dependent on the risk of
the work performed. The premium income for the sickness and accident insurance is
maximised to a wage of AWG 65,052. The cessantia is, in principle, paid upon dismissal
of the employee by the employer, unless the dismissal is due to acts of the employee.

Branch income

Branch income is, in principle, determined according to the separate entity approach.
Branches of foreign insurance companies apply a specific profit determination method.
Furthermore, the transfer of profits to the head office is not subject to taxation.

Branch profits are subject to the normal CIT rate of 28%.
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Inventory valuation

Inventories may generally be stated on a last in first out (LIFO) or first in first out (FIFO)
basis, provided the method chosen conforms to sound business practices. Conformity of
book and tax reporting is not required.

Capital gains
Capital gains are taxed as ordinary income. However, capital gains realised on the
disposal of a shareholding qualifying for the participation exemption are tax exempt.

The participation exemption applies, in general, if an Aruban company holds shares
or participation certificates in companies, associations, or foundations that carry
on a business. If shares or participation certificates are held in a foreign entity, the
participation exemption only applies if they are not held as an investment and the
foreign entity is subject to a tax on profits.

The capital gain realised on the disposal of assets may be carried over to a special tax
deferral reinvestment reserve but must be deducted from the acquisition costs of the
new asset. In principle, this reinvestment reserve cannot be maintained for more than
four consecutive years. If the reserve has not been used after four years, the remainder
will be subject to taxation.

Capital losses are tax-deductible unless these losses are incurred on shares to which the
participation exemption is applicable.

Dividend income

Provided the conditions of the participation exemption are met (see the Capital gains
section above), an Aruban company is exempt from taxation on all benefits from the
participation, including inter-company (cash) dividends.

Costs made in connection with the ownership of the participation (i.e. administration
costs, interest, management expenses) are not deductible from the taxable result of the
Aruba parent company.

Stock dividends
Stock dividends are allowed and treated as regular dividend income. The stocks will be
valued at market value for tax purposes.

Interest income
Interest income is taxed as ordinary income.

Foreign income

A resident taxpayer is subject to CIT on its worldwide income. Double taxation of certain
foreign-source income is avoided by means of the exemption method. If there is no legal
possibility to exempt income and prevent double taxation, the foreign tax paid can be
claimed as a deduction.

An Aruba corporation is taxed on foreign interest and other income as earned, and on
foreign dividends when received. Undistributed income of foreign subsidiaries is not
taxable.

The profits of a PE in Curacao, St. Maarten, or the Netherlands, including the Caribbean
Netherlands, are tax exempt in Aruba based on the tax arrangement with the Kingdom
of the Netherlands. In the case of a PE outside the Kingdom of the Netherlands (i.e.
other than the Netherlands, Aruba, Curagao, and St. Maarten), the income realised
through the PE, after deduction of foreign taxes, is tax exempt.
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Deductions

Depreciation
Depreciation of tangible fixed assets, excluding land, is taken over the estimated useful
life of the asset. The tax authority has issued the following estimated depreciation table:

Assets Depreciation rate (%) Residual value (%l
2/2.5

10
10/20

33/50
10/12.5
10 cese

20
33

5
20
20

The basis for depreciation includes all costs incurred with the purchase of an asset
less the residual value. The straight-line method is customary; however, the declining-
balance method is also acceptable.

As of 1 June 2010, accelerated depreciation has been introduced on assets that are used
in the course of an industrial business and whose acquisition or production costs are
above AWG 90 million. Aforementioned assets may be depreciated in ten equal annual
parts. Note that IPCs can’t apply this facility.

Interest expenses

If interest or other payments (e.g. remunerations paid for the use of material and/or
immaterial goods or services rendered) are made to entities, these payments should
be made at arm’s length. If the transaction is not at arm’s length, only the arm’s-length
payment may be deducted from taxable income.

Even if the transaction is at arm’s length, the interest or other payments may still not be
deductible from the taxable result of the Aruban company unless the Aruban company
asserts that one of the following circumstances is applicable:

* The receiving company is not affiliated (see criteria below) to the Aruban company.

* The receiving company is subject to an effective tax rate of at least 15%.

* The shares in the receiving company are all held directly or indirectly by a company
whose shares (for at least 50% of the outstanding shares and representing at least
50% of the voting rights) are listed on a qualified stock exchange.

An affiliation with the taxpayer is deemed to exist in the following cases:

* The taxpayer has an interest of at least one third in another entity.

* Anindividual or entity has an interest of at least one third in the taxpayer.

* A third party has an interest of at least one third in another entity, while this third
party also has an interest of at least one third in the taxpayer.

If an at arm’s-length payment is made to an affiliated company that is subject to taxation
but pays an effective tax rate of less than 15%, only 75% of the payment made is allowed
as a deduction.
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Bad debt
It is possible to make a provision for future expenses with a cause existing on the balance
sheet of the tax year in question; consequently, a provision may be made for bad debts.

Charitable contributions
The allowable gift deduction is AWG 50,000. The institution must be established in
Aruba and serve one of the following interests:

* Religious.

* Charity.

e Cultural.

* Sportive.

¢ Scientific.

e Public interest.

Fines and penalties

Fines imposed by an Aruban criminal judge, amounts paid to the state to prevent
criminal prosecution, and fines and penalties imposed in accordance to the State
Ordinance on General Taxes are not tax deductible.

Taxes

Taxes paid by the company, with the exception of CIT, are tax-deductible. Taxes paid by
the company with respect to the purchase of an asset (e.g. real estate transfer tax paid
while obtaining real estate) should be capitalised in the cost of the asset.

Net operating losses

A net operating loss may be carried forward to the five years following the tax year in
which the loss was incurred. If the net operating loss has not been offset against profits
within this period, the remaining net operating losses will expire. Net operating losses
incurred by an IPC and companies operating an oil refinery or oil terminal as of 1
January 2010 may be carried forward indefinitely. Carrybacks of net operating losses are
not permitted.

Payments to foreign affiliates

If interest or other payments (e.g. remunerations paid for the use of material and/or
immaterial goods or services rendered) are made to entities, these payments should
be made at arm’s length. If the transaction is not at arm’s length, only the arm’s-length
payment may be deducted from the taxable income.

Even if the transaction is at arm’s length, the interest or other payments may still not be
deductible from the taxable result of the Aruban company unless the Aruban company
asserts that one of the following circumstances is applicable:

* The receiving company is not affiliated (see below) to the Aruban company.

* The receiving company is subject to an effective tax rate of at least 15%.

* The shares in the receiving company are all held directly or indirectly by a company
whose shares (for at least 50% of the outstanding shares and representing at least
50% of the voting rights) are listed at a qualified stock exchange.

An affiliation with the taxpayer is deemed to exist in each of the following cases:
* The taxpayer has an interest of at least ¥ in another entity.
* Anindividual or entity has an interest of at least % in the taxpayer.

¢ A third party has an interest of at least ¥ in another entity, while this third party also
has an interest of at least ¥ in the taxpayer.
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If an arm’s-length payment is made to an affiliated company that is subject to taxation
but pays an effective tax rate of less than 15%, only 75% of the payment made is allowed
as a deduction.

Group taxation

Fiscal unity

Based on a policy of the Aruban tax authorities, Aruban resident public limited
companies (naamloze vennootschap or NV) with at least 99% of the shares in other
Aruban resident NVs can file a consolidated tax return (i.e. fiscal unity). In order to
apply for this facility, a request must be filed with the Aruban tax authorities. Certain
conditions must be met for the application of this regime, for instance the companies
in the fiscal unity must be of the same tax regime. Advantages of this facility are that
the recognition of inter-company profits may be deferred and losses may be offset with
profits of other companies within the fiscal unity.

Transfer pricing

The arm’s-length principle (ALP) rule is codified in the Aruban State Ordinance Profit
Tax (SOPT). If a corporate entity or individual participates, directly or indirectly, in

the management, supervision, or the capital of two or more corporate entities, the
conditions related to all transactions between these affiliated parties should be at
arm’s length. The ALP is applicable on all transfer pricing between affiliated companies
with regard to all mutual legal relations (e.g. purchase prices, management fees,
remunerations for services provided, royalty payments). The conditions should be
business like, whereas the same conditions should apply as would have if the same
transaction had taken place with a third party.

A documentation obligation is applicable in the SOPT. The explanatory notes on the
bill state that for the meaning and application of the ALP and the documentation
obligation, the OECD guidelines for Multinational Enterprises and Tax Administration
should be considered. The documentation obligation is applicable at the moment that a
transaction takes place.

Non-compliance to the documentation obligation leads to a reversed burden of proof

to the taxpayer. From the explanatory notes of the profit tax return forms, it seems that
the tax authorities require, as a minimum amount of documentation about the transfer
pricing method used, the reason why the method was chosen and a substantiation of the
manner of how the price was determined.

In light of the extensive OECD guidelines and considering the small-scale economy of
Aruba, it is unclear to what extent the aforementioned requirements and the OECD
guidelines should be followed. Up to this moment, the legislature has not provided
detailed implementation guidelines on the documentation obligation.

Thin capitalisation
Aruba does not have thin capitalisation rules.

Controlled foreign companies (CFCs)
Aruba does not have CFC legislation.

Tax credits and incentives

Aruban CIT legislation no longer provides tax incentives. The legislation does, however,
provide incentives for certain special tax regimes that can be used to reduce the overall
tax liability, such as the IPC, the Aruba exempt company, the fiscal transparent company,
the free zone company, and the so-called oil refinery and oil terminal regime.
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Timeshare resorts are allowed to form a maintenance reserve for repairs and
maintenance of the resort. The aforementioned reserve will be added back to the taxable
income after ten years if the repairs and or maintenance did not take place. Maintenance
reserves formed in earlier years will be recognised.

Maintenance reserve for timeshare resorts n

The imputation payment company (IPC)

The IPC is, in principle, an NV or a limited liability company (vennootschap met beperkte
aansprakelijkheid or VBA) that pays the regular CIT rate of 28%. However, when certain
stringent conditions are met, the shareholder of the IPC can request an imputation
payment of 26/72 of the (formal) dividend distributed. Provided that the 0% dividend
withholding tax (WHT) is applicable, the effective tax rate can be lowered to 2%.

In order to qualify for the IPC status, the following requirements must be met:

* The IPC must perform qualifying activities (see below) in Aruba.

* An Aruba-resident individual must be a member of the board of managing directors
of the IPC.

* The articles of association state that the shares of the IPC are registered and that the
directors keep a shareholders registry in which all shareholders are registered.

* The articles of association state that the financial statements are drawn up according
to internationally accepted principles (like IAS or GAAP) and an audit by a qualified
(group of) independent certified public accountant(s) is necessary.

* The board of managing directors must notify the tax authorities within a restricted
period, and after the dividend has been distributed, that the shareholder will claim
the imputation payment.

An independent certified public accountant must provide a yearly opinion regarding the
compliance of the abovementioned first three requirements for the IPC status.

The shareholder must also meet certain requirements before the imputation payment
can be granted, including:

* The shareholder must hold the (economic and legal ownership of the) shares for an
uninterrupted period of at least 12 months to be eligible for the imputation payment.

* The shareholder must file a request (with several enclosures) with the tax authorities
to receive the imputation payment.

The activities of the IPC are limited. The IPC company is not allowed to conduct
non-qualified activities, no matter how small. The following activities are regarded as
qualified activities:

* Exploitation of quality hotels. A quality hotel exists when the average revenue per
available room (RevPar) amounts to at least AWG 354, the hotel has a hotel licence,
and is operated at its own risk and account. Note that the RevPar can be changed
annually.

* Exploitation of shipping enterprises.

* Exploitation of aviation enterprises.

* Developing, acquiring, holding, maintaining, and licensing of intellectual and
industrial ownership rights.

 Insuring special entrepreneurial risks (captive insurance).

* Holding of shares or other participation certificates. The IPC may not hold more than
5% of low taxed shares or other participation certificates in foreign companies. The
aforementioned are low taxed if they are subject to a ‘profit’ tax rate of at least 14%.

* Active financing (not being a credit institution) of other enterprises or companies,
whether or not intra-group.

 Investing of funds, except in real estate and funds that are put at the disposal of group
companies.
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* Exploitation of a company aimed at generating sustainable energy.

Beneficial policy 2013

On 1 July 2013, the government of Aruba published a beneficial policy that approves
further amendments of certain taxes in anticipation of the amendment of the respective
State Ordinances.

The following changes are adopted, via beneficial policy, as of 1 July 2013:

* The general CIT rate for the IPC will be 10%.
e The new IPC has an exemption for dividend WHT. This would imply that the current
refund system would not apply anymore.
* Hotels are classified in four categories for CIT. The applicable CIT rate will depend on
the RevPar. The four categories are:
* Category I: RevPar USD 185: the CIT rate is 10%.
* Category II: RevPar USD 175: the CIT rate is 12%.
* Category III: RevPar USD 160: the CIT rate is 15%.
* Category IV: Diamond status: the CIT rate is 12%.
* The following additional requirements for the use of the IPC regime by hotels are
applicable:
* The hotel should be in possession of an ‘EarthCheck’ or similar certificate as of
January 2015.
* An annual investment must be made by the hotel to improve the sustainability of
the hotel, depending on the category in which the hotel can be classified.

Below we will discuss the additional requirements for the application of the new IPC
regime for hotels.

EarthCheck certificate

The hotel should be in possession of an EarthCheck certificate, similar certificate, or
should have initiated the process of certification. The hotel should, in any case, be in the
possession of the EarthCheck certificate as of 1 January 2015.

We understand that the lowest certification level would meet the requirements for the
new IPC regime. The EarthCheck six-step process starts with benchmarking and ends
with several levels of certification.

Generally, an EarthCheck certification would assess greenhouse gas emissions, energy
efficiency, conservation and management, management of freshwater resources,
ecosystem conservation and management, management of social and cultural impacts
of tourism, land use planning and development, local socio-economic benefits of
tourism, air quality protection and noise control, waste water management, drainage
and streams, solid waste management, storage and use of environmentally harmful
substances, and cultural heritage conservation.

Annual sustainability investment

An annual investment must be made by the hotel to improve the sustainability of the
hotel and Aruba. The amount of investment must be equally divided between the
following types of investments:

* Green energy projects.

* Education/training of personnel (including internships for local education
programs).

* The purchase of locally manufactured products. We understand that both business
assets and trading goods could qualify as ‘products’. Moreover, we also understand
that products that have been assembled locally would qualify.
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The annual investment depends on the following category in which the hotel can be
classified.

Category Hotels with less than 100 rooms (AWQ')‘ Hotels with more than 100 rooms (AWG.)

[T e 12,000 0

The Aruba exempt company (AVV)

The Aruba exempt company (Aruba Vrijgestelde Vennootschap or AVV) is a particular
form of a NV and is often used for international tax planning purposes. The AVV is, in
principle, subject to CIT against the normal CIT rate and the dividend WHT. However,
the profit of the AVV may be exempted completely from CIT and dividend WHT if its
activities are limited to one or more of the following qualified activities:

* Holding of shares or other participation certificates. The IPC may not hold more than
5% of low-taxed shares or other participation certificates in foreign companies. The
aforementioned are low taxed if they are subject to a ‘profit’ tax rate of at least 14%.

* Financing (not being a credit institution) of other enterprises or companies, whether
or not intra-group.

* Investing of funds, except in real estate.

* Licensing of intellectual and industrial ownership rights.

As mentioned below, the AVV may, if certain conditions are met, also opt for the fiscal
transparency regime for which it will not be subject to CIT and dividend WHT. In this
case, the AVV is not required to perform the abovementioned qualified activities in order
to enjoy the fiscal transparency status.

Fiscal transparent company

An NV, VBA, or AVV may opt, if certain conditions are met, to be treated as a partnership
(fiscal transparent company). The fiscal transparent company is not subject to CIT,
unless the fiscal transparent company carries on a business in Aruba. In that case, the
shareholder will be subject to CIT with regard to the business it carries through a PE.

Dividends distributed by the fiscal transparent company to its shareholder are not
subject to dividend WHT, since due to its transparency, all income and asset and
liabilities are deemed to be attributed to its shareholder. The main requirements for
this status is that all the company’s shares must be registered, and a notification for the
application for this status must be filed with the tax authorities within one month after
the company has been incorporated.

The free zone company

The free zone is a specially designated area in Aruba where goods can be stored,
processed, adapted, assembled, packaged, displayed, spread out, or subject to other
treatments or where services can be provided.

Services include activities consisting of maintenance or repairs of goods of a non-Aruba
enterprise, maintenance or repairs abroad of goods of a non-Aruba enterprise, or
providing advice to or research on behalf of a non-Aruba enterprise/institution/private
person. Financial services, however, are not allowed.

Conditions

A free zone company has to be a limited liability company that is incorporated according
to the laws of Aruba but does not have to be established in the actual free zone. The free
zone company is also only allowed to perform qualifying activities in the free zone (a
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designated area in Aruba). If activities are performed that are not allowed, the company
may be banned from the free zone.

Taxation

 All profits generated from activities abroad are subject to 2% CIT. The free zone
company must have a licence to perform activities for residents. All activities
performed for residents are subject to the regular CIT rate of 28%. The free zone
company is allowed to generate a maximum of 25% of its turnover with local
consumers.

* Based on the beneficial policy 2013, the standard of 25/75% local turnover can be
changed to 50/50% in certain cases (e.g. turnover related to sustainable energy,
medical tourism, sustainable transport, airline companies, sustainable supply of
food, shipping companies, maintenance and repairs). Permission from the Minister of
Finance must be acquired.

* No import duties are due if the products are imported, used in the activities in the
free zone in Aruba, and exported abroad.

* No turnover tax is due by the free zone company on cross-border supply of goods
and/or the rendering of services.

* Based on the beneficial policy 2013, companies established in the free zone are
exempt from dividend WHT.

* Onrequest, the free zone company can be exempted from 1.3% foreign exchange
commission (subject to approval of the Central Bank of Aruba). Normally, this
approval is a formality and no foreign exchange commission is due by the free zone
company.

Other characteristics

The free zone company does not have to apply for a business licence or an establishment
licence. Furthermore, a free zone company is subject to a so-called free zone facility
charge of 0.75% of the sales over its turnover.

Special zone in San Nicolas

To successfully promote the investment climate in Aruba, a special zone has been
established in San Nicolas, Aruba. If a legal person qualifies as a special zone company, it
will be eligible for the following (tax) facilities:

* 15% CIT for activities that are particularly aimed at the local market.

* 10% CIT for activities that are more than 75% aimed at exports and hotels.

* 2% CIT for reinsurance companies.

* 2% CIT for activities related to sustainable development, green energy, and
agriculture, provided that at least 75% of the sales revenue is local.

e Exemption from dividend WHT.

* 50% discount on the property tax payable for a period of five years.

* Exemption from turnover tax for the business turnover of companies with a special
zone qualification where the business turnover is realised by services to foreign
residents or established entrepreneurs.

* The Minister of Infrastructure may set a lower land value for investors.

* The Central Bank of Aruba may grant an exemption of payment of foreign exchange
commission to a company that qualifies as a special zone company, based on a written
and reasoned request, provided that the payment is related to other activities than
that of supply to domestic customers. The exemption may be subject to conditions,
which are subject to change at any time.

* The fringe benefits regulation (including expatriate regulation) will apply.

* An additional investment allowance of 10% is applicable on all investments in assets,
regardless if purchased from local or foreign suppliers. For companies that apply the
transitional arrangements for companies already established in the district of San
Nicolas, the 10% additional investment allowance applies on a minimum investment
of AWG 50,000. In total, an investment allowance of 16% (6% existing temporary
investment) is applicable if conditions are met. If the temporary investment is
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suspended, the additional investment allowance of 10% for the special zone will
remain valid.

¢ The additional investment allowance will be reversed if the assets are disposed of or
otherwise leave the capital of the company within a period of six years. The normal
rules for the disposal charge will apply.

This regime is currently based on the beneficial policy 2013 published on 1 July 2014
and will apply for a period of at least ten years.

Oil refinery or oil terminal regime

In connection with the aim of the Aruba government to improve the investment

climate for the exploitation of oil refineries or oil terminals, a so-called oil refinery or

oil terminal regime was introduced as of 1 June 2010. The regime regards application,
under certain conditions, of a lower CIT rate. Oil refineries or terminals whose shares
are all held directly or indirectly by a company listed on a stock exchange recognised by
the Minister are subject to a 7% CIT rate, while all other oil refineries or oil terminals are
subject to a rate of 12%.

An unlimited carryforward loss compensation applies for companies operating an oil
refinery or oil terminal, and a 0% dividend tax rate applies for distributions from profits
from the operation of an oil refinery and oil terminal.

Foreign tax credit

A tax credit applies to income from abroad that has been subject to tax at source or to
another tax on income. The tax credit is allowed for the income tax levied abroad, but
shall not exceed the Aruba profit tax that is attributable to that foreign income.

Withholding taxes

Dividend WHT
A dividend WHT is levied on all (formal and non-formal) dividend distributions of
Aruba-resident entities. The tax rate is:

* 10% of the dividend distribution.

* 5% of the dividend distribution if the shares (at least 50% of the outstanding shares
and representing at least 50% of the voting rights) of the distributing company are
listed on a qualified stock exchange. The same tax rate applies if all the shares of
the distributing entity are held directly or indirectly by a company whose shares are
(at least 50% of the outstanding shares and representing at least 50% of the voting
rights) listed on a qualified stock exchange.

* 0% if the participation exemption (see Capital gains in the Income determination
section) is applicable to the receiving company.

Dividends distributed from Aruba to countries within the Dutch Kingdom are subject to
the Regulation for the Dutch Kingdom (the Regulation).

In certain situations, the Regulation reduces the rate of the dividend WHT from 10% to
7.5% or even 5%. The dividend WHT can be reduced to:

* 7.5% if the parent company owns at least 25% of the paid-in capital of the
distributing company.

* 5% if the parent company owns at least 25% of the paid-in capital of the distributing
company and the dividend at the parent company level is subject to a profit tax of at
least 5.5%.
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If a company is incorporated under Aruba law and transfers its factual place of
management to another country, all dividend distributions by this relocated company
will remain subject to the Aruba dividend WHT.

Dividend distributions include, among others:

Formal dividend distributions.

Liquidation payment.

Bonus shares.

Paying back of share capital, unless strict conditions are met.
Imputation payment.

Formal requirements

Within 15 days after a dividend becomes payable, a dividend WHT return must be filed
together with payment of the amount due. A dividend is payable if it is at the disposal of
the shareholder (i.e. the board of directors of the distributing company does not have to
take any more action in order for the shareholder to claim the dividend). A dividend is
also payable if the debt becomes interest bearing because of the distribution.

A statement of approval of the Central Bank of Aruba is required if dividends are
distributed to a foreign shareholder. If the dividend exceeds AWG 750,000, a licence
from the Central Bank of Aruba is required.

Tax administration

Taxable period
Generally, the tax year is equal to the calendar year. However, corporate taxpayers may
deviate from this by adopting a different financial year.

Tax returns

Once a CIT return is issued by the tax authorities, the taxpayer is obligated to file the tax
return within two months after date of issuance. If, within six months after the tax year
has ended, no tax return has been issued, the taxpayer is obligated to request a return
within 15 days after the six months period. It may be argued that this obligation does
not exist if a taxpayer is not subject to taxation.

If the final CIT return cannot be filed within the required two-month period, a request
for an extension may be filed. The tax inspector may grant an extension for a maximum
period of 12 months.

Payment of tax
CIT is due upon receipt of an assessment. The amount of tax due should be paid within
two months after the date of the assessment.

The dividend WHT is due within 15 days after the dividend has become payable. A
dividend WHT return must be submitted to the tax authorities together with payment of
the amount due.

Penalties
The State Ordinance on General Taxes stipulates in which cases a penalty can be
imposed. The Aruban penalty system can be divided into the following two categories.

Omissions

The tax authorities can impose penalties in the event the taxpayer does not (timely)
file a return and in the event the taxpayer does not or partially pay the amounts due
(timely).
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The maximum penalty that can be imposed for not filing an assessment tax return (on
time) varies between AWG 500 and AWG 10,000, with a maximum of 5% of the tax due.
The minimum penalty amounts to AWG 250.

The penalty for omissions in the filing of taxes on return, such as the wage tax and
dividend WHT, by the due date amounts to AWG 500. The penalty for not paying the
amounts due by the due date amounts up to a maximum of AWG 10,000.

If the withholding agent for wage tax purposes does not provide an employee with a
wage tax card or fails to have the proper employee documentation on file, a penalty of
up to a maximum of AWG 10,000 can be imposed.

Gross negligence or intent

Gross negligence is deemed present if the reprehensible behaviour of a taxpayer results
in less taxes being paid or levied than otherwise would have been the case. The penalty
amounts to 25% of the additional tax due.

Intent is defined as a wilful and knowing act resulting in less or no taxes being paid or
levied (timely). Conditional intent is defined as wilfully and knowingly accepting the fair
chance that a course of action or omission results in less or no tax being paid or levied
(timely). The penalty amounts to 50% of the additional tax due.

A penalty of 100% of the additional tax due can be levied in case of repetition, fraud, or
substantial amounts not being levied or paid.

Tax audit process
There is no specific cycle for audits. Depending on a desk review of the tax returns of the
last couple of years, an audit may follow.

Statute of limitations

An additional assessment can be imposed, in general, until five years after the tax year.
In cases where the taxpayer is considered to be in bad faith, this period can be extended
up to ten years or, in some cases, up to 12 years (e.g. if the tax differences relate to a
component that is being held in a foreign country) after the tax year.

Topics of focus for tax authorities

There are no specific topics of focus. In case an audit is started, each aspect may be
investigated. Often, the audit will not only focus on the profit tax, but also the other tax
obligations, such as turnover tax, wage tax, and social security premiums.
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Significant developments

The current Australian government, elected in September 2013, proposed a number of
priority tax reforms, including the repeal of Australia’s carbon pricing mechanism and
the Minerals Resource Rent Tax (MRRT). The carbon pricing mechanism was repealed
with effect from 1 July 2014, and the MRRT was repealed as of 30 September 2014.

Although a loss carryback regime applied to all companies for tax losses incurred
generally from 1 July 2012 such that a company was able to carry tax losses back to
offset against the prior year taxable profit and obtain a refund of tax previously paid on
the prior year profit through a tax offset mechanism, this measure was short-lived and is
now repealed with effect from the 2013/14 tax year for a June balancing company. See
Net operating losses in the Deductions section for more information.

For income years commencing on or after 1 July 2014, Australia’s thin capitalisation
regime, which seeks to limit deductions available for interest and other defined debt
deductions for certain inbound and outbound investors, was tightened so that the safe-
harbour debt-to-equity ratio reduced from 3:1 to 1.5:1. See Thin capitalisation in the
Group taxation section for more information.

From 17 October 2014, the foreign dividend exemption was changed so that it only
applies to dividends or distributions paid on equity interests as defined for Australian
income tax purposes (i.e. the exemption does not apply to dividends paid on legal form
shares that are treated as debt interests). The exemption was also extended to apply

to distributions received indirectly (e.g. via a trust) by resident companies. See Foreign
income in the Income determination section for more information.

The research and development (R&D) tax credit for income years commencing on or
after 1 July 2014 was amended to limit the extent of the R&D concessional credit to
eligible R&D expenditure of 100 million Australian dollars (AUD). The government’s
previous proposal to completely deny the concession to very large companies with
aggregated turnover in excess of AUD 20 billion from 1 July 2013 failed to be passed
by Parliament. There is a proposal to reduce the rate of the R&D tax credits by 1.5
percentage points from 1 July 2014. See R&D tax credit in the Tax credits and incentives
section for more information.

A new exploration development incentive (EDI) applies for Australian resident investors
in small mineral exploration companies. Under the EDI, an eligible company can choose
to convert a tax loss that arose from eligible exploration or prospecting expenditure into
an exploration credit, up to a capped amount, that can be distributed to investors in the
form of a tax offset. See the Tax credits and incentives section for more information.

Small business taxpayers are to be provided with tax relief as a result of measures
announced in the 2015/16 Federal Budget, including a corporate tax rate reduction
applicable from the 2015/16 income year (see the Taxes on corporate income section) and
accelerated depreciation on certain depreciating assets acquired and installed ready

96 Australia PwC Worldwide Tax Summaries



Australia

for use between 12 May 2015 and 30 June 2017. See the Deductions section for more
information.

Furthermore, a number of integrity measures were announced in the 2015/16 Federal
Budget that seek to address multinational tax avoidance by companies with global
revenue of AUD 1 billion or more, including new transfer pricing documentation
standards, stronger penalties, and a targeted anti-avoidance rule aimed at
multinationals that artificially avoid having a taxable presence in Australia. See the
Group taxation section for more information.

From an employer perspective, employers are required to contribute funds to a
registered superannuation entity on behalf of an employee at a set minimum percentage
of the employee’s earnings base (the ‘superannuation guarantee’ scheme), subject

to limited exceptions. From 1 July 2014, the required superannuation guarantee
percentage increased to 9.5% and remains at that level until 30 June 2021. See
Superannuation guarantee levy in the Other taxes section.

Almost all companies are now required to pay instalments of tax on a monthly basis
(instead of quarterly). This change has been phased in over three years, such that

all companies with turnover of AUD 100 million or more should now have entered
the monthly tax payment system, with those with a turnover of AUD 20 million or
more to enter the monthly system from 1 January 2016. See Payment of tax in the Tax
administration section for more information.

Tax reform is the focus in Australia for 2015 as the government has embarked on a Tax
Reform White Paper process. A ‘Green Paper’ is expected to be released in the second
half of 2015 as a consultative document intended to generate debate and discussion
about possible changes to the Australian tax system before the government issues its
White Paper as a statement of government policy on tax reform in the lead up to the
2016 Federal election.

Taxes on corporate income

Companies are currently subject to federal tax on their taxable income at a flat rate

of 30%. The 2015/16 Federal Budget proposes that ‘small business’ companies will

have a 28.5% tax rate applicable from the 2015/16 income year. This reduced rate will
apply only to those companies who carry on business and who, together with certain
‘connected’ entities, have an aggregated turnover of less than AUD 2 million for the year.

Companies that are residents of Australia are subject to Australian income tax on
their worldwide income. Generally, non-resident companies are subject to Australian
income tax on Australian-sourced income only. However, where a company is resident
in a country with which Australia has concluded a double taxation agreement (DTA),
Australia’s right to tax business profits is generally limited to profits attributable to a
permanent establishment (PE) in Australia.

Local income taxes
There are no state or municipal taxes on income in Australia.

Corporate residence

A company is a resident of Australia for income tax purposes if it is incorporated in
Australia or, if not incorporated in Australia, it carries on business in Australia and
either (i) its central management and control are in Australia or (ii) its voting power is
controlled by shareholders who are residents of Australia.
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Permanent establishment (PE)

The concept of a PE is established in both domestic law and various DTAs that have
been concluded with Australia. Where a company is resident in a country with which
Australia has a DTA, it is important to have regard to the definition of PE contained
therein as this will generally apply in priority to the domestic law.

Broadly, under Australia’s domestic law, a PE is a place at or through which a person
carries on any business, and includes:

* A place where the person is carrying on business through an agent (except where the
agent does not have, or does not habitually exercise, a general authority to negotiate
and conclude contracts on behalf of the person).

* A place where the person has, is using, or is installing substantial equipment or
substantial machinery.

* Aplace where the person is engaged in a construction contract.

* Where the person is engaged in selling goods manufactured, assembled, processed,
packed, or distributed by another person for, or at or to the order of, the first-
mentioned person and either of those persons participates in the management,
control, or capital of the other person or another person participates in the
management, control, or capital of both of those persons, the place where the goods
are manufactured, assembled, processed, packed, or distributed.

Most DTAs contain a definition of PE that is similar, though not identical, to the
definition under domestic law.

Other taxes

Goods and services tax (GST)

The federal government levies GST at a rate of 10%, and distributes the revenue to
state governments. The GST is a value-added tax (VAT) applied at each level in the
manufacturing and marketing chain and applies to most goods and services, with
registered suppliers getting credits for GST on inputs acquired to make taxable supplies.

Food, with some significant exceptions; exports; most health, medical, and educational
supplies; and some other supplies are ‘GST-free’ (the equivalent of ‘zero-rated’ in other
VAT jurisdictions) and so not subject to GST. A registered supplier of a GST-free supply
can recover relevant input tax credits, although the supply is not taxable.

Residential rents, the second or later supply of residential premises, most financial
supplies, and some other supplies are ‘input-taxed’ (‘exempt’ in other VAT jurisdictions)
and are not subject to GST. However, the supplier cannot recover relevant input tax
credits, except that financial suppliers may obtain a reduced input tax credit of 75% of
the GST on the acquisition of certain services.

Health insurance is GST-free. Life insurance is input-taxed. General insurance is taxed.
Reverse charges may apply to services or rights supplied from offshore, where the
recipient is registered or required to be registered, and uses the supply solely or partly
for a non-creditable supply.

It is currently proposed to extend the application of the GST to cross-border supplies of
digital products and services imported by consumers from 1 July 2017. This measure will
result in Australia being an early adopter of guidelines for business-to-consumer supplies
of digital products and services being developed by the Organisation for Economic Co-
Operation and Development (OECD) as part of the OECD/G20 base erosion and profit
shifting (BEPS) project.
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Wine equalisation tax (WET)

The federal government levies WET at the wholesale level at a rate of 29%, in addition to
10% GST, which is calculated on the price including the WET, and it applies to wine from
grapes, fruit and certain vegetables, mead, and sake. Retailers do not receive an input
tax credit for WET. A rebate is available to a wine producer of 29% of the wholesale

price (excluding WET or GST) for wholesale sales, and of 29% of the notional wholesale
selling price for retail sales and applications for own use (up to a maximum of AUD
500,000).

Luxury car tax

The luxury car tax is levied by the federal government at the rate of 33% of the value of
the car that exceeds the luxury car tax threshold (AUD 63,184 for the 2015/16 financial
year and AUD 61,884 for the 2014/15 financial year) and is payable on the GST-exclusive
value above the threshold. No input tax credit is available for luxury car tax, regardless
of whether the car is used for business or private purposes.

Customs duties
Imports into Australia are subject to duties under the Australian Customs Tariff. The top
duty rate is 5%.

Australia currently has comprehensive free trade agreements with Chile, Korea,
Malaysia, New Zealand, Singapore, Thailand, and the United States and has recently
enacted a bilateral trade agreement with Japan. The Australian government has recently
announced the signing of a free trade agreement with China. In addition, a regional

free trade agreement between Australia, New Zealand, and Southeast Asian nations
progressively eliminates all barriers to trade in goods, services, and investments.

Excise duties

Excise duties are imposed at high levels on beer, spirits, liqueurs, tobacco, cigarettes, and
petroleum products. Excise rates for tobacco and alcohol are indexed bi-annually based
on movements in the consumer price index (CPI). Fuel excise duties are indexed on the
same basis from 1 February 2015. Some examples of current excise rates include:

* Beer not exceeding 3% by volume of alcohol packaged in an individual container not
exceeding 48 litres: AUD 40.43 per litre of alcohol calculated on that alcohol content
by which the percentage by volume of alcohol of the goods exceeds 1.15.

* Tobacco in stick form not exceeding in weight 0.8 grams per stick actual tobacco
content: AUD 0.47008 per stick.

* Petroleum condensate, crude petroleum oil, and diesel: AUD 0.389 per litre.

* Liquefied petroleum gas, other than liquefied petroleum gas exempted from excise
duty: AUD 0.102 per litre.

A fuel tax credit system provides a credit for fuel tax (excise or customs duty) that is
included in the price of taxable fuel. Broadly, credits are available to entities using fuel
in their business and to households using fuel for domestic electricity generation and
heating.

Land tax

All states and territories (except the Northern Territory) impose a tax based on the
unimproved capital value of land. In general, the principal place of residence and land
used for primary production is exempt from land tax.

Stamp duty

All states and territories impose a stamp duty on a wide variety of transactions at
different rates. All jurisdictions impose a stamp duty on real estate conveyances, but
most exempt conveyances of goods (not associated with other property) from stamp
duty. The imposition of duty on share transfers involving unlisted entities differs from
state to state. Corporate reconstruction exemptions are available. Advice from a stamp
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duty specialist should usually be obtained where substantial stamp duty may be imposed
because the amount of duty may depend on the form of the transaction.

Fringe benefits tax (FBT)

From 1 April 2015 to 31 March 2017, the federal government levies FBT on employers

at the rate of 49% (previously 47%) on the ‘grossed-up value’ of non-salary and wages
fringe benefits provided to employees (and/or the employee’s associates) by the
employer or associates. The grossing-up of the value ensures tax neutrality between
providing benefits and cash remuneration. FBT generally is deductible for income tax
purposes. There are some exemptions from FBT, including some minor benefits, remote
area housing in certain circumstances, and specified relocation costs. In addition, there
are some concessional valuation rules, in particular for motor vehicles and certain living-
away-from-home benefits.

Payroll tax

States and territories impose a tax on employers’ payroll (broadly defined). The various
jurisdictions have harmonised their payroll tax legislation, but some differences remain,
particularly tax rates and the thresholds for exempting employers whose annual payroll
is below a certain level, after taking into account grouping rules. For example, in

New South Wales, the rate for the year ended 30 June 2015 is 5.45% with an annual
exemption threshold of AUD 750,000. In Victoria, the rate for the year ended 30 June
2015 is 4.85%, and the annual exemption threshold is AUD 550,000. A variety of rates
and thresholds apply in other state and territory jurisdictions.

Superannuation guarantee levy

Legislation requires employers to contribute a certain percentage of an employee’s
earnings base, subject to limited exceptions, to a registered superannuation

fund or retirement savings account on behalf of the employee. Failure to make
these contributions will result in the employer being liable for a non-deductible
superannuation guarantee charge.

The superannuation guarantee percentage is 9.5% and it will remain so until 30 June
2021. From 1 July 2021, the rate will increase to 10% and will progressively increase up
to 12% from 1 July 2025.

No level of Australian government imposes a social security levy.

Insurance tax
States impose taxes on insurance premiums, which may be substantial.

Minerals Resource Rent Tax (MRRT)

MRRT was a tax that applied to the mining profit made from extracting iron ore, coal,
anything produced from a process that results in iron ore or coal being consumed or
destroyed without extraction, or coal seam gas extracted as a necessary incident of
mining coal, before it undergoes any significant processing or value add.

Although the MRRT only first applied from 1 July 2012, the current Australian
government abolished the MRRT with effect from 30 September 2014.

The MRRT liability for each mining project interest in an MRRT year was calculated as
follows:

MRRT liability = (Mining profit - MRRT allowances) x MRRT rate

The effective MRRT rate was 22.5%, being the headline rate of 30% reduced by a 25%
extraction allowance to recognise the miner’s employment of specialist skills.
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MRRT allowances reduce the mining profit and include appropriate recognition for
mining royalties paid under a Commonwealth, state, or territory law, mining losses, and

recognition for the investment in assets relating to upstream mining operations from a

mining project interest that exists at 1 July 2012.

A miner’s MRRT payable for an MRRT year is then calculated as follows:

MRRT payable = Sum of MRRT liabilities for each mining project interest - Low-profit
offset (if applicable) - Rehabilitation tax offset

Small miners are subject to the MRRT but may be entitled to compliance concessions,
including a low-profit offset that will ensure that a miner who (together with certain
connected entities) has total mining profits for an MRRT year of AUD 75 million or less
has no liability for MRRT. The offset is phased-out for profits between AUD 75 million
and AUD 125 million.

Similar to income tax, MRRT is self-assessed by the miner. The miner is, in most cases,

required to give the Commissioner of Taxation an MRRT return for each MRRT year in

which it has a mining project interest or pre-mining project interest. MRRT is generally
payable by quarterly instalments.

MRRT applied in addition to normal income tax. MRRT payments (including quarterly
instalments) are, however, deductible for income tax purposes.

Petroleum Resource Rent Tax (PRRT)

PRRT currently applies to all petroleum projects in Australian offshore areas (or
Commonwealth adjacent areas) other than production licences derived from the Joint
Petroleum Development Area in the Timor Sea. Since 1 July 2012, it also applies to all
Australian onshore and offshore oil and gas projects, other than the Joint Petroleum
Development Area in the Timor Sea.

PRRT is applied to a ‘project’ or ‘production licence area’ at a rate of 40% of the taxable
profits derived from the recovery of all petroleum in the project, including:

crude oil

shale oil

condensate

sales gas

natural gas

liquefied petroleum gas (LPG), and
ethane.

The taxable profit of a project is calculated as follows:
Taxable profit = Assessable receipts - Deductible expenditure

Deductible expenditure broadly includes exploration expenditure, all project
development, and operating expenditures.

PRRT is self-assessed by the relevant taxpayer. The taxpayer is, in most cases, required to
give the Commissioner of Taxation a PRRT return for each PRRT year. PRRT is generally
payable by quarterly instalments.

PRRT applies in addition to normal income tax. PRRT payments (including instalments)
are, however, deductible for income tax purposes.
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Local municipal taxes
Local taxes, including water, sewerage, and drainage charges, are levied based on the
unimproved capital value of land and include a charge for usage (e.g. water usage).

Branch income

Branch profits are subject to ordinary corporate rates of taxation, and there is no
withholding on repatriated profits.

Income determination

Inventory valuation

Inventory generally may be valued at cost (full absorption cost), market selling value,
or replacement price. Where, because of obsolescence or other special circumstances,
inventory should be valued at a lower amount, the lower valuation generally may be
chosen, provided it is a reasonable valuation. Special rules apply, however, regarding
the valuation of trading stock for certain companies joining a consolidated group. Last
in first out (LIFO) is not an acceptable basis of determining cost, nor is direct costing in
respect of manufactured goods and work-in-progress.

Conformity is not required between book and tax reporting. For tax purposes, inventory
may be valued at cost, market selling value, or replacement price, regardless of how
inventory is valued for book purposes. Those who choose to come within the small-
business entity measures (broadly defined as taxpayers who carry on business and who,
together with certain ‘connected’ entities, have an aggregated turnover of less than AUD
2 million for the year) may ignore the difference between the opening and closing value
of inventory if, on a reasonable estimate, this is not more than AUD 5,000.

Capital gains

A capital gains tax (CGT) applies to assets acquired on or after 20 September 1985.
Capital gains realised on the disposal of such assets are included in assessable income
and are subject to tax at the corporate tax rate. In order to determine the quantum of
any gain for any assets acquired before 21 September 1999, the cost base is indexed
according to price movements since acquisition, as measured by the official CPI until
30 September 1999. There is no indexation of the cost base for price movements from
1 October 1999. Disposals of plant and equipment are subject to general rules rather
than the CGT rules. Capital losses are allowable as deductions only against capital gains
and cannot be offset against other income. In calculating capital losses, there is no
indexation of the cost base.

Companies that are residents in Australia generally are liable for the tax on gains on the
disposal of assets wherever situated, subject to relief from double taxation if the gain is
derived and taxed in another country. However, the capital gain or capital loss incurred
by a company from a CGT event in relation to shares in a foreign company is reduced

by a percentage reflecting the degree to which the foreign company’s assets are used

in an active business if the company holds a direct voting percentage of 10% or more

in the foreign company for a certain period before the CGT event. Attributable income
from CGT events happening to shares owned by a controlled foreign company (CFC) are
reduced in the same way. Capital gains and capital losses made by a resident company
in respect of CGT events happening in respect of ‘non-tainted’ assets used to produce
foreign income in carrying on business through a PE in a foreign country are disregarded
in certain circumstances.

Non-resident companies are subject to Australian CGT only where the assets are taxable
Australian property (i.e. Australian real property, or the business assets of Australian
branches of a non-resident). Australian CGT also applies to indirect Australian real
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property interests, being non-portfolio interests in interposed entities (including

foreign interposed entities), where the value of such an interest is wholly or principally
attributable to Australian real property. ‘Real property’ for these purposes is consistent
with Australian treaty practice, extending to other Australian assets with a physical
connection with Australia, such as mining rights and other interests related to Australian
real property. A ‘non-portfolio interest’ is an interest held alone or with associates of
10% or more in the interposed entity. It is proposed that from 1 July 2016, 10% of the
proceeds from the sale of taxable Australian property (other than residential property
with a value of less than AUD 2.5 million) by a non-resident will be subject to a non-final
withholding tax (WHT).

Dividend income

A ‘gross-up and credit’ mechanism applies to franked dividends (dividends paid out

of profits that have been subject to Australian tax) received by Australian companies.
The corporate shareholder grosses up the dividend received for tax paid by the paying
company (i.e. franking credits attaching to the dividend) and is then entitled to a tax
offset (i.e. a reduction of tax) equal to the gross-up amount. A company with an excess
tax offset entitlement converts the excess into a carryforward tax loss using a special
formula.

Dividends paid to another resident company that are unfranked (because they are paid
out of profits not subject to Australian tax) are taxable, unless they are paid within a
group that has chosen to be consolidated for tax purposes. Dividends paid between
companies within a tax consolidated group are ignored for the purposes of determining
the taxable income of the group.

Franked dividends paid to non-residents are exempt from dividend WHT.

An exemption from WHT is also available for dividends received by non-resident
shareholders (or unitholders) in an Australian corporate tax entity (CTE) to the extent
that they are ‘unfranked’ and are declared to be conduit foreign income (CFI). These
rules may also treat the CFI component of an unfranked dividend received by an
Australian CTE from another Australian CTE as not taxable to the recipient, provided
it is on-paid within a specified timeframe. Broadly, income will qualify as CFI if it is
foreign income, including certain dividends, or foreign gains, which are not assessable
for Australian income tax purposes or for which a foreign income tax offset has been
claimed in Australia.

Foreign dividends paid before 17 October 2014 were not assessable and not eligible

for a foreign income tax offset if received by an Australian resident company from a
foreign affiliate where the recipient company had a voting power of at least 10% in the
foreign affiliate. This exemption was changed with effect from 17 October 2014 so as to
prevent foreign dividends attached to legal form shares that are treated as debt interests
for Australian tax purposes from being exempt, and also to extend the exemption to
distributions made on non-share equity interests (i.e. interests that are classified as
‘equity’ for Australian tax purposes, but are not legal form shares).

Income of a non-resident entity in which Australian residents hold interests is not
assessable when repatriated to Australia where the income has been previously
attributed to those residents and taxed in Australia (see Controlled foreign companies
[CFCs] in the Group taxation section for more information).

Stock dividends

Stock dividends, or the issue of bonus shares, as they are known under Australian law,
are, in general, not taxed as a dividend, and the tax treatment is the spreading of the
cost base of the original shares across the original shares and the bonus shares. However,
if a company credits its share capital account with profits when issuing bonus shares, this
will taint the share capital account (if it is not already a tainted share capital account),
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causing the bonus share issue to be a dividend. Certain other rules may apply to bonus
share issues, depending on the facts.

Financial arrangements

Special rules apply to the taxation of financial arrangements (TOFA). ‘Financial
arrangement’ is widely defined to cover arrangements that involve a cash settlable legal
or equitable right to receive, or obligation to provide, something of economic value in
the future.

These measures provide six tax-timing methods for determining gains or losses in
respect of financial arrangements, along with revenue account treatment of the resulting
gains or losses to the extent that the gain or loss is made in earning assessable income

or carrying on a business for that purpose. The default methods are the accruals

method and the realisation method, one or other of which will apply depending on the
relevant facts and circumstances of a particular financial arrangement. In broad terms,
the accruals method will apply to spread an overall gain or loss over the life of the
financial arrangement where there is sufficient certainty that the expected gain or loss
will actually occur. A gain or loss that is not sufficiently certain is dealt with under the
realisation method.

Alternatively, a taxpayer may irrevocably choose one or more of four elective methods
(i.e. fair value, retranslation, financial reports, and hedging) to determine the tax
treatment of financial arrangements covered by the election. Qualification criteria must
be met before the elective methods may be used. Generally, these criteria require that
the taxpayer prepare a financial report in accordance with Australian (or comparable)
accounting standards and be audited in accordance with Australian (or comparable)
auditing standards.

Exemptions from this regime may be available having regard to the duration of the
arrangement or the nature of the relevant taxpayer and the annual turnover or value of
assets of that taxpayer. Certain types of financial arrangements are excluded from these
rules, including leasing and hire purchase arrangements. Foreign residents are taxable
on gains from financial arrangements under these measures to the extent that the gains
have an Australian source.

Foreign exchange gains and losses

Foreign currency gains and losses are recognised when realised, regardless of whether
there is a conversion into Australian dollars, and are included in or deducted from
assessable income, subject to limited exceptions. There are exceptions to the timing and
characterisation aspects of the realisation approach where the foreign currency gain or
loss is closely linked to a capital asset. To reduce compliance costs with foreign currency
denominated bank accounts, some taxpayers may elect to disregard gains or losses on
certain low balance transaction accounts that satisfy a de minimis exemption or may
elect for retranslation by annually restating the balance of the account by reference to
deposits, withdrawals, and the exchange rates at the beginning and end of each year (or
by reference to amounts reported in accordance with applicable accounting standards).

For foreign exchange gains and losses associated with financial arrangements subject to
the TOFA measures (as discussed above), the compliance impact of the foreign exchange
rules will be reduced for those taxpayers who are eligible to and elect the TOFA
retranslation or financial reports tax-timing methods.

Entities or parts of entities, satisfying certain requirements, are able to choose to account
for their activities in a currency other than Australian dollars for income tax purposes

as an intermediate step to translating the result into Australian dollars (known as the
‘functional currency’ choice).
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Foreign income
The current basis upon which the foreign income of corporations resident in Australia is
taxed is set out below.

* Dividends received directly by a resident company from a foreign company before
17 October 2014 are not assessable for tax where the resident company has a (non-
portfolio) voting interest of at least 10% in the foreign affiliate and does not receive
the dividend in its capacity as a trustee. From 17 October 2014, this exemption only
applies to dividends or distributions paid on equity interests as defined for Australian
income tax purposes (i.e. the exemption does not apply to dividends paid on legal
form shares that are treated as debt interests). The exemption was also extended to
apply to distributions received indirectly (e.g. via a trust) by resident companies.

* Active foreign branch profits of a resident company from carrying on business
through a PE in a foreign country and capital gains made by a resident company from
the disposal of non-tainted assets used in deriving foreign branch income (except
income and capital gains from the operation of ships or aircraft in international
traffic) are not assessable for tax.

* Other foreign income of Australian resident corporations is subject to tax; however, in
most cases, an offset for foreign income tax paid is allowed to the extent of Australian
tax payable on such income.

* Generally, limited partnerships are treated as companies for Australian tax purposes.
In certain circumstances, foreign limited partnerships, foreign limited liability
partnerships, United States (US) limited liability companies, and United Kingdom
(UK) limited liability partnerships will be treated as partnerships (i.e. as a flow-
through entity) rather than as a company for the purposes of Australia’s income tax
laws.

* Australia also has a comprehensive CFC regime. See Controlled foreign companies
(CFCs) in the Group taxation section for more information.

Deductions

Depreciation and depletion

A capital allowances regime allows a deduction for the decline in value of depreciating
assets held by a taxpayer. The holder of the asset is entitled to the deduction and may
be the economic, rather than the legal, owner. A ‘depreciating asset’ is an asset that has
a limited effective life and can reasonably be expected to decline in value over the time
it is used, but does not include land, trading stock, or, subject to certain exceptions,
intangible assets. Deductions are available for certain other capital expenditure.

Intangible assets that are depreciating assets (if they are not trading stock) are:

* Certain mining, quarrying, or prospecting rights and information.

 Items of intellectual property (IP).

* In-house software.

* Indefeasible rights to use an international telecommunications submarine cable
system.

* Spectrum licences under radio communications legislation.

* Datacasting transmitter licences.

* Telecommunications site access rights.

Taxpayers that do not qualify as a small business must depreciate the asset over its
useful life (known as ‘effective life’) using either straight-line (known as the ‘prime
cost’ method) or diminishing-value method (straight-line rate multiplied by 200% for
depreciating assets acquired on or after 10 May 2006).

Taxpayers may self-determine the effective life of a unit or plant or may choose the
effective life contained in a published determination of the Commissioner of Taxation.
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Non-small-business taxpayers are able to choose to write off all items costing less than
AUD 1,000 through a low-value pool at a diminishing-value rate of 37.5% per annum.

For those who satisfy the small business entity threshold (broadly defined as taxpayers
who are carrying on business and who, together with certain connected entities, have an
aggregated turnover of less than AUD 2 million for the year), a simplified depreciation
system applies by taxpayer choice and with more attractive depreciation rates, including
an immediate write off for depreciating assets with a cost of less than AUD 1,000 (for
depreciating assets first held on or after 1 January 2014 for a June balancer). It is
currently proposed that this threshold will be temporarily increased to AUD 20,000

in respect of depreciating assets first acquired on or after 7.30pm, by legal time in the
Australian Capital Territory, on 12 May 2015, and first used or installed ready for use on
or before 30 June 2017.

‘Project pool’ rules allow expenditures that do not form part of the cost of a depreciating
asset to be deductible over the life of a project that is carried on for a taxable purpose.
Amongst other things, items that fall within the rules include the following:

* Amounts paid to create or upgrade community infrastructure for a community
associated with the project.

* Site preparation costs for depreciating assets (except horticultural plants in certain
circumstances).

* Amounts incurred for feasibility studies for a project.

* Environmental assessment costs applicable to the project.

* Amounts incurred to obtain information associated with the project.

* Amounts incurred in seeking to obtain a right to IP.

* Costs of ornamental trees or shrubs.

The so-called ‘blackhole’ expenditure provisions allow a five-year straight-line write-
off for capital expenditure in relation to a past, present, or prospective business, to the
extent that the business is, was, or is proposed to be carried on for a taxable purpose.
The expenditure is deductible to the extent that it is not elsewhere taken into account
(e.g. by inclusion in the cost base of an asset for CGT purposes) and that it is not denied
deductibility for the purposes of the income tax law (e.g. by the rules against deducting
entertainment expenditure).

Special rules apply for primary producer assets, such as horticultural plants, water
and land care assets, and the treatment of expenditure on R&D (see the Tax credits and
incentives section for more information) and expenditure on certain Australian films.

A luxury car cost limit applies for depreciating the cost of certain passenger motor
vehicles (AUD 57,466 cost limit for the 2014/15 income year).

Expenditure on the development of in-house software may be allocated to a ‘software
development pool’ and written off over three years, starting in the year after the
expenditure was incurred (40% in year two, 40% in year three, and 20% in year four).
It is proposed that for expenditure incurred on in-house software that is allocated to a
pool in an income year commencing on or after 1 July 2015, the rate of write off will
be increased to five years. Amounts spent on acquiring computer software or the right
to use it (except where the acquisition is for developing in-house software) generally
is treated as incurred on acquiring a depreciating asset, deductible over four years (or
as currently proposed, five years for software assets that are installed ready for use on
or after 1 July 2015) commencing in the year it is first used or installed ready for use.
‘Shrink-wrapped’ software acquired or manufactured for sale generally will be treated as
trading stock.

Aloss arising on the sale of a depreciating asset (depreciated value of the asset less sale
consideration) is generally an allowable deduction. A gain on the sale of a depreciating
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asset, to the extent of depreciation recaptured, generally is taxed as ordinary income.
Gains exceeding the amount of depreciation recaptured are also taxed as ordinary
income.

Subject to exceptions referred to below, capital expenditure incurred after 15
September 1987 in the construction or improvement of non-residential buildings used
for producing assessable income is amortised over 40 years at an annual 2.5% rate.
Capital expenditure on the construction of buildings used for short-term traveller
accommodation (e.g. hotels, motels) and industrial buildings (typically factories) is
amortised over 25 years at an annual 4% rate where construction commenced after
26 February 1992. The cost of eligible building construction that commenced after

21 August 1984 and before 16 September 1987 (or construction contracted before 16
September 1987) is amortised over 25 years at an annual 4% rate. There is no recapture
of the amortised amount upon disposal of the building, except where the expenditure
is incurred after 13 May 1997, in which case recapture will apply, subject to certain
transitional rules.

Similar provisions apply in relation to income-producing residential buildings on which
construction commenced after 17 July 1985.

The cost of income-producing structural improvements, the construction of which
started after 26 February 1992 is eligible for write-off for tax purposes on the same basis
as that of income-producing buildings, that is, at a rate of 2.5% per annum.

The cost of consumables may be either written off immediately, or as used.

The following expenditure attracts an immediate 100% deduction: environmental
protection activities, dealing with pollution and waste; landcare operations; exploring
or prospecting for minerals (other than costs of mining rights and information acquired
from a non-government third party that start to be held after 7.30pm [AEST] 14

May 2013, which are deducted over the shorter of 15 years and the life of the asset);
exploring or prospecting for geothermal energy sources but only for expenditure
incurred from 1 July 2012 until 30 June 2014 for a June balancer; and mine site
rehabilitation; and under current proposals, capital expenditure incurred by primary
producers on fencing and water facilities, at or after 7.30pm, by legal time in the
Australian Capital Territory, on 12 May 2015.

Tax depreciation is not required to conform to book depreciation.
Percentage depletion based on gross income or other non-cost criteria is not available.

Goodwill
Goodwill and trademarks are not depreciating assets, and tax amortisation is not
available.

Start-up expenses

There are no specific provisions in relation to deductions for start-up expenses. However,
certain start-up expenses, such as costs of company incorporation or costs to raise
equity, may qualify for a five-year straight-line write-off to the extent that it is capital
expenditure in relation to a current or prospective business that is, or is proposed to be,
carried on for a taxable purpose. It is currently proposed that from the 2015/16 income
year, an immediate deduction will be available for a range of professional expenses (e.g.
legal and accounting advice) associated with starting a new business.

Interest expenses

Special rules classify financial arrangements as either debt or equity interests. These
rules focus on economic substance rather than legal form and take into account related
schemes, and extend beyond shares. In this situation, interest expense on non-share
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equity would be treated as a dividend, which is potentially frankable, and would be non-
deductible for the paying company/group.

The law allows companies to claim a deduction for interest expenses incurred in relation
to offshore investments that generate non-assessable non-exempt dividend income.

Thin capitalisation measures apply to the total debt of the Australian operations of
multinational groups (including branches of those groups). See Thin capitalisation in the
Group taxation section for more information.

Bad debts

A deduction may be available for bad debts written off as bad before the end of an
income year. Generally, a deduction will only be available where the amount of the debt
was previously included in assessable income, or the debt is in respect of money lent in
the ordinary course of a money lending business. The ability to claim a deduction for a
bad debt is also subject to other integrity measures.

The amount of a commercial debt forgiven (other than an intra-group debt within a

tax consolidated group) that is not otherwise assessable or does not otherwise reduce
an allowable deduction is applied to reduce the debtor’s carryforward tax deductions
for revenue tax losses, carryforward capital losses, undeducted capital expenditure,

and other capital cost bases in that order. Any amount not so applied generally is not
assessable to the debtor. Forgiveness includes the release, waiver, or extinguishment of a
debt (other than by full payment in cash) and the lapsing of the creditor’s recovery right
by reason of a statute of limitations.

Charitable contributions

Charitable contributions are generally deductible where they are made to entities that
are specifically named in the tax law or endorsed by the Commissioner of Taxation

as ‘deductible gift recipients’. However, deductions for such gifts cannot generate tax
losses. That is, generally the deduction is limited to the amount of assessable income
remaining after deducting from the assessable income for the year all other deductions.

Entertainment

Subject to limited exceptions, deductions are denied for expenditure on ‘entertainment’,
which broadly is defined as entertainment by way of food, drink, or recreation, and
accommodation or travel to do with providing such entertainment.

Fines and penalties

Fines and penalties imposed under any Australian and foreign law are generally not
deductible. This includes fines and penalties imposed in relation to both civil and
criminal matters.

The General Interest Charge (GIC) and Shortfall Interest Charge (SIC), which are
imposed for failure to pay an outstanding tax debt within the required timeframe or
where a tax shortfall arises under an amended assessment, are deductible for Australian
tax purposes.

Taxes

In general, GST input tax credits, GST, and adjustments under the GST law are
disregarded for income tax purposes. Other taxes, including property, payroll, PRRT,
and FBT, as well as other business taxes, excluding income tax, are deductible to the
extent they are incurred in producing assessable income or necessarily incurred in
carrying on a business for this purpose, and are not of a capital or private nature.
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Other significant items

Where expenditure for services is incurred in advance, deductibility of that expenditure
generally will be prorated over the period during which the services will be provided, up
to a maximum of ten years.

General value shifting rules apply to shifts of value, direct or indirect, in respect of

loan and equity interests in companies or trusts. Circumstances in which these rules
may apply include where there is a direct value shift under a scheme involving equity

or loan interests, or where value is shifted out of an asset by the creation of rights in
respect of the asset, or where there is a transfer of assets or the provision of services for a
consideration other than at market value. The value shifting rules may apply to the head
company of a tax consolidated group or multiple entry consolidated (MEC) group for
value shifts also involving entities outside the group, but not to value shifting between
group members, which the tax consolidation rules address (see the Group taxation
section for more information).

Net operating losses

Losses may be carried forward indefinitely, subject to compliance with tests of continuity
of more than 50% of ultimate individual stock ownership or compliance with a same
business test. For consolidated group companies, the ability to utilise these losses is
determined by a modified version of these tests (see the Group taxation section for more
information).

Aloss carryback regime applied only for one income year (2012/13 income year for June
balancers) and allowed a company to carry a capped amount of a tax loss back to offset
the immediately prior year taxable profits and obtain a refund of tax previously paid on
the prior year profits through a tax offset mechanism.

Payments to foreign affiliates

A corporation can deduct royalties, management service fees, and interest charges paid
to non-residents, provided the amounts are referable to activities aimed at producing
assessable income, and also having regard to Australia’s transfer pricing rules. In the
case of royalties and interest payable to non-residents, there is also a requirement that
any applicable WHTs are remitted to the Commissioner of Taxation before the deduction
can be taken.

Group taxation

A tax consolidation regime applies for income tax and CGT purposes for companies,
partnerships, and trusts ultimately 100% owned by a single head company (or certain
entities taxed like a company) resident in Australia. Australian resident companies that
are 100% owned (either directly or indirectly) by the same foreign company and have no
common Australian head company between them and the non-resident parent are also
allowed to consolidate as a multiple entry consolidated (MEC) group. The group that is
consolidated for income tax purposes may differ from the group that is consolidated for
accounts or for GST purposes.

Groups that choose to consolidate must include all 100%-owned entities under an all-in
rule, and the choice to consolidate is irrevocable. However, eligible tier-1 companies
(being Australian resident companies that have a non-resident shareholder) that are
members of a potential MEC group are not all required to join an MEC group when

it forms, but may form two or more separate MEC or consolidated groups, if they so
choose, of which the same foreign top company is the 100% owner. If an eligible tier-1
company joins a particular MEC group, all 100% subsidiaries of the company must

also join the group. While the rules for forming and joining MEC groups allow more
flexibility than with consolidated groups, the ongoing rules for MEC groups are more
complex, particularly for tax losses and on the disposal of interests in eligible tier-1
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companies, which are subject to cost pooling rules, although for practical purposes
these rules are relevant only if the non-resident is holding or disposing of an indirect
Australian real property interest (see Capital gains in the Income determination section for
more information).

A single entity rule applies to members of a consolidated or MEC group so that for
income tax purposes the subsidiary members are taken to be part of the head company,
while they continue to be members of the group and intra-group transactions are not
recognised. In general, no group relief is available where related companies are not
members of the same consolidated or MEC group. Rollover relief from CGT is available
on the transfer of unrealised gains on assets, which are taxable Australian property,
between companies sharing 100% common ownership where the transfer is between
non-resident companies, or between a non-resident company and a member of a
consolidated group or MEC group, or between a non-resident company and a resident
company that is not able to be a member of a consolidated group.

Consolidated groups file a single tax return and calculate their taxable income or loss
ignoring all intra-group transactions.

When a consolidated group acquires 100% of an Australian resident entity, so that it
becomes a subsidiary member, the cost base of certain assets (in general, those that

are non-monetary) of the joining member are reset for all tax purposes, based on the
purchase price plus the entity’s liabilities, subject to certain adjustments. In this way, an
acquisition of 100% of an Australian resident entity by a consolidated group is broadly
the tax equivalent of acquiring its assets. Subject to certain tests being passed, tax losses
of the joining member may be transferred to the head company and may be utilised
subject to a loss factor, which is broadly the market value of the joining member divided
by the market value of the group (including the joining member). The value of the loss
factor (referred to as ‘the available fraction’) that applies for transferred losses may be
reduced by capital injections (or the equivalent) into the member before it joined, or into
the group after the loss is transferred.

Franking credits and tax losses remain with the group when a member exits, and the
cost base of shares in the exiting member is calculated based on the tax value of its assets
at the time of exit, less liabilities subject to certain adjustments.

Generally, members of the group are jointly and severally liable for group income tax
debts on the default of the head company, unless the group liability is covered by a tax
sharing agreement (TSA) that satisfies certain legislative requirements. A member who
enters into a TSA generally can achieve a clean exit from the group where a payment is
made to the head company in accordance with the TSA.

Transfer pricing

Australia has a comprehensive transfer pricing regime aimed at protecting the tax base
by ensuring that dealings between related, international parties are conducted at arm’s
length. The arm’s-length principle, which underpins the transfer pricing regime, uses
the behaviour of independent parties as a benchmark for determining the allocation of
income and expenses between international related parties.

Recent reforms to Australia’s transfer pricing rules were made to ‘improve the integrity
and efficiency of the tax system’. The first phase of the reforms (with retrospective

effect from 1 July 2004) provided the Commissioner of Taxation with the power to issue
transfer pricing assessments under the Associated Enterprises or Business Profits Articles
of Australia’s DTAs in addition to the Commissioner’s already existing ability to raise
transfer pricing assessments under domestic law. The final stage of the transfer pricing
reforms modernised Australia’s transfer pricing regime in line with international best
practice as set out by the OECD. Under the new regime, which effectively replaced the
first phase reform, transfer pricing adjustments operate on a self-assessment basis and
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apply in respect of certain cross-border dealings between entities and to the allocation
of actual income and expenses of an entity between the entity and its PE, using the
internationally accepted arm’s-length principle, which is to be determined consistently
with the relevant OECD Guidance material (and applied to both treaty and non-treaty
cases). In addition, companies are now required to have transfer pricing documentation
in place to support their self-assessed positions before the lodgement of the tax return.

It has been announced that Australia will implement the OECD’s new transfer pricing
documentation standards from 1 January 2016 for those companies with global revenue
of AUD 1 billion or more. Under these new documentation standards, the Australian
Taxation Office (ATO) will receive the following information on large companies
operating in Australia:

* A country-by-country report that shows information on the global activities of a
multinational, including the location of its income and taxes paid.

* A master file containing an overview of the multinational’s global business, its
organisational structure, and its transfer pricing policies.

* Alocal file that provides detail about the local taxpayer’s inter-company transactions.

Thin capitalisation

Thin capitalisation measures apply to the total debt of the Australian operations of
multinational groups (including branches of those groups). The measures cover
investment into Australia of foreign multinationals and outward investment of
Australian-based multinationals, and include a safe-harbour debt-to-equity ratio of 1.5:1
(previously 3:1 for income years commencing before 1 July 2014). Interest deductions
are denied to the extent that borrowing exceeds the applicable safe-harbour ratio.
Where borrowing exceeds the safe-harbour ratio, multinationals are not affected by the
rules if they can satisfy the arm’s-length test (that the borrowing could have been borne
by an independent entity). A further alternative test is available for certain inward or
outward investing entities based on 100% of their worldwide gearing (for income years
commencing before 1 July 2014, this alternative test was only available to outward
investing entities but at a 120% worldwide gearing limit).

As mentioned above, the thin capitalisation rules apply to inward investment into
Australia. In particular, they will apply where a foreign entity carries on business
through an Australian PE or to an Australian entity in which five or fewer non-residents
have at least a 50% control interest, or a single non-resident has at least a 40% control
interest, or the Australian entity is controlled by no more than five foreign entities.
Separate rules apply to financial institutions. To facilitate their inclusion in the rules,
branches are required to prepare financial accounts.

International Financial Reporting Standards (IFRS), equivalents of which currently
apply in Australia, make it more difficult for some entities to satisfy thin capitalisation
rules because of the removal of internally generated intangible assets from the balance
sheets. Accordingly, thin capitalisation law allows departure from the Australian
equivalents to IFRS in relation to certain intangible assets and excludes deferred tax
assets and liabilities and surpluses and deficits in defined benefit superannuation funds
from applicable calculations.

Controlled foreign companies (CFCs)

Under Australia’s CFC regime, non-active income of foreign companies controlled by
Australian residents (determined by reference to voting rights and dividend and capital
entitlements) may be attributed to those residents under rules that distinguish between
companies resident in ‘listed countries’ (e.g. Canada, France, Germany, Japan, New
Zealand, the United Kingdom, and the United States) and in other ‘unlisted’ countries.
In general, if the CFC is resident in an unlisted country and it fails the active income test
(typically because it earns 5% or more of its income from passive or tainted sources), the
CFC’s tainted income (very broadly, passive income and gains, and sales and services
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income that has a connection with Australia) is attributable. If a CFC is resident in a
listed country, a narrower range of tainted income is attributed even if the CFC fails the
active income test.

When income previously taxed on attribution is repatriated, it is not assessable for tax.

Integrity measures for large multinationals

A number of integrity measures were announced in the 2015/16 Federal Budget to
address multinational tax avoidance by companies with global revenue of AUD 1 billion
or more. These measures, which have not yet been enacted, include:

* new transfer pricing documentation standards (see above for more information)

* the doubling of the maximum administrative penalties that can be applied to large
companies that enter into tax avoidance and profit shifting schemes (applicable to
income years commencing on or after 1 July 2015), and

* atargeted anti-avoidance rule aimed at multinationals that enter into arrangements
that artificially avoid having a taxable presence in Australia. Specifically, this measure
will ensure that profits from Australian sales are taxed in Australia from 1 January
2016 where the activities of an Australian company or other entity are integral to an
Australian customer’s decision to enter into a contract with a related foreign entity,
and the profit from the Australian sales is booked overseas and subject to no or low
global tax under an arrangement entered into for a principal purpose of avoiding
Australian tax.

Tax credits and incentives

Foreign income tax offsets (FITOs)

FITOs are available to avoid double taxation in respect of foreign tax paid on income that
is assessable in Australia. Generally, a corporation will be entitled to claim a FITO where
it has paid, or is deemed to have paid, an amount of foreign income tax and the income
or gain on which the foreign income tax was paid is included in assessable income for
Australian tax purposes.

The amount of the FITO available is limited to the greater of AUD 1,000 and the amount
of the ‘FITO limit’. The FITO limit is broadly calculated as the difference between the
corporation’s actual tax liability and its tax liability if certain foreign taxed and foreign-
sourced income and related deductions were disregarded. Excess FITOs are not able to
be carried forward and claimed in later income years.

Inward investment incentives
Depending on the nature and size of the investment project, state governments may give
rebates from payroll, stamp, and land taxes on an ad hoc basis and for limited periods.

Capital investment incentives
Incentives for capital investment are as follows:

* Accelerated deductions are available for capital expenditures on the exploration for
and extraction of petroleum and minerals (other than mining rights and information
acquired from a non-government third party that start to be held after 7.30pm
[AEST] 14 May 2013, which are claimed over the shorter of 15 years and the life of
the asset), the exploration or prospecting for geothermal energy sources from 1 July
2012 to 30 June 2014, the rehabilitation of former mineral extraction sites, certain
environmental protection activities, the establishment of certain ‘carbon sink’ forests,
certain expenditure of primary producers, and for certain low cost depreciating assets
held by small business entities.

* There are a number of tax concessions aimed at encouraging investments in the
venture capital sector. Non-resident pension funds that are tax-exempt in their home

112 Australia PwC Worldwide Tax Summaries



Australia

jurisdiction, are residents of Canada, France, Germany, Japan, the United Kingdom,
the United States, or another country prescribed by regulation, and satisfy certain
Australian registration requirements, are exempt from income tax on the disposal

of investments in certain Australian venture capital equity held at risk for at least

12 months. A similar exemption is extended to other tax-exempt non-resident
investors, including managed funds and venture capital fund-of-funds vehicles and
taxable non-residents holding less than 10% of a venture capital limited partnership.
These investors are able to invest in eligible venture capital investments through an
Australian resident venture capital limited partnership or through a non-resident
venture capital limited partnership. Eligible venture capital investments are limited to
specified interests in companies and trusts. Detailed rules in the legislation prescribe
the nature of such investments and the characteristics, which such companies and
trusts, and their investments, must possess.

» There is a venture capital tax concession applicable to an ‘early stage venture capital
limited partnership’ (ESVCLP). The thresholds for qualification include requirements
that, amongst other things, the committed capital of the ESVCLP must be at least
AUD 10 million but not exceed AUD 100 million, the investments made must fall
within prescribed parameters as to size and proportion of total capital, and the
ESVCLP must have an investment plan approved by Innovation Australia. Where the
thresholds for their application are met, the ESVCLP provisions provide flow-through
tax treatment to domestic and foreign partners, with the income and capital received
by the partners exempt from taxation. As the income is tax exempt, the investor is not
able to deduct investment losses.

* The taxable income derived from offshore banking transactions by an authorised
offshore banking unit in Australia is taxed at the rate of 10% (these rules are
currently being modernised to extend the range of eligible activities and to address
integrity issues in relation to income years commencing on or after 1 July 2015).

* Refundable tax offsets are available to companies for certain expenditure incurred in
Australia in producing specified classes of film or undertaking specified post, digital,
or special effects production activities in respect of specified classes of films. The
concessions are only available to a company that is either an Australian resident or
a non-resident carrying on business through an Australian PE and which has been
issued with an Australian Business Number (ABN). The availability of the offsets
is subject to a number of conditions, including meeting registration and minimum
spend requirements. The rate of the offset varies from 15% to 40%, depending upon
the nature of the relevant film and activities undertaken.

* Anew exploration development incentive (EDI) applies for Australian resident
investors in small mineral exploration companies undertaking greenfield mineral
exploration in Australia. Under the EDI, investors may be entitled to a refundable tax
offset (or additional franking credits in the case of a corporate investor) where the
company in which they have invested has chosen to convert a tax loss that arose from
exploration or prospecting expenditure into an exploration credit up to a capped
amount. The EDI applies in respect of eligible expenditure from the 2014/15 to
2016/17 income years and capped at a national total of AUD 100 million over those
three years.

R&D tax credit

For companies with an annual turnover of less than AUD 20 million, the current law
provides a 45% refundable R&D tax credit, equivalent to a 150% tax concession. This
equates to a cash savings of 15% on every dollar of R&D spend and will be refundable
where the company is in a tax loss position. Companies with a turnover of greater

than AUD 20 million have access to a non-refundable 40% tax credit, equivalent to a
133% tax concession. This equates to a cash savings of 10% on every dollar of R&D
spend. However, it is currently proposed that the R&D tax credits will be reduced by 1.5
percentage points for income years commencing on or after 1 July 2014.

Pursuant to recent amendments to the law, for income years commencing on or after
1 July 2014, the amount of the concessional 40% or 45% R&D tax credit is limited to
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eligible R&D expenditure of AUD 100 million with any excess amount subject to a 30%
credit. The previous proposal to completely deny the concession to very large companies
with aggregated turnover in excess of AUD 20 billion from 1 July 2013 failed to be
passed by the Australian Parliament.

Generally, only genuine R&D activities undertaken in Australia qualify for the R&D

tax incentive. However, R&D activities conducted overseas also qualify in limited
circumstances where the activities cannot be undertaken in Australia. Special grant
programmes also may be available to assist corporations in the conduct of certain R&D
in Australia. These grants are awarded on a discretionary basis.

Other incentives
Cash grants for export-market development expenditure are available to eligible
businesses seeking to export Australian-source goods and services.

Withholding taxes

WHT rates are shown in the following table.

Dividends (%) (1)  Interest (%) (2) Royalties (%) (3)
0 0

114 Australia PwC Worldwide Tax Summaries



Australia

Recipient Dividends (%) (1) Interest (%) (2) Royalties (%) (3)

Notes

1. Dividends paid to non-residents are exempt from dividend WHT except when paid out of profits of
a company that have not borne Australian tax (i.e. unfranked dividends). Dividends include those
stock dividends that are taxable. The rates shown apply to dividends on both portfolio investments
and substantial holdings other than dividends paid in connection with an Australian PE of the non-
resident. Unfranked dividends paid to non-residents are exempt from dividend WHT to the extent that
the dividends are declared by the company to be conduit foreign income. There is also a deduction
in certain cases to compensate for the company tax on inter-entity distributions where these are
on-paid by holding companies to a 100% parent that is a non-resident (see Dividend income in the
Income determination section). Dividends paid to a non-resident in connection with an Australian
PE are taxable to the non-resident on a net assessment basis (i.e. the dividend and associated
deductions will need to be included in the determination of the non-resident’s taxable income, the
dividend is not subject to dividend WHT), and a franking tax offset is allowable to the non-resident
company for franked dividends received.

2. Australia’s interest WHT rate is limited to 10% of gross interest, although the treaty may allow for a
higher maximum limit. An exemption from Australian WHT can be obtained for interest on certain
public issues or widely held issues of debentures. Provisions exist to ensure that discounts and other
pecuniary benefits derived by non-residents on various forms of financings are subject to interest
WHT. Interest paid to non-residents by offshore banking units is exempt from interest WHT where
offshore borrowings are used in offshore banking activities (including lending to non-residents). An
offshore borrowing is defined as a borrowing from (i) an unrelated non-resident in any currency or (ii) a
resident or a related person in a currency other than Australian currency. The interest WHT rates listed
above for residents in a treaty country are those that generally apply. It is common for Australia’s tax
treaties to include a reduced limit for interest derived by certain government entities and/or financial
institutions. One should refer to the relevant treaty for these limits.

3. Royalties paid to non-residents (except in respect of a PE in Australia of a resident of a treaty country)
are subject to 30% WHT (on the gross amount of the royalty), unless a DTA provides for a lesser rate.
Tax is generally limited to the indicated percentage of the gross royalty.

4.  For Australian-sourced dividends that are franked under Australia’s dividend imputation provisions
and paid to a person who directly holds at least 10% of the voting power of the company, the limit
is 10% (although note that Australia does not impose WHT on franked dividends). For Argentinean-
sourced dividends paid to a person who holds at least 25% of the capital in the company, the limit
is 10%. A 15% limit applies to other dividends. Source-country tax is limited to 10% of the gross
amount of royalties in relation to copyright of literary, dramatic, musical, or other artistic work; the
use of industrial or scientific equipment; the supply of scientific, technical, or industrial knowledge;
assistance ancillary to the above; or certain forbearances in respect of the above. Source-country tax
is limited to 10% of the net amount of royalties for certain technical assistance. In all other cases, it is
limited to 15% of the gross amount of royalties.

5. The government announced on 4 February 2010 that negotiations to update Australia’s tax treaty with
Austria would take place in March 2010. No further announcements have been made in relation to the
progress of treaty negotiations.

6. A 5% dividend WHT rate applies to franked dividends paid by an Australian resident company and,
in the case of dividends paid by a Canadian resident company (other than a non-resident owned
investment corporation), to a company that directly holds at least 10% of the voting power in the
dividend company (although note that Australia does not impose WHT on franked dividends).
Otherwise, the maximum WHT rate on dividends is 15%.

7. A 5% dividend WHT rate applies to dividends paid to a company that directly holds at least 10%
of the voting power in the company paying the dividends. Otherwise, the maximum WHT rate on
dividends is 15%. In respect of interest, a 5% WHT rate applies to interest derived by a financial
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institution that is unrelated to and dealing wholly independently with the payer. Where the 5% rate

does not apply, a 15% WHT rate applies to interest arising in Chile, and a 10% WHT rate applies to

interest in all other cases. A 5% royalty WHT rate applies to royalties for the use of, or right to use,
any industrial, commercial, or scientific equipment, and a 10% royalty WHT rate applies in all other
cases.

Except Hong Kong and Macau.

The treaty between Australia and the Czech Republic allows Australia to impose a 5% WHT on the

franked part of a dividend in certain circumstances (although note that Australia does not impose

WHT on franked dividends). In the Czech Republic, a rate of 15% applies to the gross amount of

dividends if the dividends are paid to a company that directly holds at least 20% of the capital of the

company paying the dividend.

East Timor does not have a comprehensive DTA with Australia. However, the Timor Sea Treaty

governs the taxation rights between the two countries for petroleum-related activities conducted in

the Joint Petroleum Development Area of the Timor Sea by any person or entity, irrespective of the
residency status of that person or entity. Where the Timor Sea Treaty applies to third-country resident
payees, only 10% of the total gross interest, dividend, or royalty payment is subject to Australian

WHT, as follows:

* Interest: 10% of total gross interest paid is subject to WHT at a rate of 10%.

¢ Dividends: 10% of total gross unfranked dividends paid are subject to WHT at a rate of 15%, or
at the relevant DTA rate of the recipient.

* Royalties: 10% of total gross royalties paid is subject to WHT at a rate of 10%, or at the relevant
DTA rate of the recipient. However, the other 90% of each such amount is subject to East
Timorese WHT at the same rates.

A zero WHT rate applies to inter-corporate dividends where the recipient directly holds 80% or

more of the voting power of the company paying the dividend. A 5% rate limit applies on all other

inter-corporate dividends where the recipient directly holds 10% or more of the voting power of the

company paying the dividend. A 15% rate applies to all other dividends. A rate limit of 10% applies to
interest, except no tax is chargeable in the source country on interest derived by a financial institution
resident in the other country or a government or political or administrative subdivision or local
authority or central bank of the other country. Amounts derived from equipment leasing (including
certain container leasing) are excluded from the royalty definition and treated either as international
transport operations or business profits.

The source country exempts inter-corporate non-portfolio (i.e. minimum 10% shareholding) dividends

paid out of profits that have borne the normal rate of company tax. There is a 5% rate limit for all

other non-portfolio dividends. A rate limit of 15% applies for all other dividends. A rate limit of 10%

applies to interest, except no tax is chargeable in the source country on interest derived by a financial

institution resident in the other country or a government or political or administrative subdivision

or local authority or central bank of the other country. Amounts derived from equipment leasing

(including certain container leasing) are excluded from the royalty definition and treated either as

international transport operations or business profits.

The source-country limit under the Indian agreement is 10% for royalties paid in respect of the use

of or rights to use industrial, commercial, or scientific equipment or for the provision of consulting

services related to such equipment. In other cases, the limit is 15%.

The source-country limit under the Indonesian agreement is 10% for royalties paid in respect of

the use of or the right to use any industrial, commercial, or scientific equipment or for the supply of

scientific, technical, industrial, or commercial knowledge or information, and it is 15% in other cases.

The source country exempts inter-corporate dividends where the recipient directly holds 80%

or more of the voting power of the company paying the dividend and certain limitation of benefit

thresholds are met. A 5% rate limit applies on all other inter-corporate dividends where the recipient

directly holds 10% or more of the voting power of the company paying the dividend. A rate limit of

10% otherwise applies for dividends. However, where the dividends are paid by a company that

is a resident of Japan, which is entitled to a deduction for the dividends in Japan, the rate limit is

15% where more than 50% of the assets of the paying company consist, directly or indirectly, of

real property situated in Japan and 10% in all other cases. Special rules apply to distributions to

Japanese residents by real estate investment trusts (REITs). A rate limit of 10% applies to interest,

except no tax is chargeable in the source country on interest derived by a financial institution resident

in the other country or a government or political subdivision or local authority or central bank or other
specified entity of the other country. Amounts derived from equipment leasing (including certain
container leasing) are excluded from the royalty definition and treated either as international transport
operations or business profits.

A zero dividend WHT rate applies to franked dividends paid by an Australian resident company

to an entity that directly holds at least 10% of the voting power in the dividend paying company’;

otherwise, a 15% WHT rate applies. In relation to dividends paid by a company resident of Malaysia,

no WHT applies.

Source-country tax in Malta is limited to the tax chargeable on the profits out of which the dividends

are paid.

A zero dividend WHT rate applies to franked dividends paid (in Mexico, those dividends that have

been paid from the net profit account) to a company that directly holds at least 10% of the voting

power in the dividend paying company. In all other cases, a 15% WHT rate will apply to dividends.

Source-country tax is limited to 10% when interest is paid to a bank or an insurance company,

derived from bonds and securities that are regularly and substantially traded on a recognised

securities market, paid by banks (except where the prior two criteria apply), or paid by the purchaser
to the seller of machinery and equipment in connection with a sale on credit. It is 15% in all other
cases.

A zero WHT rate applies in certain cases to inter-corporate dividends where the recipient directly

holds at least 80% of the voting power in the dividend paying company. A rate of 5% applies on all

other inter-corporate dividends where the recipient directly holds 10% or more of the voting power
of the company paying the dividend. A general limit of 15% applies for all other dividends. Source-
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country tax on interest is limited to 10%. However, no tax is chargeable in the source country on
interest derived by a government or a political subdivision or local authority of the other country
(including a government investment fund or a bank performing central banking functions) or on
interest derived by a financial institution that is unrelated to and dealing wholly independently of the
payer (excluding interest paid as part of a back-to-back loan arrangement and, for New Zealand
payers, where that person has not paid approved issuer levy).

A zero WHT rate applies in certain cases to inter-corporate dividends where the recipient directly
holds at least 80% of the voting power in the dividend paying company for the 12-month period
prior to payment. A rate of 5% applies to all other inter-corporate dividends where the recipient
directly holds 10% or more of the voting power of the company paying the dividend. A general limit
of 15% applies to all other dividends. A general rate limit of 10% applies to interest. However, no

tax is chargeable in the source country on interest derived by a government of the other country
(including its money institutions or a bank performing central banking functions) from the investment
of official reserve assets and on interest derived by a financial institution resident in the other country
(excluding interest paid as part of a back-to-back loan arrangement).

For Australian-source dividends, the limit is 15%. Where dividends are sourced in Papua New
Guinea, the limit is 20%.

Source-country tax is limited to 15% where relief by way of rebate or credit is given to the beneficial
owner of the dividend. In any other case, source-country tax is limited to 25%. Source-country tax
generally is limited to 15% of gross royalties if paid by an approved Philippines enterprise. In all other
cases, the rate is limited to 25% of the gross royalties.

Source-country tax (Australia) is limited to 5% where a dividend is paid to a Romanian resident
company that directly holds at least 10% of the capital of the Australian company paying the dividend
to the extent that the dividend is fully franked. Source-country tax (Romania) is limited to 5% where
a dividend is paid to an Australian resident company that directly holds at least 10% of the capital

of the Romanian company paying the dividend if the dividend is paid out of profits that have been
subject to Romanian profits tax. In other cases, it is limited to 15%.

Source-country tax generally is limited to 15%. However, a rate of 5% applies where the dividends
have been fully taxed at the corporate level, the recipient is a company that has a minimum direct
holding in the paying company, and the recipient has invested a minimum of AUD 700,000 or the
Russian ruble equivalent in the paying company. Where the dividends are paid by a company that is a
resident in Russia, the dividends are exempt from Australian tax.

A 5% rate limit applies on all inter-corporate dividends where the recipient directly holds 10% or
more of the voting power of the company paying the dividend. A rate limit of 15% otherwise applies
for dividends. A general rate limit of 10% applies to interest. However, no tax is chargeable in the
source country on interest derived by a government of the other country (including a bank performing
central banking functions) and on interest derived by a financial institution resident in the other
country (excluding interest paid as part of a back-to-back loan arrangement).

On 30 July 2013, the Australian and Switzerland governments signed a new DTA, which entered

into force on 14 October 2014. From 1 January 2015, the DTA applies a 5% WHT rate to dividends
paid to companies that hold directly 10% or more of the voting power of the paying company.
Dividends paid to publicly listed companies, or subsidiaries thereof, or to unlisted companies in
certain circumstances, that hold 80% or more of the voting power of the paying company will be
exempt from dividend WHT. Dividends paid to government or a political subdivision or local authority
(including a government investment fund), a central bank, complying Australian superannuation
funds, and tax exempt Swiss pension schemes will also be exempt from dividend WHT. In all other
cases, a 15% WHT rate will apply. A general rate limit of 10% applies to interest. However, from 1
January 2015, interest paid to bodies exercising governmental functions, 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 are exempt from interest
WHT. From 1 January 2015, the DTA applies a 5% WHT on royalties (before that time, the rate was
10%).

Source-country tax (Taiwan) is limited to 10% of the gross amount of the dividends paid to a
company that holds at least 25% of the capital of the company paying the dividends. A rate of 15%
applies in all other cases. To the extent that dividends are franked because they are paid out of profits
that have borne Australian tax, they are exempt from dividend WHT (See Note 1 above). The treaty
allows Australia to impose a 10% WHT on the franked part of a dividend.

The source-country limit on dividends where the recipient has a minimum 25% direct holding in the
paying company is 15% if the paying company engages in an industrial undertaking; 20% in other
cases. The source-country limit on interest is 10% when interest is paid to a financial institution. It is
25% in all other cases.

A 5% WHT rate applies to inter-corporate dividends where the recipient directly owns 10% of the
voting power of an Australian resident company or directly owns 25% of the capital of a Turkish
resident company where the profits out of which the dividend is paid has been subject to the full rate
of corporation tax in Turkey. In all other cases, a 15% WHT rate will apply. The DTA applies a general
limit of 10% WHT on interest. However, interest derived from the investment of official reserve assets
by the either the Australian or Turkish government, the Australian or Turkish central bank, or a bank
performing central banking functions in either Australia or Turkey shall be exempt from interest WHT.
On 28 October 2008, it was announced that the Australian and the United Kingdom governments
would commence negotiations on a revised tax treaty. No further announcements have been made in
relation to the progress of treaty negotiations.

Source-country tax on dividends is generally limited to 15%. However, an exemption applies for
dividends paid to a listed company that satisfies certain public listing requirements and controls 80%
or more of the voting power in the company paying the dividend, and a 5% limit applies to dividends
paid to other companies with voting power of 10% or greater in the dividend paying company.
Source-country tax on interest is generally limited to 10%. However, generally zero interest WHT is
payable where interest is paid to a financial institution or a government body exercising governmental
functions.
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32. Source-country tax on dividends is generally limited to 15%. No source country tax is chargeable
on dividends to a beneficially entitled company that satisfies certain public listing requirements and
holds 80% or more of the voting power in the company paying the dividend. A 5% limit applies
to dividends paid to other companies with voting power of 10% or greater in the dividend paying
company. No limit applies to US tax on dividends paid on certain substantial holdings of Australian
residents in US REITs. In practical terms, US tax on these dividends is increased from 15% to the
current US domestic law rate of 30%. The 15% rate applies to REIT investments made by certain
listed Australian property trusts subject to the underlying ownership requirements not exceeding
certain levels. Investments in REITs by listed Australian property trusts acquired before 26 March
2001 are protected from the increased rate. Source-country tax on interest generally is limited to
10%. However, generally zero interest WHT is payable where interest is paid to a financial institution
or a government body exercising governmental functions. Rules consistent with US tax treaty policy
and practice will allow interest to be taxed at a higher 15% rate (the rate that generally applies to
dividends) and for tax to be charged on intra-entity interest payments between a branch and its head
office. Amounts derived from equipment leasing (including container leasing) are excluded from the
royalty definition.

33. Source-country tax is limited to 15% (Australia) and 10% (Vietnam).

34. Where the recipient does not quote a Tax File Number (or Australian Business Number), the payer is
obligated to withhold tax at the rate of 49% under the Pay-As-You-Go (PAYG) withholding regime. No
withholding is required in relation to franked dividends.

Other payments

A PAYG withholding regime applies to require the deduction and remittance of taxes
on behalf of foreign resident individuals and entities that are in receipt of the following
types of payments:

Type of payment Rate of withholding (%)

Payments for performing artists and sportspersons, including payments
to support staff such as art directors, bodyguards, coaches, hairdressers,
and personal trainers:

...... If TCIDIONT IS ACOMPANY | oo sessmsssssssssssssssmsssssssssssssssm sesssssssssssssmssssssssssssssssssss OO

if recipient is an individual the applicable non-
........................................................................................................................ resident marginal tax rate
Payments under contracts entered into for the construction, installation, 5

and upgrading of buildings, plant,

Managed investment trust distributions

For managed investment trust fund payments to a non-resident investor, a WHT regime
applies, with divergent outcomes, depending upon whether or not the recipient of such
fund payments is resident of a country identified as being one with which Australia has
an effective exchange of information (EEOI) arrangement and which is regulated as
such for purposes of these rules. For a resident of a regulated EEOI country, a final WHT
at a 15% rate applies for distributions. For residents of non-EEOI regulated countries, a
final WHT at a 30% rate applies.

Distributions from a managed investment trust that holds only certified ‘clean buildings’
is eligible for a reduced rate of WHT of 10% where the recipient of the fund payment is a
resident of a regulated EEOI country.

EEOI countries that have been identified by regulation are Anguilla, Antigua & Barbuda,
Aruba, the Bahamas, Belize, Bermuda, the British Virgin Islands, the Cayman Islands,
the Cook Islands, Gibraltar, Guernsey, Isle of Man, Jersey, Macau, Mauritius, Monaco,
the Netherlands Antilles, San Marino, St. Christopher and Nevis, St. Vincent and the
Grenadines, and the Turks and Caicos Islands, as well as countries with which Australia
has concluded DTAs, other than Austria, Chile, Greece, the Philippines, Switzerland,
and Turkey. Australia has entered into EEOI agreements with Andorra, Bahrain,

Brunei (not yet in force), Chile, Costa Rica, Dominica, Grenada, Guatemala (not yet in
force), Liberia, Liechtenstein, the Marshall Islands, Montserrat, Saint Lucia, Samoa,
Switzerland, Turkey, Uruguay, and Vanuatu; however, these countries have not yet been
identified in regulations to be EEOI countries.
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Tax administration

Taxable period
The Australian tax year runs from 1 July to 30 June. However, a corporation may apply
to adopt a substitute year of income, for example, 1 January to 31 December.

Tax returns

A corporation (including the head company of a tax consolidated group) lodges/files a
tax return under a self-assessment system that allows the ATO to rely on the information
stated on the return. Where a corporation is in doubt as to its tax liability regarding a
specific item, it can ask the ATO to consider the matter and obtain a binding private
ruling.

Generally, the tax return for a corporation is due to be lodged/filed with the ATO by the
15th day of the seventh month following the end of the relevant income year or such
later date as the Commissioner of Taxation allows. Additional time may apply where the
tax return is lodged/filed by a registered tax agent.

Payment of tax

A PAYG instalment system applies to companies other than those whose annual tax

is less than AUD 8,000 that are not registered for GST. Most companies are currently
obligated to pay instalments of tax for their current income year on a monthly or
quarterly basis. Instalments are calculated by applying an instalment rate to the amount
of the company’s actual ordinary income (ignoring deductions) for the previous quarter.
The instalment rate is notified to the taxpayer by the ATO and determined by reference
to the tax payable for the most recent assessment. The ATO may notify a new rate during
the year on which subsequent instalments must be based. Taxpayers can determine their
own instalment rate, but there may be penalty tax if the taxpayer’s rate is less than 85%
of the rate that should have been selected.

The monthly instalment system is being phased in on over three years since 1 January
2014, such that all companies with turnover of AUD 100 million or more should by now
have entered the monthly payment system. Those companies with a turnover of AUD 20
million or more will continue to pay quarterly instalments until they enter the monthly
system from 1 January 2016.

Final assessed tax is payable on the first day of the sixth month following the end of that
income year or such later date as the Commissioner of Taxation allows by a published
notice.

Tax audit process

The Australian tax system for companies is based on self-assessment; however, the ATO
undertakes ongoing compliance activity to ensure corporations are meeting their tax
obligations. The ATO takes a risk-based approach to compliance and audit activities,
with efforts generally focused on taxpayers with a higher likelihood of non-compliance
and/or higher consequences (generally in dollar terms) of non-compliance. Compliance
activities take various forms, including general risk reviews, questionnaires, reviews of
specific issues, and audits.

Statute of limitations

Generally, the Commissioner of Taxation may amend an assessment within four years
after the day of which an assessment is given to a company. Under the self-assessment
system, an assessment is deemed to have been given to the company on the day

on which it lodges its tax return. The four year time limit does not apply where the
Commissioner is of the opinion there has been fraud or evasion, or to give effect to a
decision on a review or appeal, or as a result of an objection made by the company, or
pending a review or appeal. The unlimited period of review of an assessment to give
effect to a transfer pricing adjustment was recently changed to a seven-year period of
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review in respect of assessments raised for an income year commencing on or after 29
June 2013.

Topics of focus for tax authorities

The ATO periodically releases during the year its compliance focus areas that are
attracting its attention. The following are current areas of focus by the ATO for large and
multinational businesses:

* A strong focus on shifting of profits to lower tax jurisdictions and the cessation of
Australian operations.

* Structuring and business events, such as mergers and acquisitions, divestment of
major assets and demergers, share buy backs, capital raisings and returns of capital,
private equity entries and exits, and initial public offerings.

* Capital gains tax, losses (capital and revenue), tax consolidation, infrastructure
investments, and financial arrangements.

* Four key industries: banking and finance, energy and resources, superannuation, and
insurance.

* Sharing data and intelligence on risks and opportunities, sharing capabilities and
strategies, and joint compliance action with other jurisdictions.

The Commissioner of Taxation is required to publish limited information about the tax
affairs of large corporate taxpayers (i.e. those with a reported total income of AUD 100
million and those with a liability to pay the former MRRT or PRRT), including disclosure
of the entity’s name, Australian Business Number, total income, taxable income, and tax
payable. The first reporting will cover the 2013/14 tax year, with the first published data
occurring in late 2015.

Other issues

Intergovernmental agreement (IGA) on the Foreign Account Tax
Compliance Act (FATCA)

In April 2014, the Australian government signed an IGA with the United States in
relation to the implementation of FATCA. The agreement is intended to establish a
framework to assist Australian financial institutions in meeting their obligations under
FATCA.

Australia has enacted legislation to give effect to the IGA requiring Australian financial
institutions to collect information about their customers that are likely to be taxpayers in
the United States, and report that information to the ATO. The Australian Commissioner
of Taxation will then pass this information on to the US Internal Revenue Service (IRS).
Australia’s obligations under the agreement apply to FATCA ‘reportable accounts’
maintained on or after 1 July 2014.
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Significant developments

On 29 December 2014, the ‘2nd Abgabendnderungsgesetz 2014’ was published in the
Austrian Federal Law Gazette. See Interest WHT in the Withholding taxes section for more
information.

On 20 May 2015, the draft of the ‘Rechnungslegungsdnderungs-Begleitgesetz 2015’ was
approved by the Austrian government. This act includes several amendments, but does
not result in significant changes in the field of corporate income taxation.

On 20 May 2015, the draft of the ‘Steuerreformgesetz 2015/2016’ was published by the
Austrian government. See Value-added-tax and Real estate transfer tax in the Other taxes
section, Depreciation and amortisation in the Deductions section, Employment incentives
and Research and development (R&D) incentives in the Tax credits and incentives section,
and Dividend WHT and Repayment of equity in the Withholding taxes section for more
information.

Taxes on corporate income

Basis of corporate income tax (Korperschaftsteuer)

Corporations (i.e. limited liability company [GmbH], stock corporation [AG]) are
subject to unlimited taxation in Austria of their entire (domestic and foreign) income if
they have their legal seat or place of effective management in Austria. A non-Austrian
corporate tax resident (with neither a legal seat nor place of effective management in
Austria) is subject to limited taxation on certain sources of income in Austria.

Rates of corporate income tax (Korperschaftsteuer)

Due to the qualification of corporations as independent tax subjects, a distinction must
always be made between tax ramifications at the level of the company and those at

the shareholder level. At the level of the company, profits are taxed at the standard
corporate income tax (CIT) rate of 25%, regardless of whether profits are retained

or distributed. At the shareholder level, the profit distributions are usually subject to
withholding tax (WHT) of 25%.

There is also a minimum CIT, payable by companies in a tax-loss position. The minimum
CIT can be carried forward without time limitation and can be credited against future
CIT burdens of the company.

The minimum CIT amounts to 875 euros (EUR) for an AG for each full quarter of a year.
The minimum CIT for a GmbH is EUR 437.50 for each full quarter of a year. However, for
GmbHs founded after 30 June 2013, the minimum CIT amounts to EUR 125 for each full
quarter of the first five years and EUR 250 for the next five years.

Local income taxes
There is no additional local income tax levied at the company level.
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Corporate residence

A corporation is resident in Austria for tax purposes if either it is registered in Austria
(legal seat) or its place of effective management is located in Austria. The ‘place of
effective management’ is located where the day-to-day management of the company
is actually carried out and not where singular board decisions are formally made.
However, the definition of place of effective management under Austrian tax law does
not significantly deviate from its definition under the Organisation for Economic Co-
operation and Development (OECD) guidelines.

Permanent establishment (PE)
An Austrian PE is defined under Austrian tax law as a fixed establishment where a
business is carried out, in particular:

* the place where the management is carried out

* plants, warehouses, purchase and sales establishments, and other establishments
where an entrepreneur or one’s permanent representative carries out one’s business,
or

¢ construction sites, which last for more than six months.

However, the definition of PE is different in some tax treaties. The Austrian tax
authorities generally follow the commentary to the OECD model convention regarding
the PE concept.

Other taxes

Value-added tax (VAT) (Mehrwertsteuer)

Generally, the Austrian VAT law is based on the 6th European Union (EU) VAT Directive.
Under the Austrian VAT law, companies and individuals carrying out an active business
on a permanent basis are qualified as entrepreneurs for VAT purposes. As entrepreneurs,
they have to charge the supply of goods or services provided to their customers with
Austrian VAT at a rate of 20%. A certain limited range of goods and services (such

as food, books, passenger transportation, cultural events) is taxed at the reduced

rate of 10%. Certain other transactions are exempted from Austrian VAT (e.g. export
transactions).

According to the draft of the ‘Steuerreformgesetz 2015/2016’, the reduced VAT rate is to
be increased from 10% to 13% for animals, seeds and plants, cultural services, museums,
z0os, film screenings, wood, ex-vineyard sales of wines, air travel, public pools, youth
care, guest accommodation, and athletic events. The VAT rate for food, restaurants,
renting, and medicine remains at 10%. This amendment enters into force as of 1 January
2016 (1 April 2016 for guest accommodation).

Input VAT

Entrepreneurs are entitled to deduct Austrian input VAT insofar as the input VAT does
not result from goods/services purchased that are directly linked to certain VAT-exempt
sales (e.g. interest income, insurance premium). However, certain transactions are
exempt from Austrian VAT (e.g. export transactions) without limiting the ability of

the entrepreneur to deduct the related input VAT. To be entitled to deduct input VAT,
the entrepreneur must obtain an invoice from one’s supplier that fulfils certain formal
requirements.

VAT filing and payment

Entrepreneurs have to file monthly or quarterly VAT returns by the 15th day of the
second month following the month concerned or by the 15th day of the second month
following the quarter concerned. The balance of the VAT due and the input VAT
deducted has to be paid to the tax office (if VAT burden) or is refunded by the tax office
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(if in a net input VAT position) to the electronic tax account of the entrepreneur. A
separate report has to be filed by the entrepreneur at the tax office showing the cross-
border intra EU-transactions made.

Customs duties

Certain cross-border inbound movements of goods from non-EU countries trigger
Austrian customs duty. The duty is levied according to the Austrian customs duty
scheme, which is based on the EU-customs duty scheme. It defines the customs duty
tariffs, dependent on the nature of the good.

Excise taxes

Excise taxes are imposed on certain products, including petroleum (approximately EUR
40 to EUR 600 per 1,000 litres), tobacco products (13% to 47% of price), and alcoholic
beverages (tax rate depends on type of alcohol).

Stability fee for banks

A stability fee for financial institutions is charged at 0.09% based on balance sheet totals
of EUR 1 billion to EUR 20 billion and 0.11% on balance sheet totals over EUR 20 billion.
In addition to the stability fee, there is a contribution of 45% to 55% imposed on the
stability fee, which has to be paid by banks for periods till the end of the year 2017. These
contributions are deemed to be used for stability measures regarding the capital market.

Real estate tax

Local authorities annually levy real estate tax on all Austrian real estate property,
whether developed or not. The tax is levied on the assessed standard ratable value
(Einheitswert) of immovable property. The assessed value is usually substantially lower
than the market value. The effective tax rate depends on the intended use of the real
estate and is calculated using a special multiplier.

Tax rates:

e Agricultural area and forestry
¢ 1.6%o for the first EUR 3,650 of the assessed standard ratable value.
* 2% for the amount of the assessed standard ratable value exceeding EUR 3,650.
* Buildings and property are taxed at 2%o of the assessed standard ratable value. This
multiplier is reduced for:
* Single family houses
* to 0.5%o for the first EUR 3,650 of the assessed standard ratable value and
* to 1%o for the next EUR 7,300.
* Leasehold and shared property
* to 1%o for the first EUR 3,650 of the assessed standard ratable value and
¢ to 1.5%o for the next EUR 3,650.
* All other property
* to 1%o for the first EUR 3,650 of the assessed standard ratable value.

After the assessed standard ratable value is multiplied by the relevant multiplier, the
real estate tax is calculated by using a special municipal rate fixed by each municipality
(maximum 500%). Finally, the tax amount is reduced by a general reduction of 25% as
stated by law and increased by a 35% inflation adjustment.

Real estate transfer tax

Tax is generally levied at 3.5% on transactions that cause a change in the ownership of
Austrian real estate or in the person empowered to dispose of such property (e.g. direct
owner). Real estate transfer tax is generally calculated on the basis of the acquisition
price. However, according to the draft of the ‘Steuerreformgesetz 2015/2016’, the taxable
base has to be at least the property value (Grundstiickswert), which is derived from the
fair market value and will be defined by the Austrian legislature by regulation.
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In the case of real estate transfers within the closer family circle, the three-fold assessed
ratable value (capped at 30% of the fair market value, applicable for transfers as of

1 June 2014) is taken as the tax base, and a tax rate of 2% applies. For transfers in
connection with corporate restructuring under the Reorganisation Tax Act, the two-
fold assessed standard ratable value is taken as the tax base, and the standard tax rate
applies.

Based on the bill, the property value will be taken as the taxable base for free of
charge transfers (i.e. family and non-family transfers). The rate for transfers without
compensation will be subject to different levels. It is to be 0.5% for a property value
of below EUR 250,000, 2% up to EUR 400,000, and 3.5% over EUR 400,000. In case
of business transfers, the tax is capped at 0.5% of the property value. For transfers in
connection with corporate restructuring under the Reorganisation Tax Act and the
consolidation of shares, the tax rate will amount to 0.5% of the property value. The
amendments shall enter into force for transfers after 31 December 2015.

Real estate transactions with a tax base of EUR 1,100 or below are exempt.

Note that an additional 1.1% registration fee becomes due upon incorporation of the
ownership change in the land register. The registration fee is assessed on the basis of the
market value. There is a preferential taxation (three-fold ratable value capped at 30% of
the fair market value) in case of family transactions or corporate restructuring qualifying
for the application of the Reorganisation Tax Act.

Capital transfer tax (Gesellschaftsteuer)

Capital transfer tax is imposed at a rate of 1% on the initial contribution of capital, other
contractual or voluntary contributions in cash or in kind, and certain hybrid financing
instruments to Austrian corporations. However, in many cases, a taxable event for
capital transfer tax purposes can be eliminated by careful structuring (e.g. contributions
made by the indirect shareholder of an Austrian company [so called ‘grandparent
contributions’] do not trigger capital transfer tax).

As a result of the ‘Abgabendnderungsgesetz 2014’, capital transfer tax will be entirely
abolished as of 1 January 2016.

Stamp duty

Stamp duty is imposed in connection with certain legally predefined transactions for
which a written contract has been established (e.g. lease contracts, bills of exchange,
assignments of receivables). The Austrian administration’s understanding of a ‘written
contract’ is very broad and covers not only paper contracts but also contracts concluded
by electronic means (e.g. electronically signed emails).

The stamp duty is triggered upon the establishment of a legal relationship if at least
one Austrian party is contractually involved or, even if a contract is concluded between
non-Austrian parties only, if the subject of the contract relates to Austria (e.g. lease
contract on Austrian real estate). However, various possibilities are available for most
legal transactions subject to stamp duty to structure them in a way without triggering
stamp duties (e.g. setting up of contracts abroad, offer-acceptance procedure, usage of
audio-tapes).

Loan and credit agreements are not subject to stamp duty.

The stamp duty rates for the most common legal transactions are as follows:

Stamp duty (%)
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Legal transactions Stamp duty (%)

Assignment of receivables

Payroll taxes

Payroll taxes are income taxes levied on employment income, withheld by the employer.
A progressive tax rate is applied to the tax base, being the salary after deduction of
allowances and various expenditures (e.g. social security contribution). The employer is
legally obligated to withhold the payroll tax and liable to do so vis-a-vis the Austrian tax
authority.

Social security contributions
Monthly rates of compulsory (pre-tax) social security contributions are shown below for
pensions, sickness, unemployment, accident insurance, and certain minor contributions:

Social security categories Employer (%) Employee (%) Total (%)

* On a maximum assessment basis (gross salary) of EUR 4,650 per month for current payments. Special
payments receive a tax favoured treatment (employer at 21.13%, employee at 17.07%, for a total of
38.20%). The maximum assessment basis (gross) amounts to EUR 9,300 per year.

In addition, the employer is liable to the Family Burdens Equalisation Levy at the rate of
4.5%, the municipal tax on payroll at the rate of 3% of monthly gross salaries and wages,
and a public transportation levy of EUR 2 per week per employee in the city of Vienna. In
addition, a contribution to the Chamber of Commerce is levied at a rate of approximately
0.40% (between 0.36% and 0.44%) of monthly gross salaries paid (depending on the
province). Moreover, a contribution to the mandatory employee pension fund at the

rate of 1.53% on monthly gross salaries is payable for employments subject to Austrian
employment law.

Branch income

Austrian branches of foreign corporations are taxed in the same way as Austrian
corporations, except that inter-company dividends received by Austrian branches of non-
EU corporations are not tax exempt (see the Income determination section) and Austrian
tax losses can be carried forward only if they exceed non-Austrian profits. Books and
records generally can be kept abroad but must be brought to Austria in case of a tax
audit (upon official request).

Income determination

Taxable income is determined based on statutory accounts under Austrian generally
accepted accounting principles (GAAP) adjusted for certain deductions and additions
prescribed by the tax law.

Inventory valuation

In general, inventories are valued at the lower of cost or market. If specific identification
during stock movements is not possible, other methods, such as last in first out (LIFO)
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and first in first out (FIFO), are permitted when shown to be appropriate. Conformity
between financial book keeping and tax reporting is required.

Capital gains/exit taxation/inbound transfer
Generally, capital gains (short and long-term) are part of the normal annual result of a
corporation and are taxed at the ordinary CIT rate (25%).

A special tax treatment applies to capital gains with respect to the exit of taxable assets.
In the case of a transfer of assets that formed part of a business from Austria to a foreign
country (e.g. allocation of assets to foreign branch), latent capital gains generally

are taxed at the time of the transfer. However, if these assets are transferred to an EU
member state, capital gains taxation can be postponed upon request until the assets are
sold or transferred outside the European Union.

In case of an inbound transfer, generally, the fair market value of the assets is considered
for Austrian income tax purposes (step up). Therefore, any hidden reserves accumulated
abroad are not taxed in Austria.

Dividend income

Dividends received from an Austrian company at the corporate shareholder level are
generally excluded from the tax base (no minimum stake, no minimum holding period).
This tax exemption refers to domestic dividends only, not to capital gains or losses.

Additionally, dividends received from companies located within the European Union

or from countries within the European Economy Area (EEA) with which Austria has
concluded a comprehensive agreement on mutual assistance regarding the exchange of
information are also tax exempt if the foreign company is subject to a tax similar to the
Austrian CIT and if the foreign CIT rate is not below 15%.

In cases where the dividends from foreign investments are taxable, foreign CIT can be
credited against the Austrian CIT.

Portfolio dividends

Portfolio dividends (i.e. dividends from an investment below 10%) received from
corporations located in member states of the European Union, as well as dividends from
corporations that are located in those EEA and third countries with which Austria has
concluded a comprehensive agreement on mutual assistance regarding the exchange
of information, are generally exempt from CIT. However, under special circumstances,
a switch-over to the credit method, as outlined under International participation
exemption for dividends and capital gains below, has to be considered. Moreover, the
dividend must not be deductible for tax purposes in the source state in order to be tax
exempt at the level of the Austrian recipient (valid for substantial investments and
portfolio dividends).

Stock dividends

A conversion from revenue reserves (retained earnings) to capital by a company does
not lead to taxable income for the shareholder (but triggers 1% capital transfer tax,
which will be abolished as of 1 January 2016). However, capital reductions are treated
as taxable income if within ten years prior to the capital reduction the above-mentioned
increase in capital was repaid to the shareholder. Otherwise, they are tax exempt.

International participation exemption for dividends and capital gains
Dividends received from a foreign company are also tax exempt at the corporate
shareholder level if the Austrian company holds at least 10% of the issued share capital
for a minimum holding period of one year (international participation exemption).
Furthermore, both capital gains and capital losses derived from shares qualifying for the
international participation exemption are tax neutral. This means a deduction of capital
losses is no longer available. However, the parent company can exercise an (irrevocable)
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option for each single participation acquired to treat both capital gains and capital losses
as taxable (spread of losses and depreciations over a period of seven years). The option
refers to capital gains (losses) only and does not affect the tax treatment of ongoing
dividend distributions.

Switch-over-clause

In the case of presumed tax abuse, the participation exemption for dividends and capital
gains is replaced by a tax credit (switch-over-clause). The credit system is applied if the
foreign subsidiary does not meet an active-trade-or-business test (i.e. passive income
from royalties, interest, etc. is greater than 50% of total income of subsidiary) and, at
the same time, is regularly subject to a foreign income tax burden of 15% or below.

The domestic and foreign participation exemptions are available to Austrian resident
corporations and to Austrian branches of EU corporations only, but not to Austrian
branches of non-EU corporations.

Interest income
Interest income is taxed at the general CIT rate of 25%.

Rental income
Rental income is treated as normal business income.

Foreign income

Austrian resident corporations are taxed on their worldwide income. If a double taxation
treaty (DTT) is in force, double taxation is mitigated either through an exemption or

by granting a tax credit equal to the foreign WHT at the maximum (capped with the
Austrian CIT incurred on the foreign-source income). If foreign WHT cannot be credited
at the level of the Austrian corporation (e.g. due to a loss position), Austrian tax law
does not allow one to carry forward the foreign WHT to future assessment periods.
However, if the source of the income is a non-treaty country, exemption or a tax credit
shall be available based on unilateral relief (representing a discretionary decision

of the Austrian Ministry of Finance only but no legal entitlement for the applicant).
Austrian tax law does not provide for a deferral of taxes on foreign income. Special rules
for taxing undistributed income of foreign subsidiaries are applicable only to foreign
investment funds.

Please note that Austrian Tax Law does not define special controlled foreign company
(CFC) rules. However, under certain circumstances, the Austrian tax administration,
under a substance over form approach, taxes passive income of foreign subsidiaries
of Austrian companies located in low tax jurisdictions (see switch-over-clause under
International participation exemption for dividends and capital gains above).

Deductions

Depreciation and amortisation

Only the straight-line method is accepted for tax purposes, whereby the cost is evenly
spread over the useful life of an asset. For certain assets, depreciation rates relevant for
tax purposes are prescribed by the tax law and shown in the following chart:

As
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Based on the draft of the ‘Steuerreformgesetz 2015/2016’, buildings used as business
assets will be depreciated at a rate of 2.5%, irrespective of the use of the building. This
amendment will be applicable for tax years starting after 31 December 2015.

Tax depreciation is not required to conform to financial depreciation under Austrian
GAAP. If depreciated property is sold, the difference between tax value and sale
proceeds is taxed as a profit or loss in the year of sale.

Trademarks are usually amortised over 15 years. Other intangibles have to be amortised
over their useful lives.

Goodwill

Goodwill arising in the course of an asset deal for tax purposes must be amortised over
15 years. Goodwill that arose in the course of a share deal can be amortised only if the
acquired company is included in a tax group and if the share deal was effected until 28
February 2014 (see the Group taxation section). Goodwill arising as a result of a corporate
merger cannot be amortised.

Organisational and start-up expenses
Generally, organisational and start-up expenses are tax deductible.

Interest expenses

Interest payments (also inter-company) are generally tax deductible if they meet the
general arm’s-length requirements. See Thin capitalisation in the Group taxation section
for more information.

Financing costs

According to current tax law, interest expenses resulting from the debt-financed
acquisition of shares are usually tax deductible. This is so even if the Austrian
participation exemption regime applies (see the Income determination section).

However, interest expenses relating to the debt-financed acquisition of shares from
related parties or (directly or indirectly) controlling shareholders are generally non-
deductible. This disallowance of interest also applies in circumstances where the
shareholder acquiring the shares has been funded by a debt-financed equity contribution
(insofar as the equity contribution was made in direct connection with the share
acquisition). The deductibility of interest expenses incurred in connection with the debt-
financed acquisition of shares from a third party is not covered by this rule.

All financing costs (e.g. fees, foreign exchange expenses, legal advice) that relate to tax-
exempted international participations are non-deductible. Until 12 June 2014, foreign
exchange expenses or profits accumulated in connection with the financing of tax-
exempted international participation were treated as tax deductible.

Accrued expenses

Certain accruals (such as provisions for liabilities and impending losses) running for
more than 12 months as of the closing date of the accounts are accepted for tax purposes
at 80% of their value only. Exempted from this reduction are provisions for personnel
benefits (severance payments, pensions, vacations, and anniversary awards) for which
specific reduction and computation methods have been provided and provisions that
were already calculated by discounting a future obligation.

As a result of the ‘Abgabendnderungsgesetz 2014’, long-term accruals made from 30 June
2014 onwards are to be discounted, depending on their actual duration. The discount
rate to be used is 3.5%. Valuation differences resulting for already existing long-term
accruals (if accruals under the new approach are lower than under the former approach)
have to be spread over three years. In case the accrual under the former approach (80%)
is lower than under the new approach (discount with 3.5% per annum), the former
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approach has to be continued. The exemption for personnel benefits (severance
payments, pensions, vacations, and anniversary awards) will still apply.

In general, lump-sum accruals and accruals for deferred repairs and maintenance are
not allowed for tax purposes.

Bad debt

Valuation allowances for bad debts are, in principle, deductible for tax purposes,

unless they are calculated on a lump-sum basis. In case of inter-company receivables,
appropriate documentation regarding the compliance with the arm’s-length principle is
required.

Charitable contributions
Donations to certain charitable institutions are generally tax deductible, up to a limit of
10% of the current year’s profit.

Furthermore, donations to certain public Austrian institutions, such as universities, art
colleges, or the academy of science, and to non-profit organisations performing research
and educational activities mainly for the benefit of the Austrian science or economy
may also be deducted as operating expenses, up to the limit of 10% of the current year’s
profit. The same is valid for donations granted to foreign institutions with residence

in the EU/EEA or third countries with which Austria has concluded an agreement

on mutual assistance regarding the exchange of information. The requirement for
deductibility is that the activities of the organisation are carried out mainly for the
benefit of Austrian science or the Austrian economy.

Meals and entertainment

The deductibility of costs for business lunches generally is limited to 50% of actual
expenses incurred (provided the business lunch had the purpose of acquiring new
business).

The deductibility of entertainment expenses is restricted to advertising expenses.

Salary payments

Payments to a member of the supervisory board (Aufsichtsrat) are tax deductible

up to a limit of 50%. Salaries (including all payments in cash and in kind, excluding
privileged severance payments) exceeding EUR 500,000 per person and per year are not
tax deductible. This rule also covers bonus payments and pension schemes. However,
for pension schemes there is a EUR 500,000 per annum threshold to be considered
separately from the other salary payments.

Fines and penalties
Fines and penalties are generally not tax deductible.

Taxes

Austrian and foreign taxes on income and other personal taxes, as well as VAT insofar
as it relates to non-deductible expenditures, are non-deductible. Other taxes, such as
payroll or capital transfer taxes, are deductible.

Net operating losses

Tax losses can be carried forward without any time limit. However, tax loss
carryforwards generally can be offset against taxable income only up to a maximum of
75% of the taxable income for any given year. Some exceptions apply (i.e. in connection
with tax groups, in the case of liquidations or the recapture taxation of foreign losses),
allowing a company to charge tax loss carryforwards available against 100% of annual
taxable income.

The Austrian tax law does not provide for a carryback of tax losses.
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Loss-trafficking (Mantelkauf)

Tax loss carryforwards may be lost in the case of a share deal being classified as loss-
trafficking (so called ‘Mantelkauf’) or in the course of a legal restructuring leading to
similar results.

Under Austrian tax law, a share deal against compensation is classified as a Mantelkauf
if, from a substance over form perspective, the ‘economic identity’ of a company is
changed due to the transaction. The change of economic identity of a company is
realised if all of the following structural changes are made to the acquired Austrian
company having the tax loss carryforwards available:

* Change of shareholder structure.
* Change of the organisational structure.
* Change of the business structure.

All three conditions cumulatively have to be met. There is no exact time period defined
within which they have to be met; however, meeting them within one year after the
share transfer usually is regarded as a strong indication for a Mantelkauf.

Payments to foreign affiliates

Generally, there are no restrictions on the deductibility of royalties, interest, and service
fees paid to foreign affiliates, provided they are at arm’s length (which should be
appropriately documented by agreements, contracts, calculation sheets, etc.). Payments
to affiliated companies not meeting arm’s-length standards are treated as a hidden
distribution of earnings (i.e. they are not tax deductible, and WHT is usually triggered at
source). See Transfer pricing in the Group taxation section for more information.

In addition, interest and royalty payments made by an Austrian company to affiliated
companies located in low tax jurisdictions (effectively taxed below 10%) are non-
deductible as well.

Note that the domestic implementation of the EU Interest Royalty Directive, which
abolishes WHT on cross-border payments of interest and licence fees (regardless of
whether taken out by deduction or by assessment) between affiliated companies in the
member states, should be considered.

Group taxation

Two or more companies can form a tax group, provided the parent company directly
or indirectly owns more than 50% of the shares in the subsidiaries. The tax group also
can include foreign group members. However, the scope of foreign tax group members
is limited to corporations being resident in EU member states and in states that have
entered into a comprehensive administrative assistance arrangement with Austria. If

a group member withdraws from the group within a minimum commitment-period of
three years, all tax effects derived from its group membership must be reversed.

Within a tax group, all of the taxable results (profit and loss) of the domestic group
members are attributed to their respective group parent. From foreign tax group
members, tax losses in the proportion of the shareholding quota are attributed to the tax
group parent. The foreign tax loss has to be calculated in accordance with Austrian tax
law. However, it is capped with the amount actually suffered based on foreign tax law.
Starting in 2015, ongoing tax losses from foreign group members can only be recognised
to the extent of 75% of the profit of all domestic group members (including the group
leader). The remaining loss surplus may be carried forward by the group parent. In
addition, foreign tax losses utilised by the Austrian tax group parent are subject to
recapture taxation at the time they are utilised by the tax group member in the source
state, or in the moment the group member withdraws from the Austrian tax group.
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Under the recapture taxation scheme, the Austrian tax group has to increase its Austrian
tax base by the amount of foreign tax losses used in prior periods.

For the purpose of the application of the recapture taxation scheme, a withdrawal from
the tax group is also assumed if the foreign group member significantly reduces the
size of its business (compared to the size of the business at the time the losses arose).
Reduction of size is measured on the basis of business parameters such as turnover,
assets, balance sheet totals, and employees, while the importance of the respective
criteria depends on the nature of the particular business.

Under the previous tax group regime, goodwill that arose in the course of a share deal
(acquisition of an Austrian active business company from a third party contractor)
had to be amortised over 15 years, provided that the acquired company was included
in a tax group. Goodwill amortisations have now been abolished and are applicable
only for share deals effected until 28 February 2014. Existing goodwill amortisations
are grandfathered, provided the goodwill amortisation potentially impacted the share
purchase price.

Write-downs of participations in tax group members are not tax deductible.

Transfer pricing

Under Austrian Tax Law, there are no explicit transfer pricing regulations available
defining, in detail, the local requirements with regards to arm’s length, the
documentation standards required, penalties, etc. In general, Austria applies the

OECD transfer pricing guidelines referring to the OECD model tax convention.
Furthermore, Austrian transfer pricing guidelines have been issued by Austrian tax
authorities. The guidelines represent the Austrian authority’s understanding of inter-
company business relationships with regards to their arm’s-length classification and are
based on the OECD transfer pricing guidelines.

According to these guidelines, all business transactions between affiliated companies
must be carried out under consideration of the arm’s-length principle. Where a legal
transaction is deemed not to correspond to arm’s-length principles, the transaction

price is adjusted for CIT purposes. Such an adjustment constitutes either a constructive
dividend or a capital contribution. Currently, there is the option of applying for a
non-binding ruling of the tax authorities. Additionally, there is an advanced ruling
opportunity available. Under this regulation, binding information in the fields of transfer
pricing, group taxation, and mergers and acquisitions (M&A) can be requested from the
Austrian tax authorities against payment of an administrative fee (the fee rate depends
on the size of the applicant’s business).

Thin capitalisation

There are no explicit tax regulations available under Austrian tax law stipulating

the minimum equity required by a company (‘thin capitalisation rules’). Basically,
group financing has to comply with general arm’s length requirements. Therefore, an
Austrian group entity being financed by an affiliated entity must be able to document
that it would have been able to obtain funds from third party creditors under the

same conditions as from an affiliated financing entity. Therefore, the appropriate ratio
between an Austrian company’s equity and debt will mainly depend on the individual
situation of the company (profit expectations, market conditions, etc.) and its industry.
Nonetheless, the fiscal authorities in administrative practice (i.e. no ‘safe-harbour’ rule)
tend to accept a debt-to-equity ratio of approximately 3:1 to 4:1. However, the debt-
to-equity ratio accepted by tax authorities also strongly depends on the average ratio
relevant for the respective industry sector. If an inter-company loan is not accepted as
debt for tax purposes, it is reclassified into hidden equity and related interest payments
into (non-deductible) dividend distributions.
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Furthermore, under Austrian commercial law, a minimum equity ratio of 8% is claimed.
If the equity ratio of the company falls below 8% and its earning power (virtual period
for debt redemption) at the same time does not meet certain requirements, a formal and
public reorganisation process will have to be initiated.

Controlled foreign companies (CFCs)
The Austrian Tax Law does not define special CFC rules (see Foreign income in the Income
determination section).

Tax credits and incentives

Foreign tax credit (matching credit)

Generally, foreign WHT can be credited against Austrian CIT (see Foreign income in
the Income determination section). In special cases (e.g. Brazil, China, Korea), the DTT
provides for a matching credit, which allows the credit of a pre-defined amount that
exceeds the actually paid foreign WHT.

Research and development (R&D) incentives

R&D costs are fully deductible at the time they accrue. An R&D premium of 10% (i.e.
R&D expenses x 10% = R&D premium) may be claimed for R&D activities performed in
Austria. As a result of the draft of the ‘Steuerreformgesetz 2015/2016’, the R&D premium
will be increased to 12% for tax years starting after 31 December 2015.

In order to receive the R&D premium of 10% (12%), an expert report (issued by the
Austrian research promotion organisation [FFG]) is required that confirms the nature of
the expenses in question as R&D expenses. The definition of privileged R&D expenses is
taken from the Frascati Manual.

The R&D premium is also available in case of contract R&D; however, R&D incentives
cannot be claimed by both principal and agent (the agent is just able to apply for the
premium if the principal does not). In case of contract R&D, the privileged R&D costs are
capped at EUR 1 million per year.

Austria has no ‘patent box regime’.

Employment incentives

A tax bonus payment of 6% or, alternatively, an allowance of 20% can be claimed for
expenditures in connection with the training of employees. These incentives can be
claimed for external training expenditures and for in-house training expenditures,
provided that there is a dedicated in-house training department (for in-house training
expenditures, only the allowance can be applied for).

According to the draft of the ‘Steuerreformgesetz 2015/2016’, employment incentives
will be abolished and are ultimately applicable for tax years starting before 31 December
2015.

Investment incentives
For investment in certain regions, government grants and subsidies are available and are
generally individually negotiated.

Withholding taxes

Dividend WHT
Under Austrian domestic law, there is generally a 25% (27.5% as of 1 January 2016
according to the draft of the ‘Steuerreformgesetz 2015/2016”) WHT on dividends (profit
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distributions) paid to a foreign parent company. The WHT has to be deducted and
forwarded by the Austrian subsidiary to the tax office.

To end up with the reduced WHT rate as defined under the DTT applicable, Austrian
tax law provides for the following alternative methods of WHT relief: refund method or
exemption at source method.

Refund method

The Austrian subsidiary generally has to withhold 25% (27.5%) WHT on profit
distributions to the foreign parent company, and the parent company has to apply for
a refund (of the difference between 25% (27.5%) WHT and the lower DTT rate). In
the course of the refund process, the Austrian tax administration analyses whether
the foreign shareholder can be qualified as beneficial owner of the dividends paid. If
the refund is approved by the Austrian tax authority, dividend distributions within
the following three years can be done without deduction of WHT (for distributions of
a comparable size and provided the foreign holding structure did not change in the
meantime).

Exemption at source method

Relief at the source is available only if the direct parent company issues a written
declaration confirming that it is an ‘active’ company carrying out an active business
that goes beyond the level of pure asset management (holding activities, group
financing, etc.) and has its own employees and office space at its disposal (substance
requirements).

WHT on dividends paid to EU companies

With regard to dividends paid to EU resident corporate shareholders, Austria has
implemented the EU Parent/Subsidiary Directive according to which domestic WHT

is reduced to zero. The requirements for the reduction are that the EU resident parent
company, which also has to meet the substance requirements mentioned above (see
Exemption at source method) at the moment of the dividend distribution, must directly
own at least 10% of the share capital of the Austrian subsidiary for a period of at least
one year. In case of foreign EU shareholders being qualified as pure holding companies,
the Austrian tax administration does not allow an exemption at source but claims the
application of the refund method.

Provided the requirements according to the EU Parent/Subsidiary Directive are not
met, Austrian WHT has to be deducted. If an EU parent company cannot credit the
Austrian WHT deducted against the CIT of its resident state (e.g. because the foreign
dividend income is exempted from the CIT or due to a loss position of the shareholder),
it is entitled to apply for a refund of the Austrian WHT. This application has to include
a confirmation/documentation that the Austrian WHT could (fully or partly) not be
credited at the level of the parent company.

Repayment of equity

The tax-wise equity of a company has to be annually reported to the Austrian tax
authority as part of the CIT return (so called ‘Evidenzkonto’). This equity can be repaid
to the domestic or foreign shareholders without triggering Austrian WHT. However,
the tax-wise classification of a dividend as ‘capital repayment’ has to be shown in the
shareholder resolution about the distribution.

According to the draft of the ‘Steuerreformgesetz 2015/2016, the tax free repayment of
the tax-wise equity to the shareholders will only be possible in case no retained earnings
are available and if the repayment is covered by the tax-wise equity. This amendment
will enter into force for tax years starting after 31 December 2015.
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Interest WHT

Interest payments to non-resident companies are currently not subject to WHT (provided
no Austrian real estate property is used as security). However, interest on Austrian bank
deposits received by individuals resident in the European Union is subject to 35% EU
WHT on the basis of the Austrian EU Withholding Tax Act.

As of 2015, interest on Austrian bank deposits or Austrian bonds, where the paying/
depositary agent is located in Austria, is subject to 25% WHT. This regulation is
applicable for non-resident individuals.

Royalties WHT

On royalties paid to a non-resident company, Austrian WHT at a rate of 20% has to be
deducted. This tax rate can be reduced under an applicable DTT or under the application
of the EU Interest Royalty Directive, which was implemented in Austrian Tax Law.

Tax treaties
The following table lists the countries with which Austria has signed a DTT and provides
details of the amount of Austrian WHT.

WHT (%)

Recipient

Argentina (7)
(D'I'I' was recalled by Argentina in 2009)
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WHT (%)

Recipient Dividends (1, 2) Interest (3) Royalties, licences (4)

0/10 (33)

3
ki

7.5/10 (34)

Notes

1. Dividend distributions attributable to a prior release of paid-in surplus or other shareholder
contributions (classified as capital reserves) are deemed to be a repayment of capital, i.e. no WHT is
incurred. At the shareholder’s level, dividends received and those classified as contribution refund will
reduce the tax basis assessment for investments. To the extent to which the tax basis would become
negative, such dividends are treated as taxable income (unless taxation is eliminated by a tax treaty).

2. Under certain treaties, the amount of the WHT is dependent on the extent of the proportion of issued
share capital held by the recipient. Where this is the case, all rates are given. Those marked with +
refer to an investment of 10%, ++ to 15%, +++ to 20%, * to 25%, ** to 50%, and *** to 70%.

3. Interest on cash deposits in euro or foreign currency in bank accounts, on fixed interest bearing
securities in foreign currency (issued after 31 December 1988), and on fixed interest bearing
securities denominated in Austrian schillings or euro (issued after 31 December 1983) are subject
to a 25% WHT. If the recipient is an individual, this WHT is final (no further income taxation and
inheritance taxation). Companies receiving interest payments may obtain an exemption from WHT
if they provide the bank or other custodial agent with a written confirmation from the recipient
that such interest payments constitute a part of the recipient’s operating revenues (exemption
statement). Interest payments to non-residents without a PE in Austria are generally not subject to
WHT (provided the loan is not secured via Austrian land property). At interest payments between
affiliated companies, the regulations stipulated by the EU Interest Directive have to be taken into
consideration.

4. In case of payments to countries marked with **, the rate is 0% unless more than 50% of the issued
share capital of the company paying the royalties is held by the recipient, in which case the rate
given applies. At royalty payments between affiliated companies, the regulations stipulated by the EU
Interest Directive have to be taken into consideration.

5. If the recipient holds a participation of less than 10% in the distributing company, the dividends are
subject to a 25% WHT. Since dividends distributed by an Austrian corporation to another Austrian
corporation are generally not subject to taxation, the WHT is credited against CIT upon assessment
of the recipient corporation for the respective tax year.

6. WHT on dividends from Austrian companies is final, i.e. no further income tax is collected from the
recipient (provided it is an individual).

7. The treaty was recalled by Argentina in 2009. Austrian tax citizens are protected by section (§) 48
BAO (Bundesabgabenordnung [Austrian Fiscal Federal Code]) against double taxation.

8. 5% for shares of at least 25% and worth at a minimum of 250,000 United States dollars (USD); 10%
for shares of at least 25% and worth at least USD 100,000; 15% in all other cases.

9. 5% for industrial licences and know-how not more than three years old; 10% in all other cases.

10. 10% for copyright licence fees in connection with literature, science, and art; 25% for trademarks
licence fees; 15% in all other cases.

11. 6% for industrial, commercial, or scientific equipment; 10% in all other cases.

12. 5% for licence income from copyrights, brands, plans, secret formulas or procedures, computer
software, industrial, commercial or scientific use of equipment, and information.

13. 0% for copyright royalties in connection with the production of literary, dramatic, musical, or artistic
work; 5% in all other cases.

14. 20% for films.

15. 5% for leasing of mobile goods, and 10% for other licences.

16. 0% for shares of at least 50% and worth at a minimum of EUR 2 million; 5% for shares of at least
10% and worth at least EUR 100,000; 10% for shares in all other cases. The treaty was updated
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on 4 July 2012, but it has not yet been decided when the amendments will enter into force (0% if a
company directly holds at least 10% of the capital of the company paying the dividends, 10% for
shares in all other cases).

17. 2% for licence income from industrial, commercial, or scientific use, and 10% for other licences.

18. 5% for the use of commercial or scientific equipment; 10% in all other cases.

19. The treaty was signed on 16 September 2010. It has not yet been decided when it will enter into
force.

20. 5% in case of direct (or indirect over a patent-realisation-company) payments of royalties by
companies of the other member state (with an industrial establishment in the other member state),
and 10% for other licences.

21. 5% in case of licence income from industrial, commercial, or scientific use, and 10% for other
licences.

22. 15% for films.

23. 0% for copyright licence fees in connection with literature, art, and scientific use, and 10% for other
licences.

24. 10% for the right of use of copyrights to artistic, scientific, or literary as well as cinematographic
works, and 5% for other licences.

25. For Portugal, the rate of WHT is 5%, but 10% if more than 50% of the issued share capital is owned
by the recipient.

26. 5% if capital share amounts to at least 10% and worth at least USD 100,000; 15% in all other cases.

27. The treaty applies to Tajikistan and Turkmenistan. With Russia, a new treaty has been ratified.

28. 5% for copyright licence fees; 10% for other licences.

29. Until a new treaty will be established, the treaty with Czechoslovakia remains applicable.

30. For dividend distributions retroactive as of 1 January 2000.

31. The treaty was signed on 3 March 2009. It has not yet been decided when it will enter into force.

32. 15% for films.

33. 10% for films.

34. 7.5% for fees for technical services; 10% for royalties.

35. The treaty was signed on 6 December 2012. It has not yet been decided when it will enter into force.

36. 5% for the use of, or the right to use, any industrial, commercial, or scientific equipment; 10% in all
other cases.

37. Austria and the United States created a draft for an amendment protocol to the existing DTT, but it
has not yet been decided when it will be signed.

38. Austria and Liechtenstein signed an amendment protocol to the existing DTT. It is applicable as of the
beginning of FY 2014 for tax years starting on or after 1 January 2014.

39. 0% for a direct participation of at least 10% and a holding period of at least 12 months; 15% in all
other cases.

40. The treaty was signed on 16 June 2014 and entered into force on 21 April 2015. It is applicable as of
the beginning of FY 2016.

41. 5% if the recipient holds a qualifying participation of at least 5%; 10% in all other cases.

42. 5% for licence fees for the use of any copyright of literary, artistic, or scientific work; 10% for licence
fees for the use of patents, trademarks, and information concerning industrial, commercial, or
scientific experience.

43. The treaty entered into force on 1 January 2015 and is applicable in respect of taxes withheld at
source for amounts paid on or after 1 January 2016 and in the case of other taxes for periods
beginning on or after 1 January 2016.

44. Interest on Austrian bank deposits received by individuals resident in the European Union is subject
to 35% EU WHT on the basis of the Austrian EU Withholding Tax Act. Interest on Austrian bank
deposits or Austrian bonds, where the paying/depositary agent is located in Austria, is subject to
25% WHT.

Tax administration

Taxable period

The standard tax assessment period in Austria is the calendar year. However, a
company’s financial year may deviate. When the tax and financial years deviate, the tax
assessments for a year are based on the profits derived in the financial year(s) ending
in the respective calendar year (e.g. if tax year is 1 June 2015 to 31 May 2016, then
assessment is financial year 2016).

Tax returns

Generally, the CIT return has to be submitted electronically by 30 June of the calendar
year following the year in which the fiscal year of the company ends. However, if the
company is represented by an Austrian certified tax advisor, the tax return can be
submitted by 31 March of the second following year at the latest (if the company will not
be formally requested by the tax office to file it earlier). If the end of a tax year is 31 May
2015 for example, the filing deadline is 30 June 2016 (without tax advisor) or 31 March
2017 (with tax advisor).
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Electronic filing of annual CIT returns

The annual CIT return (as well as the annual VAT return) has to be filed by electronic
means. In the case of a company that cannot reasonably be expected to file tax returns
electronically due to the lack of technical prerequisites, filing of the tax return is allowed
to be done via pre-printed forms.

Payment of tax

CIT is prepaid in quarterly instalments during the calendar year, with a final settlement
subsequent to the annual assessment (payment falls due one month after assessment).
Prepayments of CIT generally are based on the most recently assessed tax year’s tax
burden (unless the taxpayer can show that its tax charge for the current year will be
lower).

The difference between CIT as per the final assessment and the prepayments made is
interest bearing from 1 October of the year subsequent to the year when the tax claim
arose up to the date when the assessment is released (late payment interest). Interest at
a rate of currently 1.88% is applied to underpayments (as well as overpayments) of tax.

Tax audit process
Tax audits usually cover CIT, VAT, and WHT. Separate audits are carried out in
connection with payroll taxes and social security contributions.

In general, companies are audited every three to four years. The audit period usually
covers three to four fiscal years, so, generally, each fiscal year is audited.

The duration of a tax audit depends on the number of years covered and on the
complexity of topics (usually between 0.5 and 1.5 years). These topics usually cover
ongoing compliance, such as tax returns. Specific topics vary from company to company
and can involve, for instance:

* Business restructurings (applicability of Austrian reorganisation tax act, transfer of
intangibles, etc.).

e Tax groups (all group members are audited together).

e WHT on dividends, licences, etc.

* Compliance with arm’s-length principle in case of group transactions (tax auditors
recently tend to focus on transfer pricing issues).

Statute of limitations

The right to assess CIT is subject to a general limitation period of five years after the end
of the calendar year in which the fiscal year ends. Additionally, the limitation period can
be extended in cases where certain interruptive events (e.g. tax audit, tax assessment)
take place within the general limitation period. The maximum limitation period is
generally ten years.

The limitation period in case of tax evasion is also ten years.

In certain cases, the maximum limitation period can be extended to 15 years.

Other issues

Choice of business entity

The most important types of companies in Austria are the limited liability corporation
(GmbH) and the joint stock corporation (AG). Foreign investors generally choose the

GmbH since it provides a higher degree of corporate law control and allows for lower

equity provision.
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As a legal entity, the GmbH exists upon registration with the Companies’ Register.
The application for registration must contain the notarised signatures of all managing

directors. The articles of association must be drawn up in the form of a notarial deed

(written document executed by a public notary) and must, as minimum requirements,

include the name of the company as well as its seat, the business purpose, the amount of

registered capital, and the capital contribution of each of the various owners.

The minimum share capital for a GmbH amounts to EUR 35,000. Formation costs and
fees are linked with the amount of the minimum share capital.

The minimum share capital for companies founded after 30 June 2013 is EUR 10,000
for the first ten years after foundation. In the case a company intends to claim this
foundation privilege, an amendment of the articles of association is required. After the
first ten years upon incorporation, the minimum share capital will be automatically
increased to EUR 35,000.

Generally, one half of the registered capital must be raised in cash while the remainder
may be contributed in the form of assets (contributions in kind). Of the original

capital contribution, 25%, or at least EUR 17,500 (EUR 5,000 in case of a start-up),
must actually be paid in upon incorporation. Under certain conditions, the capital can
be provided exclusively in the form of assets (incorporation in kind, in this case the
contribution is subject to an audit verifying the market value of the assets contributed).
The articles of association may provide for additional capital contributions payable by
the owners on the basis of a resolution adopted by the shareholder meeting.

The minimum share capital of an AG is EUR 70,000. For an AG, the same payment
regulations apply as for a GmbH, but the owners can agree upon a further capital
contribution going beyond the nominal value of the shares (premium). The premium is
shown on the company’s balance sheet as a capital reserve.

Since 2004, the company type Societas Europaea (SE) can be chosen in Austria. The SE
is a stock corporation based on community law. The advantages of this legal form are
the simplification of organisational structures (in particular for international groups)
and the possibility of cross-border transfers of corporation seats without loss of the
legal identity. The SE allows the choice of a business location under an economic point
of view as well as the choice of the most favourable legislation. The minimum share
capital required for the incorporation of a SE is EUR 120,000 while the statutory seat of
the corporation must be located in the same country where the place of management is
located in.

EU state aid investigations and base erosion and profit shifting (BEPS)

BEPS

Austria is involved in the BEPS-development process at an EU/OECD level. Up to

now, the recommendations of the OECD have been implemented to local law only in
individual areas (see the limitation of the deductibility of interest under Payments to foreign
affiliates in the Deductions section). The main changes in local tax law due to the BEPS-
project are expected to be implemented in 2016.

EU state aid investigations

Currently, there are no investigations on the part of the European Commission with
regard to the Austrian tax law. However, some legal proceedings regarding taxation
issues are pending with the European Court of Justice (see C-66,14, FA Linz [group
taxation] and BFG Linz RE/5100001,/2014 [refund of energy taxes]).

International exchange of information

The Republic of Austria signed a Model 2 Intergovernmental Agreement (IGA) with
the United States (US) on 29 April 2014. The IGA came into force on 30 June 2014. The
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approval of the Austrian Parliament took place on 23 October 2014. This agreement

has been enacted in order to support the implementation of the Foreign Account Tax
Compliance Act (FATCA) in Austria. The Model 2 IGA includes the obligation of Austrian
financial institutions to forward summarised information (collected data) regarding

the accounts of US customers (recalcitrant account holders) to the US Internal Revenue
Service (IRS). Due to the conclusion of this agreement, the US tax authorities will not
withhold a 30% WHT on capital income in Austria.

Restructuring measures (M&A from a business perspective)
Transfers of assets and undertakings can be realised with retroactive effect and be tax
neutral within the framework of the Austrian Reorganisation Tax Act.

The legislation administers the following areas (Article I-VI):

* Mergers (within EU also cross border) of corporations.
* Special conversion (from corporations to partnerships).
* Contribution of businesses and exchange of shares.

* Merger of partnerships.

* Demerger of partnerships.

* Demerger of corporations.

If the reorganisation qualifies for the application of the Austrian Reorganisation Tax Act,
the reorganisation steps are realised tax neutrally and with a retroactive effect as of the
reorganisation due date. Existing tax loss carryforwards can be transferred under certain
conditions as well. Furthermore, several other tax privileges are granted under the
Reorganisation Tax Act for stamp duties, capital transfer tax, etc.

140 Austria PwC Worldwide Tax Summaries



Agzerbaijan

PwC contact

Movlan Pashayev
PricewaterhouseCoopers

The Landmark Office Plaza III

12th floor, 90A Nizami Street

Baku AZ1010, Azerbaijan

Tel: +994 12 497 25 15

Email: movlan.pashayev@az.pwc.com

Significant developments

There have been no significant corporate tax developments in Azerbaijan during the past
year.

Taxes on corporate income

In Azerbaijan, resident taxpayers are subject to a profit tax on their worldwide income.
A non-resident enterprise operating in Azerbaijan through a permanent establishment
(PE) must pay tax on the gross income generated from Azerbaijan sources, less any
related deductions attributable to the PE. Gross income of a non-resident enterprise
generated from Azerbaijan sources and not connected with a PE will be taxed at the
source of payment without any deductions allowed for expenses.

Taxable profits are defined to be the difference between a taxpayer’s gross income and
deductible expenses.

Gross income encompasses all revenues received by a taxpayer from all economic
activities, unless the revenues are expressly exempted under the law.

Deductible expenses encompass all properly documented expenses that are incurred in
the furtherance of a taxpayer’s business activities.

Domestic enterprises and PEs of non-residents are subject to profit tax at the flat rate of
20%.

Simplified tax system

The Tax Code stipulates payment of taxes based on a simplified system for enterprises
not registered as VAT payers and whose cumulative gross revenue during any
consecutive 12-month period is less than 120,000 Azerbaijani manats (AZN), except
for enterprises producing excisable goods, credit and insurance organisations, and
investment funds and professional participants in the securities market. The simplified
tax is imposed on gross revenue at a rate of 4% in Baku and at a rate of 2% in other
regions of Azerbaijan. A special rate of simplified tax is set for enterprises involved in
residential construction at a fixed amount of AZN 10 per square metre plus an applied
co-efficient, which is determined by regional executive authorities. A special rate of
simplified tax is set for operators of gambling games at a rate of 6% from gross receipts
from game participants.

Other special corporate tax regimes

There are other tax regimes applicable under special agreements concluded between
the Azerbaijan government and foreign oil companies: production sharing agreements
(PSAs) and host government agreements (HGAs). The PSA and HGA regimes apply to all
enterprises involved in these agreements, including foreign oil companies functioning

as contractors and foreign service companies providing services to the contractor or the
operating company.
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There are 24 signed and ratified PSAs and two HGAs, each with its own separate tax
regime. Each PSA and HGA is in force, published on the official website of the Ministry
of Taxes (www.taxes.gov.az), and contains a tax article that outlines the tax regime

for that particular agreement. While there are several similarities with respect to tax
terms in the various PSAs, there are some differences, other than merely differing tax
rates (e.g. taxation of foreign subcontractors) or reporting requirements. Additionally,
tax protocols for each PSA and HGA, which provide specific guidance regarding the
procedures for payment of taxes and filing of reports, are negotiated with the Ministry of
Taxes and other executive authorities.

Local income taxes

Local income taxes are paid only by companies and organisations that are in the
property of municipalities. Tax rates do not exceed 20% for profit taxpayers and 4% for
simplified taxpayers.

Corporate residence

A resident enterprise is any legal entity established in accordance with the legislation
of Azerbaijan and performing entrepreneurial activity or any entity that is managed in
Azerbaijan.

Permanent establishment (PE)

A PE of a foreign legal entity is subject to taxation with respect to the income attributable
to such PE. A PE is an establishment of a foreign legal entity, through which it fully or
partially performs commercial activities (for these purposes, a PE may be considered a
management unit, office bureau, agency, construction site, etc.) for 90 cumulative days
or more within any 12-month period. Activities of an auxiliary or preparatory nature
(e.g. exclusively storing or exhibiting goods or products belonging to a non-resident,
purchasing goods, collecting data by a non-resident enterprise for its own purposes) do
not create a PE.

Other taxes

Value-added tax (VAT)
VAT is levied on the supply of goods and services, and on the import of goods.

VAT rates
The standard rate of VAT is 18%.

Zero rating applies to the following:

» Exportation of goods and services.

* Importation under the PSA and HGA regimes.

* Importation of goods, the supply of goods, and the implementation of works and
provision of services to grant recipients on the expense of financial aid (grants)
received from abroad.

* International and transit cargo and passenger transportation, as well as the supply of
works and services directly connected with international and transit flights.

* The supply of gold and other valuables to the National Bank of Azerbaijan.

Taxable persons
Any person who is registered or is liable to register as a VAT payer is regarded as a
taxable person.

Companies are required to register for VAT if their cumulative taxable income exceeds
AZN 120,000 for a consecutive 12-month period.
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Taxable amount

The taxable base is established by starting with the value of the goods and services
without adding the VAT amount, but including any customs duty and excise duty, if
applicable.

The value of taxable imports consists of the value of the goods determined in accordance
with the customs legislation and taxes and duties (other than VAT) to be paid upon
importation to Azerbaijan.

The amount of VAT to be paid is the difference between the amount of VAT received
on taxable supplies of goods and services and VAT paid on the purchase of goods and
services necessary to generate taxable supplies of goods and services.

The Cabinet of Ministers can grant exemptions for the import of goods and equipment
used for production purposes or to provide advanced technology know-how. Such
exemptions are granted for a specific period and in a specific area, and can only be
granted if it is impossible to satisfy the respective needs from local resources.

Customs duties
The Customs Code sets out the rules governing all aspects of the regime, including:

* The establishment of bonded warehouses and duty-free zones.
* Temporary imports and the processing of foreign goods in Azerbaijan.
* The procedures for the re-import and re-export of goods.

Azerbaijan has adopted the internationally accepted classification system for goods. The
valuation procedures for customs purposes are to be determined in line with the general
principles of the World Trade Organization (WTO).

The rates of customs duties are contained in the list of customs duties for the goods to
be imported to Azerbaijan. These ad valorem customs duty rates vary between 0% and
15%, depending on the type of goods.

Full or partial relief from the duty on temporary imports (generally, for a period of up to
one year) is also available.

Under the PSA regime, contractors, their agents, and subcontractors are entitled to
import and re-export from Azerbaijan, free from any import duties and restrictions,
goods used for hydrocarbon activities.

Excise duty
Excise duties are imposed on tobacco products, alcoholic beverages, light vehicles,
leisure and sports yachts, petroleum, and lubricants.

Taxable persons

Excise duties are paid by companies and organisations, including companies with
foreign investment, as well as branches, divisions, and other independent subdivisions of
companies in Azerbaijan that render services and sell self-produced goods.

Taxable operations
The following operations are subject to excise duties:

* Release of excise goods produced in Azerbaijan outside the premises of the building

in which they were produced.
* Import of excise goods pursuant to the customs legislation of Azerbaijan.
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Tax rates

The relevant executive authority shall determine rates of excise tax for excise goods
imported into Azerbaijan (with exception of light vehicles, leisure and sports yachts, and
other floating transports stipulated for these purposes).

The following excise rates apply for the following items produced in Azerbaijan:

* Food alcohol (including ethyl alcohol non-denatured with alcohol content of not less
than 80%; ethyl alcohol non-denatured with alcohol content of less than 80%): AZN
2 per litre.

* Vodka, strong drinks and strong beverage materials, liqueurs, and liqueur products:

AZN 2 per litre.

Cognac and cognac products: AZN 6 per litre.

Sparkling wines: AZN 2.5 per litre.

Wine and vineyard materials: AZN 0.1 per litre.

Beer (with the exception of non-alcoholic beer) and other beverages containing beer:

AZN 0.2 per litre.

* Cigars, cigarillos: AZN 10 per 1,000 items.

* Cigarettes made of tobacco and their substitutes: AZN 4 per 1,000 items.

Excise rates on petroleum materials, light vehicles, leisure and sports yachts, and other
floating transports stipulated for these purposes produced in the Azerbaijan Republic are
established by the Cabinet of Ministers. Excise rates for petroleum materials vary from
3% to 72% of the ex-factory price, depending on the product.

Excise rates for automobiles, yachts for rest and sport purposes, and other floating
means serving the mentioned purposes and imported into the Azerbaijan Republic
were increased and constitute AZN 0.20 to AZN 10, depending mostly on the volume of
engines.

Property tax
Property tax is levied on both movable and immovable tangible assets owned by
individuals and companies.

Property tax rates
Property tax of legal entities is imposed on the average annual book value of the taxable
property at the rate of 1%.

Effective as of 1 January 2015, property tax of physical persons should be calculated
based on the area of the building, and property tax rates will vary between AZN 0.1 and
AZN 0.4 per square metre, depending on the location of the building (e.g. in Baku, the
rate is AZN 0.4 per square metre).

In the residential areas, property tax is applied only to the area of the property
exceeding 30 square metres. If the building is located in Baku, tax will be calculated
applying coefficients (min. 0.7 and max. 1.5).

Taxable persons
Taxable persons are comprised of the following:

* Resident companies, including companies with foreign investment that are treated
as residents under Azerbaijani law; international organisations engaged in economic
activities; and other enterprises.

* Branches and affiliated companies of such taxpayers.

* Agencies and representative offices of foreign legal entities located in Azerbaijan.

* Non-resident companies performing activities through a PE in the territory of
Azerbaijan.
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Enterprises can combine their assets and cooperate as joint owners. Joint owners are
liable to pay tax according to their interest in the property concerned.

Tax base

The property tax base varies according to the residency status of the taxpayer. Resident
companies are subject to property tax on their tangible assets recorded on their
balance sheet. Non-resident companies carrying out a business activity through a PE in
Azerbaijan are only subject to property tax on their tangible assets connected with the
PE.

The following assets are exempt:

* Facilities used for the purposes of the environment, fire protection, and civil defence.

* Product lines, railways and motorways, communication and power lines, and
melioration and watering facilities.

* Automobile transport taxed for the road tax.

* Facilities of companies involved in education, health, culture, and sports that are
used only for the purposes of such areas of activity.

* Exemption of 25% of the property tax payable for water transportation means in the
balance of enterprises, which are used in the carriage of passengers and cargoes.

Administration

Companies are required to report the average annual value of taxable property and pay
property tax on a quarterly basis, subject to any necessary recalculations at the end of
the year. Tax payments are due within 15 days of the second month of each quarter. The
payment should be 20% of the previous year property tax amount.

The tax on water and air transport means is estimated on 1 January each year by the tax
offices based on data provided by the organisations responsible for registration of means
of transport. The tax is assessed on the person named in the registration document.

When an asset changes ownership during the tax year, the tax liability is defined as the
liability of the new owner.

Land tax
Land tax is levied on Azerbaijan’s land resources that are in the possession of or used by
individuals or companies.

Land tax rates

The rate of land tax for agricultural land is AZN 0.06 per unit. The units are determined
by the relevant authority on the basis of the purpose, geographical location, and the
quality of agricultural land in the administrative regions.

The rate of land tax for industrial, construction, transport, telecommunications, trade
and housing servicing, and other dedicated land varies from AZN 0.1 to AZN 10 per 100
square metres, depending on the city or region.

Taxable base

Land plots that are in ownership or used are subject to land tax. Exemptions apply to
various types of land owned or used for public purposes by the state or other public
authorities. The government may grant further tax exemptions and reliefs.

Assessment and procedure of payment

Companies must compute the exact amount of the land tax each year on the basis of
documents evidencing the title of ownership, possession, and use. The computation
must be submitted to the tax authorities by 15 May of each year. The tax must be paid by
15 August and 15 November in equal amounts.
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Transfer taxes
No specific transfer taxes are levied upon the transfer of immovable property. However,
certain notary fees and other sale duties applicable to transfer of property may apply.

Stamp duties
There are no stamp duties. State notary fees are payable upon notarisation of certain
transactions.

Road tax
Instead of payment of road tax by owners of auto-transportation means (excluding road
tax on transit), such owners will indirectly pay the road tax within the price of fuel.

Wholesalers: Road tax rate for automobile petrol, diesel fuel, and liquid gas
manufactured in Azerbaijan and directed to the national consumption (wholesale)
is AZN 0.02 on wholesale price (including VAT and excise) for each litre of these
mentioned items.

Importers: For automobile petrol, diesel fuel, and liquid gas imported into Azerbaijan,
road tax is calculated at AZN 0.02 on the customs value, but not lower than wholesale
market price (including VAT and excise), of each litre of the mentioned items.

Road tax will not be included into the taxable base for VAT and excise tax.

Mining tax

Legal entities and individuals involved in the recovery of minerals in Azerbaijan are
obligated to pay the mining tax. The rate depends on the type of mineral extracted and
varies from 3% to 26% of its total wholesale price.

Payroll taxes

Social security contributions

Social security contributions at the rate of 22% are payable by the employer from the
gross income of the employees. Also, a 3% social security contribution is withheld from
employees.

Branch income

In addition to profit tax paid by a PE of a non-resident, the amount transferred from the
net profit of such PE to the non-resident is taxed at the source of payment at a rate of
10%.

Income determination

Profit tax is levied on an enterprise’s taxable profits. Profits are defined as the difference
between the gross income and deductions defined by law.

Inventory valuation
Inventory valuation is determined according to national accounting standards.

No other inventory valuation method is recognised for tax purposes.
Capital gains

There is no separate capital gains taxation in Azerbaijan. Proceeds from the disposal of
capital assets are included in ordinary taxable income.
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Dividend income

Dividends distributed to residents and non-residents are subject to withholding tax
(WHT) (taxable at source upon payment). Therefore, the received dividend amounts of
legal entities and physical persons are not taxable for profit (income) tax purposes.

Interest income

If income is received from an Azerbaijani source, interests paid by a resident or a non-
resident’s PE, or on behalf of such establishment, shall be taxed at the source of payment
at a rate of 10%.

Interests paid on credits (loans) and deposits (accounts) of resident-banks, including
loan interests paid on financial leasing operations, are not taxable.

Foreign income

If a resident of Azerbaijan directly or indirectly holds more than 20% of shareholders’
equity or possesses more than 20% of the voting shares of a foreign legal entity that, in
turn, received income from a state with favourable taxation, then such income shall be
included in the resident’s taxable income.

A state with favourable taxation is considered a country in which the tax rate is two or
more times lower than that determined under the Tax Code of Azerbaijan, or a country
in which the laws on confidentiality of information about companies exist (which allow
secrecy to be maintained concerning financial information, as well as the actual owner
of property or receiver of income).

Deductions

All expenses connected with generating income, except for non-deductible expenses and
expenses with limited deductibility, specifically defined by the law, are deductible from
income.

Depreciation
Depreciation may be calculated at the following rates:

* Buildings and premises: up to 7%.

* Machines, equipment, and calculation appliances: up to 25%.

* Means of transportation: up to 25%.

* Working cattle: up to 20%.

* Expenses incurred for geological and exploration works, as well as for preparatory
works for the production of natural resources: 25%.

* Intangible assets with an undetermined period of use: up to 10%. For those with a
determined period of use, pro-rata amount as per the useful life, in years.

* Other fixed assets: up to 20%.

Goodwill
Azerbaijani tax legislation does not specify the definition of goodwill.

Start-up expenses

The cost of assets shall include expenses for their acquisition, production, construction,
assembly, and installation as well as other expenses that increase their value with the
exception of expenses for which the taxpayer is entitled to a deduction.

Interest expenses

Interest on loans received from overseas and/or from related parties may be deducted,
limited to the interest rate on loans with similar currency and maturity at the interbank
credit auction. In absence of such an auction, deductions for interest may not exceed
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rates of 125% of the interbank auction credit rates published by the Central Bank of
Azerbaijan.

Bad debt

A taxpayer shall be entitled to a deduction for doubtful debts connected with goods,
work, and services that have been realised where income from them was previously
included in the gross income received from entrepreneurial activity. Doubtful debt

deduction shall be allowed only if the debt is written off as worthless in the taxpayer’s
books.

Charitable contributions
Charitable contributions are non-deductible expenses in Azerbaijan.

Fines and penalties
No deduction is allowed for financial sanctions or interest calculated for delayed
payment of taxes.

Taxes
Road, property, land, and mining taxes are deductible.

Other expenses deductible within certain limits

* The amount of repair expenses deductible each year is limited to the amount of the
tax written down value of each category of fixed assets as of the end of the previous
year. For buildings and premises, the limit is 2%; for machinery and equipment, the
limit is 5%; and for other fixed assets, the limit is 3%. An amount exceeding these
limits shall be taken as an increase of the residual balance value of the fixed assets in
the appropriate category.

* Actual business trip expenses are deductible from income within the limits
established by the Cabinet of Ministers.

* Alegal entity engaged in insurance activities is entitled to deduct allocations to
reserve insurance funds within the standards established by the legislation of
Azerbaijan.

* Banks and credit entities engaged in certain types of banking activities shall be
entitled to deduct from income the amounts assigned for establishment of special
reserve funds, depending on the classification of assets in compliance with legislation
and in accordance with procedures established by the relevant executive authority.

Non-deductible expenses
The following expenses are non-deductible:

* Capital expenses.

* Expenses connected with non-commercial activity.

* Entertainment and meal expenses, accommodation, and other expenses of a social
nature incurred for employees.

Net operating losses
Taxable losses incurred by legal entities may be carried forward for five years to offset
future taxable profit, without limitations. Carryback of losses is not possible.

Payments to foreign affiliates
Payment to charter capital in order to create an affiliate in a foreign country is not tax
deductible and is instead treated as investment to subsidiary on the balance sheet.

Under local transfer pricing rules, payment for goods and services supplied by foreign
affiliates is deductible up to the fair market price of such supplies.
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Group taxation

Each taxpayer is liable to fulfil one’s own tax liabilities. Azeri tax legislation does not
have the concept of ‘group taxation’.

Transfer pricing
The Tax Code provides that relations between associated (interrelated) entities must be
based on the arm’s-length principle.

Interrelated persons for the purposes of taxation are natural and/or legal persons,
relations between which might have direct effect on economic results of their activities
or the activities of persons they represent.

Thin capitalisation

There is no concept of thin capitalisation in Azerbaijani tax law. However, the Tax Code
provides that interest on loans received from overseas and/or from related parties may
be deducted, limited to the interest rate on loans with similar currency and maturity at
the interbank credit auction. In absence of such an auction, deductions for interest may
not exceed rates of 125% of the interbank auction credit rates published by the Central
Bank of Azerbaijan.

Tax credits and incentives

Foreign tax credit

Azeri legal entities are taxed on worldwide profit; however, any tax paid overseas, up to
the tax amount that would be calculated under Azeri law, will be allowed to offset the
Azeri profits tax. The tax credit may not exceed the tax that would be imposed on such
income in Azerbaijan. This credit applies only to residents of Azerbaijan.

Incentive for agricultural producers
Taxpayers producing agriculture products are exempt from profit tax, VAT, and property
tax until the end of 2018.

Incentives for residents of industrial and technology parks
Businesses operating in industrial and technology parks are eligible for certain privileges
and exemptions. The privileges include the following:

* Exemption for seven years from the date of registration in these parks from profit/
income and property tax for resident legal entities and private entrepreneurs.

* VAT exemption for import of equipment for construction, scientific research works,
and other activities in these parks for seven years or an indefinite period, depending
on the nature of these activities.

The Law on the Special Economic Regime for Export-Oriented Oil and
Gas Activities

The Law on the Special Economic Regime for Export-Oriented Oil and Gas Activities
was adopted in April 2009 and will remain effective for 15 years. This law avails

the following tax incentives to contractors and subcontractors (excluding foreign
subcontractors without PE in Azerbaijan):

* Local companies are permitted to choose between (i) profit tax at a rate of 20% or (ii)
5% WHT on gross revenues.

* Foreign subcontractors are taxable only by a 5% WHT.

* A 0% VAT rate.

* Exemption from dividend WHT and taxation on branch’s net profits.

* Exemption from customs duties and taxes.

* Exemptions from property tax and land tax.
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In order to derive these benefits, the relevant taxpayer should obtain a special
confirmation certificate from the Ministry of Industry and Energy.

The Law on Special Economic Zones (SEZs)
The companies operating in SEZs shall have the following tax benefits:

* A 0.5% tax levied on overall turnover from supplied goods, performed services, or
works.

* A 0% VAT rate.

* Customs exemptions.

In order to operate in an SEZ, a special residency certificate is necessary. However, the
following companies may not apply for this certificate:

* Companies producing or processing oil and gas.
* Companies producing alcoholic beverages and tobacco.
* Television or radio broadcasting companies.

As of April 2015, no SEZs have yet been established in Azerbaijan.

Incentive for the employment of disabled persons

The rate of profit tax levied on production enterprises belonging to community
organisations for disabled persons, and involving at least 50% of disabled persons, shall
be reduced by 50%.

In determining eligibility for these privileges, disabled persons substituting for
permanent employees, contractors (i.e. who work under contractor agreements, civil
legal contracts), or disabled persons till the age of 18 are not included in the average
number of employees.

Withholding taxes

Income received from Azerbaijan sources not attributable to a PE of a non-resident in
Azerbaijan is subject to WHT at the following rates:

* Dividends paid by resident enterprises: 10%.

* Interest paid by residents, PEs of non-residents, or on behalf of such PEs (except for
interest paid to resident banks or to PEs of non-resident banks): 10%.

Rental fees for movable and immovable property: 14%.

Royalties: 14%.

Leasing, risk insurance, or reinsurance payments: 4%.

Telecommunications or international transport services: 6%.

Other Azeri-source income: 10%.

If a resident enterprise or a PE of a non-resident receives interest, royalties, or rental fees
taxable at the source of payment in Azerbaijan, it is entitled to consider the tax deducted
from the source of payment, provided that the documents supporting the tax deduction
are in place.

Tax treaties

The following chart contains the WHT rates that are applicable to dividend, interest,
and royalty payments by Azerbaijan residents to non-residents under the tax treaties in
force as of 1 January 2015. If the treaty rate is higher than the domestic rate, the latter is
applicable.
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1. The lower dividend rate applies if the qualifying company meets certain criteria (e.g. participation and
capital holding criteria).

The lower interest rate applies, inter alia, to interest paid by public bodies or to bank loans.

The lower royalty rate applies to royalties for patents, designs or models, plans, secret formulas or
processes, computer software, know-how, etc.

The application date is 1 January 2016.

Eal S

More detailed information about applicability of lower rates may be found in respective
DTTs.

Tax administration

Taxable period
The tax year in Azerbaijan is the calendar year.

Tax returns

Resident enterprises and PEs of non-residents must file profit tax returns for a calendar
year by 31 March of the following year. During liquidation of a legal entity or a PE of a
non-resident, the tax return should be submitted within 30 days after the adoption of a
decree on liquidation.

A non-resident that has no PE in Azerbaijan and receives income subject to WHT
(except for dividends and interest) may file a tax return with respect to such income and
expenses, connected with the generation of the income, for purposes of reassessment of
profit tax at the rate of 20%.

If a taxpayer applies for an extension of time to file the profit tax return prior to the
expiration of the filing deadline and at the same time settles the full tax amount due, the
filing deadline may be prolonged for up to three months. The prolongation of the terms
for filing the return will not modify the terms of tax payment.

Legal entities and entrepreneurs that withhold tax at the source of payment are
obligated to file the WHT report with the tax authorities within 20 days following the
end of the quarter.

Payment of tax

Taxpayers must make advance quarterly tax payments of profit tax by the 15th day of
the month following the end of the calendar quarter. Payments are determined either (i)
as 25% of tax for the past fiscal year or (ii) by multiplying the amount of actual income
through the quarter by a ratio of tax to gross income for the previous year.

The final payment of profit tax coincides with submission of the declaration of profit tax,
i.e. 31 March.

Tax audit process
The ordinary on-site tax audit shall be conducted not more than once in a year. An
extraordinary tax audit may be performed at any time under the following conditions:

* If tax return documents that are necessary for tax calculation and payment are not
submitted in time or not submitted at all upon the warning of the tax authorities.

* Ifincorrect information is found in the report made on the results of tax inspection.

* When exceedingly paid amount of VAT, interest, and financial sanction is assigned for
the payment of other taxes, interests, and financial sanctions or assigned as payments
on future liabilities. In such cases, the out of turn tax audit can be conducted only on
taxable VAT operations of the taxpayer.

* When application is submitted by the taxpayer to return exceedingly paid amounts of
tax, interests, and financial sanctions.

* When the tax authorities obtain information from a known source on hiding
(decreasing) of incomes or object of taxation by the taxpayer.
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* When, in accordance with criminal legislation, there is a decision of the court or law-
enforcement agency on implementation of a tax audit.

* In case of failure to provide the documents specified in the Tax Code.

* In the event of application for liquidation, reorganisation of the taxpayer legal entity,
or seizure of business operations of the natural person operating without formation
of a legal entity.

Statute of limitations

Tax authorities are entitled to calculate and recalculate taxes, penalties, and financial
sanctions of the taxpayer within three years after termination of the taxable reporting
period and to impose calculated (recalculated) sums of taxes, penalties, and financial
sanctions within five years after termination of the taxable reporting period.

Topics of focus for tax authorities
The main issues challenged by the tax authorities during a tax audit include, but are not
limited to, the following:

* Application of the 20% profit tax on ‘deemed profit’.

* Application of benchmarking principle for income of foreign employees subject to tax
in Azerbaijan.

* Correctness of claim of input VAT from budget and identification of operations
taxable to VAT.

* Taxes withheld on payments to non-resident suppliers in cases where income of non-
residents is considered as Azerbaijani-source income.

* Application of VAT on market price of assets that were written off, disposed free of
charge, or at a discount rate.

* Challenging the transfer pricing.

* Grossed-up WHT paid at cost of the buyer disallowed for deduction.

* Deductibility of the head office costs.

Tax Partnership Agreements

Taxpayers may conclude a Tax Partnership Agreement with the tax authorities in order
to minimise tax risks. Minimisation of tax risks is defined as mitigation and elimination
of negative impacts on full or partial execution of duties of taxpayers on tax calculations.
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PwC contact

Ken Healy

PricewaterhouseCoopers ME Limited
13th Floor, Jeera I Tower

PO Box 21144

Seef District, Kingdom of Bahrain
Tel: +973 1711 8866

Email: ken.a.healy@bh.pwc.com

Significant developments

A double tax treaty (DTT) agreement between Bahrain and Cyprus entered into force on
9 March 2015. In addition, a tax treaty between Sri Lanka and Bahrain entered into force
on 11 July 2014. The treaty between Belgium and Bahrain will enter into force on 11 July
2015.

Taxes on corporate income

There are no taxes in Bahrain on income, sales, capital gains, or estates, with the
exception, in limited circumstances, to businesses (local and foreign) that operate in

the oil and gas sector or derive profits from the extraction or refinement of fossil fuels
(defined as hydrocarbons) in Bahrain. For such companies, a tax rate of 46% is levied on
net profits for each tax accounting period, irrespective of the residence of the taxpayer.

Corporate residence

Income Tax Law No. 22 of 1979 (which only applies to oil and gas businesses) does not
define residence.

Other taxes

Value-added tax (VAT) and excise duty

There is currently no VAT or excise duty in Bahrain. However, a VAT system is under
consideration at the Cooperation Council for the Arab states of the Gulf (GCC) level. The
standard rate of VAT is expected to be 5%.

Customs duty
The general rate of customs duty is 5% of the value in cost, insurance, and freight (CIF),
except for alcoholic beverages, which is 125%, and cigarettes, which is 100%.

Certain categories of goods, such as paper and aluminium products, are subject to 20%
duty rate.

Stamp duty

Stamp duty applies to the transfer and/or registration of real estate only and is levied on
the following basis: 1.5% up to 70,000 Bahraini dinar (BHD); 2% from BHD 70,001 to
BHD 120,000; 3% for amounts exceeding BHD 120,000.

Registration and licence fees

Companies are subject to registration fees of BHD 30 and licence fees that vary
according to the nature of their activity.
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Payroll taxes

Social security contribution
Employer’s social security contribution is 12% for Bahraini workers and 3% for non-
Bahraini workers, calculated on their monthly salaries.

Training levy

A training levy is imposed on companies with more than 50 employees that do not
provide approved training to their employees. The applicable rates are 1% for Bahraini
and 3% for non-Bahraini employees, calculated on their monthly salaries.

Municipality taxes
There is a 10% municipality tax levied on the rental of commercial and residential
property to expatriates.

Branch income

Profit from branch income is taxable in Bahrain at 46% if it is derived from activities in
the oil and gas sector.

Income determination

There are no specific rules in Bahrain with respect to the calculation of specific items of

income, such as inventory valuation, capital gains, dividend income, interest income, or
foreign income. However, the income tax law requires that taxable profits be calculated

using generally accepted accounting principles (GAAP).

Deductions

The law generally allows deductions for all costs associated with taxable activities

in Bahrain, such as the cost of production, refinement, remuneration of employees
associated with these taxable activities (including social insurance and pensions paid for
the benefit of these employees), and other operational losses.

All reasonable and justifiable costs of production and exploration of products sold
during the current taxable year are deductible for tax purposes, provided that these
expenses have not been deducted elsewhere in calculating net taxable income.

Depreciation and depletion

Tax deductions may be claimed with respect to reasonable amounts for depreciation,
obsolescence, exhaustion, and depletion incurred during the taxable year for properties
used by the taxpayer in a trade or businesses from which income, taxable under the
income tax law, is derived. Generally, such amounts may be claimed on a straightline
basis over the estimated remaining useful life of the properties, unless otherwise
approved by the Minister of Finance.

Taxes
All taxes and duties not imposed by the Bahrain income tax law, including customs
duties, may be deducted from taxable income as stipulated in Bahrain’s income tax law.

Net operating losses

Unutilised losses may be carried forward and deducted up to an amount equivalent to
the net income in future years as defined by the Bahrain income tax law. Carryback of
losses is not permitted.
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Payments to foreign affiliates
There are no specific restrictions in the income tax law pertaining to payments made to
foreign affiliates.

Group taxation

There is no legislation or mechanism for group relief or the taxation of group activities in
Bahrain. Additionally, there is currently no specific legislation regarding transfer pricing
or thin capitalisation in Bahrain.

Tax credits and incentives

There are no tax incentives in Bahrain. There is also currently no legislation regarding
foreign tax relief in Bahrain.

Withholding taxes

There are no withholding taxes (WHTs) on the payment of dividends, interest, or
royalties in Bahrain.

Tax treaties

Bahrain has DTTs in force with various countries, including Algeria, Austria, Barbados,
Belarus, Belgium, Bermuda, Brunei, Bulgaria, China, Cyprus, Czech Republic, Egypt,
Estonia, France, Georgia, Iran, Ireland, Isle of Man, Jordan, Republic of Korea, Lebanon,
Luxembourg, Malaysia, Malta, Mexico, Morocco, the Netherlands, Pakistan, Philippines,
Seychelles, Singapore, Sri Lanka, Sudan, Syria, Thailand, Turkey, Turkmenistan, the
United Kingdom, the United States, Uzbekistan, and Yemen.

Tax administration

Taxable period
A company’s accounting period should normally follow the (Gregorian) calendar year
(i.e. 1 January to 31 December).

Tax returns

The law is silent on the due date for the filing of the final income tax statement.
However, an estimated income tax statement must be submitted on or before the 15th
day of the third month of the taxable year. Where applicable, a taxpayer may also be
required to file an amended estimated income tax statement quarterly thereafter, unless
a final income tax statement has been provided.

Approved accountants must prepare a certified tax return for the return to be acceptable
to the authorities.

Payment of tax

Taxes (based on the initial estimated tax statement filed) are payable in 12 equal
monthly instalments. Payments are due starting on the 15th day of the fourth month
of the taxable year. Income tax as per the subsequent amended estimated income tax
statements or the final income tax statement will form the basis of tax payments for the
remainder of the 12 monthly instalments that are yet to be paid. The final payment is
due on the 15th day of the third month after the end of the taxable year or the date the
final income tax statement is filed, whichever is later.
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Any excess income tax paid will be credited and used in the first invoice for income tax
following the establishment of the credit by the Minister.

Statute of limitations
The Income Tax Law No. 22 of 1979 does not specify any statute of limitations.

Other issues

Intergovernmental agreements (IGAs)

The United States and Bahrain reached an agreement in substance in relation to a
Foreign Account Tax Compliance Act (FATCA) Model 1 IGA. The text of the IGA has not
been released.
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Gloria Eduardo
PricewaterhouseCoopers SRL

The Financial Services Centre
Bishop’s Court Hill

PO Box 111

St. Michael, BB14004

Barbados, West Indies

Tel: +1 246 626 6753

Email: gloria.eduardo@bb.pwc.com

Significant developments

The tax information exchange agreement (TIEA) with South Africa entered into force on
19 January 2015.

The double taxation agreement (DTA) with Singapore entered into force on 25 April
2014. A protocol to the DTA with Botswana was signed on 4 September 2014, and the
DTA with the United Arab Emirates was signed on 22 September 2014. DTAs with Qatar
and San Marino have been ratified.

Taxes on corporate income

Companies resident in Barbados are taxed on income earned from all sources, whether
generated within or outside of Barbados, less expenses incurred for the purpose of
producing assessable income in a fiscal period not to exceed 53 weeks. Non-resident
companies are generally only taxed on income derived from sources and operations
conducted within Barbados.

Corporate income tax (CIT) rates
The following rates apply to taxes on corporate income:

Type of entity CIT rate (%)

International business companies, international banks, and international societies 2.5t00.25
with restricted liability

Notes

1. This concessionary tax rate is available to any small company as defined in the Small Business
Development Act.

2. This concessionary tax rate is available only to companies registered as manufacturers with the
Barbados Customs & Excise Department.

3. Selling price of the houses must be less than 400,000 Barbados dollars (BBD), including the house
and land.

4.  The exemption is available for a period of 15 years.
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Corporate residence

A corporation is deemed to be resident in Barbados if its management and control is
exercised in Barbados.

Permanent establishment (PE)

The concept of a PE is described within a number of Barbados’s DTAs. A PE is, in general,
created in line with the Organisation for Economic Co-operation and Development
(OECD) Model Convention.

Under domestic legislation, a non-resident person is deemed to have been carrying on
business in Barbados, and hence required to file a corporation tax return, where in an
income year such a non-resident person:

» produced, grew, mined, created, manufactured, fabricated, improved, packed,
preserved, or constructed, in whole or in part, anything in Barbados, whether or
not they exported that thing without settling it prior to exportation, or

* solicited orders or offered anything for sale in Barbados through a factor, agent, or
servant, whether the contract or transaction was to be completed inside or outside
Barbados or partly in and outside Barbados.

In either of the circumstances mentioned above, the non-resident shall be deemed to
have been carrying on business in Barbados in that income year and the income of that
business shall be deemed to be income derived from Barbados for that income year.

Other taxes

Value-added tax (VAT)
VAT is levied at the rate of 17.5% on the value of a wide range of goods and services
imported or supplied in Barbados by VAT-registered persons.

A number of services, including financial services, real estate, medical services, and
education are exempt. Intergroup transactions are taxable.

Persons operating under Barbados’ VAT regime must be registered for VAT. The
threshold for VAT registration is BBD 80,000, but voluntary registration is permitted for
persons whose annual turnover is less than BBD 80,000.

Certain supplies are zero-rated, including exports, basic food items, prescription drugs,
crude oil, and the supply of certain items to the international financial services sector,
e.g. legal and accounting fees. There is a concessionary rate of 7.5% applicable to the
supply of accommodation by guest houses, hotels, inns, or any similar place, including
a dwelling house normally let or rented for use as a vacation or holiday home. This rate
also applies to supplies of certain goods and services related to tourism, provided that
the registrant satisfies certain criteria.

Registered persons may deduct input tax from their output tax in calculating the tax
payable for that VAT accounting period. Where input tax exceeds output tax, the
registrant will be entitled to a refund of VAT.

Customs duties

Customs duty is levied on a wide range of imported goods at rates specified in Part 1 of
the First Schedule of the Customs Act. Barbados’ Customs Tariff is based on the Common
External Tariff of the Caribbean Common Market (CARICOM) with special derogations
for certain items, e.g. spirituous beverages. Customs duty is calculated on either an ad
valorem basis or at specific quantitative rates. The ad valorem rates for most items vary
between 0% and 20%, but certain goods regarded as luxury items are subject to higher
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rates (e.g. jewellery 60%). In addition, a select group of items that are produced within
Barbados and CARICOM (including some agricultural products) are subject to a duty
rate of 60% when imported from outside the region.

Manufacturers and agriculturists, including persons involved in fishing and horticulture,
are exempt from the payment of duty on inputs (including packaging materials,
machinery, equipment, and spares) imported for use in their businesses.

The various departments and institutions, international bodies, and organisations listed
in Part II-B of the Customs Tariff are exempt from the payment of customs duty. Specific
goods (e.g. computers), also mentioned in Part II-B, are exempt from customs duty.

Excise taxes

Four categories of goods (both locally manufactured, as well as imported) are subject
to excise taxes. These are motor vehicles, spirituous beverages, tobacco products, and
petroleum products. Most excisable goods are subject to the tax at a specific rate, with
the exception of motor vehicles, which are subject to ad valorem rates.

A few persons and goods are exempt from excise taxes. These include motor vehicles
imported by the diplomatic corps and other organisations exempt from customs

duty under Part II-B of the Customs Tariff, goods imported for temporary use or for

a temporary purpose that will be re-exported within three months, and goods (other
than spirits) intended to be used as raw materials for the manufacture or production in
Barbados of other taxable goods.

Land tax
The following land tax rates are in effect as of tax year 2014/15:

Land Land tax rate

On the improved value of each parcel of land on which there is a
dwelling house that is used exclusively for residential purposes:

On the improved value of each parcel of land on which there is a i 0.50% of the improved value

building other than a residence
On the site value of each parcel of unimproved land 0.60% of the site value

The following concessions have been granted for land taxes:

* Atax cap of BBD 60,000 has been placed on residential property.

* TFor villas, as defined by the Tourism Development Act, a rebate of 25% is granted on
production of a certificate from the Barbados Tourism Authority.

* For hotels, as defined by the Tourism Development Act, land tax is calculated and
payable on only 50% of the tax demanded.

* For pensioners exclusively occupying their own homes, land tax is calculated and
payable on only 40% of the tax demanded.

* A 10% discount is granted if the land tax is paid within 30 days from the date of the
tax demand notice or 5% if paid within 60 days. Hotels and restaurants are allowed to
pay their land tax bills during January to March without losing access to the discount
granted.

* Any person certified by the Minister Responsible for Energy to be engaged in the
production of solar energy and/or the manufacture of goods to be used in the
production of solar energy will be entitled to a rebate of no more than 50% of the tax
demanded for that year. Such persons are required to have settled all outstanding
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liabilities with the Comptroller of Customs and the Commissioner of Inland Revenue
to access the rebates.

Municipal solid waste tax

The municipal solid waste tax was effective from 1 April 2014 for a period of one year. It
was payable by any person who was the owner of improved lands and, for 2014/15, was
charged at a rate of 0.3% of the site value of improved lands.

Property transfer taxes
Property transfer taxes are levied as set out in the following table:

Property Transfer tax rate

2.5% of value or amount of gros
consideration above BBD 150,000

2.5% of value or amount of gross
consideration

Leases of 25 years or more or short-term leases that are 2.5% of value or amount of gross
continuously renewed for a period equal to 25 years or more consideration

* Any transfer of shares to a person who is resident outside of Barbados, whether or not the transferor
is resident in Barbados, where the assets of the company concerned consists of foreign assets and its
income is derived solely from sources outside Barbados, will not be subject to transfer taxes in Barbados.

Land development duty

Where a person disposes of property situated in a specially designated development
area within 15 years of the date specified by statute, duty may be charged. This may be
at rates of up to 50% on the excess of the value of the consideration over the improved
value at the specified base date, plus certain other expenses and an amount representing
capital appreciation of the property.

Stamp duty

Barbados imposes a stamp duty on various instruments, including written documents.
The rates imposed vary depending on the document. Stamp duties applicable to
documents for the transfer of shares, real estate, and mortgages are set out below:

INSHUMENLS et mmmsssssssssssssssssssssssssssssssss ssssssssssssson Stamp duty rate
On sale of shares of companies listed on the Barbados Stock Exchange | .. . . . Exempt
On sale of real estate, leases, and shares in private companies * BBD 10 per BBD 1,000 or

part thereof
OnmortgagesBBD3oneachBBD500

or part thereof

* Any transfer of shares to a person who is resident outside of Barbados, whether or not the transferor
is resident in Barbados, where the assets of the company concerned consists of foreign assets and its
income is derived solely from sources outside Barbados, will not be subject to transfer taxes in Barbados.

Tax on assets

The tax on assets is effective from 1 June 2014 with an expiration date of 31 March 2016.
It provides for the imposition of taxes on the assets of:

* adeposit taking licensee under Part III of the Financial Institution Act, Cap. 324A

e acredit union, or

* aninsurance company.

The tax is charged on the average domestic assets at a rate of 0.20% per annum.
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Banks tax on assets

The banks tax on assets is effective from 1 September 2013. The tax is charged on the
average domestic assets of a bank at a rate payable of 0.20% per annum and pro-rated
and paid every three months.

Life insurance premium tax

In addition to the CIT computed on the gross investment income of life insurance
companies, a life insurance premium tax is levied on gross direct premium income
earned by resident and foreign life insurance companies as set out in the following table:

Resident life insurance Foreign life insurance
.......................................................................................... companies (%) .........companies (%)
New business written for the income year  ...eeeeevvevssmsreennn 6 eeerrseessssssmmsssssssssssssssnnnn O
Renewal business 3 5

General insurance premium tax

In addition to the CIT computed on the taxable profits of general insurance companies,
a general insurance premium tax is levied on gross direct premium income at a rate of
4.75% in respect of property insurance business and 4% for other general insurance
business.

National Insurance contributions

Every individual between the ages of 16 and 65, who is gainfully employed in Barbados
under a contract of service, must be insured under the National Insurance and Social
Security Act.

Contributions are determined as a percentage of insurable earnings up to a maximum
of insurable earnings of BBD 4,360 per month or BBD 1,006 per week. Employers must
remit National Insurance contributions by the 15th day of the following month. The
employee’s share is 10.1%, with the employer paying 11.25%.

Payroll taxes

Other than employers’ National Insurance contributions, there are no other payroll
taxes, the burden of which falls on the employer. Employers are, however, responsible
for deducting the employees’ income tax liability at source, through the pay-as-you-earn
(PAYE) system.

Branch income

Branches are taxed on the same basis as corporations. In addition, a 10% withholding
tax (WHT) is imposed on the transfer or deemed transfer to the head office of the after-
tax profits that are not reinvested in Barbados, unless a DTA overrides this.

Income determination

Inventory valuation

Inventory is generally stated at the lower of cost and net realisable value. First in first
out (FIFO) or average values are generally used for book and tax purposes. Last in first
out (LIFO) is not acceptable for tax purposes. The Barbados Revenue Authority will
normally accept a method of valuation that conforms to standard accounting practice in
the trade. Conformity between book and tax values is expected.

Capital gains
Capital gains are not taxed in Barbados.
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Dividend income

Dividends between two companies resident in Barbados are not taxed in the hands of the
recipient. Dividends received by a resident Barbados company from a non-resident entity
where the equity interest owned is at least 10% of the non-resident company and the
shareholding is not held solely for the purpose of portfolio investments are not subject to
tax.

Dividends paid by a regular business company to a non-resident shareholder are no
longer subject to WHT when the amount paid as dividends is derived from income
earned from sources outside of Barbados.

Interest income

Amounts received on account of, in lieu of, or in satisfaction of interest are included

in the calculation of assessable income. In certain instances (to the extent specified by
regulation) certain types of interest may be exempt from inclusion into the calculation of
assessable income, including interest on bonds, debentures, or stock of the government
of Barbados that is beneficially owned by a non-resident; interest on tax reserve and

tax refund certificates; and interest on holdings (within certain limits) of National
Development Bonds, National Housing Bonds, Savings Bonds, and Sugar Industry
Bonds classified as non-taxable bonds, as well as interest income from some CARICOM
countries.

Partnership income

Amounts received from a partnership or syndicate for the income year, regardless of
whether or not these amounts were withdrawn during the income year, are included in
the calculation of assessable income.

Foreign income
A Barbados corporation is taxed on foreign branch income as earned. Double taxation is
avoided by means of foreign tax credits or an exemption where DTAs exist.

Deductions

Business expenses that are reasonable and incurred for the purpose of producing
assessable income are deductible for tax purposes unless disallowed by a specific
provision of the Income Tax Act. Deduction of capital expenditures is specifically
prohibited, but special provisions may allow tax depreciation on these expenditures.

Depreciation

Depreciation for tax purposes is computed on a straight-line basis at prescribed rates.
The process is accelerated by additional initial allowances in the year of acquisition.
Conformity between book and tax depreciation is not required. Gains on sales of
depreciable assets are taxable as ordinary income up to the amount of tax depreciation
recaptured, and losses on sales below depreciated value are deductible.

Capital allowance

lowan

Intellectual property 10% of 50% of the
amount expended
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Capital allowance Rate

Investment allowance * (an incentive allowance limited by statute to entities
operating in certain industries, claimed in lieu of initial allowances):

Businesses or persons entitled to export allowance for exports outside of
CARICOM countries

* This allowance is not deducted from the cost of the asset in calculating tax written down value.

** As prescribed by the regulations to the Barbados Income Tax Act.

Manufacturing allowance

Companies involved in the manufacturing sector are granted an additional 50% of the
annual allowance claimed in an income year. Such companies are also often able to
claim investment allowances.

Renewable energy allowance

Companies that have had an energy audit, retrofitted a building, or installed a system to
provide electricity from sources other than fossil fuels are granted an additional 50% of
the annual allowance claimed in an income year.

Commercial building allowance

A deduction is available in respect of a commercial building. For each income year, the
available allowance is calculated at 1% of the land tax improved value, or 10% of the
land tax improved value if the building is registered with the National Trust.

Depletion

For oil and gas companies, depending on certain circumstances, a depletion allowance
of 20% or 10% is given in addition to annual depreciation on prescribed types of capital
expenditure.

Goodwill
Goodwill is not a depreciating asset, and tax amortisation is not available.

Start-up expenses

There are no specific provisions in relation to deductions for start-up expenses. However,
some of these are treated as costs incurred on account of capital expenditure. Such costs
are therefore not allowable deductions for tax purposes.

Interest expenses

A Barbados corporation can claim a deduction for interest expenses. However, where
interest claimed as a deduction has not been paid within two years of being accrued (one
year if on a loan from a related party), it should be added back to assessable income.

Bad debts

Amounts representing debts owed that have been established as bad debts during the
income year and have been previously included in calculating assessable income for that
income year or a previous income year are deductible in calculating assessable income.

Charitable contributions

Charitable contributions are generally deductible where they are made to entities that
are specifically registered as charities or not-for-profit organisations with the Corporate
Affairs and Intellectual Property Office.
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Pension expenses
Contributions made by companies under registered pension schemes are deductible in
calculating assessable income.

Fines and penalties
Fines and penalties imposed are generally not deductible.

Taxes
Taxes on income are not deductible.

Net operating losses

Losses can generally be carried forward for nine years after the income year in

which they are incurred and may be applied in full against future taxable profits.
Notwithstanding this, a tax loss incurred by a person in respect of residential property
can only be deducted against assessable income earned by that person in respect of
residential property.

Losses of general insurance companies can only be carried forward for five years, and
losses of life insurance companies cannot be carried forward at all.

No carryback is allowed for CIT losses.

Payments to foreign affiliates

A Barbados corporation can claim a deduction for royalties, management fees, and
interest charges paid to foreign affiliates, provided that payments are no greater than
what it would pay to an unrelated party.

Group taxation

Trading losses (i.e. the tax loss for the year, excluding capital allowances) incurred
during an income year of a surrendering company may be set off wholly or partially
against the profits of a claimant company, where both are members of the same group
(defined as where one company is a 75% subsidiary of another, or both companies are
75% subsidiaries of a third company).

Group relief is not available to companies operating in the international business and
financial services sector or any other company that is operating under concessionary
legislation.

Transfer pricing

Although Barbados has no specific transfer pricing legislation or regulations in place,
the Income Tax Act contains a section dealing with artificial transactions. This enables
the revenue authorities to amend the assessable income of a person where they believe
the main purpose of a non-arm’s-length transaction is to artificially reduce that person’s
assessable income.

In such circumstances, the transaction is disregarded or modified to achieve the effect
that it no longer results in the artificial reduction of that person’s assessable income.

Thin capitalisation
Barbados does not have tax provisions relevant to thin capitalisation.

Controlled foreign companies (CFCs)
Barbados does not have tax provisions relevant to CFCs.
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Tax credits and incentives

Foreign tax credit

Barbados allows a credit for foreign taxes (taxes paid in jurisdictions outside Barbados).
The credit should not exceed the Barbados tax attributable to the income derived
outside Barbados.

Agricultural cash rebate
The following rebates may be claimed on agricultural or agro-processing machinery or
plants that are new or imported onto the island for the first time:

* Sugar cane harvesters: 10% or 15%.
e Other: 18%.

Export allowance

There is a rebate of tax under the Income Tax Act in respect of income from export sales
outside CARICOM. The maximum tax credit on eligible sales is 93%, which is available
where eligible sales exceed 81% of total sales.

Exempt Insurance Act

The Exempt Insurance Act is applicable to companies in Barbados that insure risks
and earn premiums outside the island and for companies that own or manage the
former. Under the Act, all three types of companies are exempt from exchange control
regulations.

In lieu of standard CIT rates, exempt insurance companies are subject to tax at the rate
of 0% for the first 15 years; thereafter, the rate is 8% on the first BBD 250,000 of taxable
income and 0% on taxable income in excess of BBD 250,000. No WHT is levied on
remittances of dividends or interest.

Exempt insurance companies are subject to an annual licence fee of BBD 20,000 for the
first 15 years.

Fiscal Incentives Act
The Fiscal Incentives Act provides to manufacturers of an ‘approved product’ a full
exemption from taxes and duties for varying periods, up to a maximum of 15 years.

Foreign currency earnings credit

Persons carrying on business in Barbados may claim a tax credit of up to 93% of CIT

on net profits from foreign currency earnings derived from construction projects or
professional services undertaken outside of CARICOM, international insurance business,
or services provided to the international business sector.

Employment tax credit
Where a person carries on business in an income year and during that income year or
any of the following two consecutive income years:

* there is an increase in profits directly attributable to the business

* there is an increase in the number of employees who are employed directly in the
operations of the business by an amount of at least 10% of the total workforce
employed during the previous year, and

* the increase in the number of employees referred to is maintained for a period of
three years,

that person is entitled to a tax credit of 10% of the actual amount of the expenditure
incurred in respect of wages for the increase in employees.
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The credit is applied in the year in which persons meet the above mentioned criteria.
Any unused credit can be carried forward for three years from the end of the income
year in which the credit was obtained, and no cash refund shall be allowed.

Productivity and innovation tax credit

Entities incurring expenditure that is innovative in nature and leading to the
development of a new manufacturing process, product, service, or organisational
procedure, will be granted a tax credit of 25% of the amount expended in that income
year. The credit will only be granted if the innovation was successfully introduced to the
market as evidenced by increases in sales, productivity, or organisational efficiency.

Any unused tax credit shall be carried forward for a maximum of three years from the
end of the income year in which the credit was obtained, but no cash refund will be
allowed. Certification from the Executive Director of the National Productivity Council is
required.

Renewable energy

A number of tax concessions have been enacted with respect to the conservation of
energy. These measures include a 150% deduction of actual expenditure, not exceeding
BBD 25,000, for each year for five years in respect of the following:

* Energy audits.
* 50% of the cost of retrofitting premises or installing systems to produce electricity
from sources other than fossil fuels.

The business must be current in the payment of its corporation tax, VAT, land tax, and
national insurance contributions, or where not current, has entered into an agreement
with the respective authorities to settle outstanding arrears.

Further tax concessions have been enacted with respect to the generation and sale of
electricity from renewable energy sources and installation and sale of renewable energy
electricity systems or energy efficient products, including:

* Anincome tax holiday of ten years granted on the certificate of the Minister
Responsible for Energy to a developer, manufacturer, or installer of renewable energy
systems and energy efficient products.

* 150% deduction of interest on a loan in respect of the construction of a new or
the upgrading of an existing property to generate, supply, or sell electricity from
renewable energy or for the installation or supply of renewable energy systems or
energy efficient products.

* 150% deduction for a period of ten years commencing from income year 2012 of
the amount expended on staff training relating to generation and sale of electricity
from a renewable energy source or installation and servicing of renewable energy
electricity systems or energy efficient products.

* 150% deduction of expenditure on the marketing of products for the generation
and sale of electricity from a renewable energy source or products related to the
installation and servicing of renewable energy electricity systems or energy efficient
products.

* 150% deduction of expenditure on product development and research related to the
generation and sale of electricity from a renewable energy source or the installation
and servicing of renewable energy electricity systems or energy efficient products.

* Exemption from the payment of corporation tax by a venture capital fund invested
in the renewable energy and energy efficient sectors for a period of ten years
commencing from income year 2012.

* Deduction of contributions to a venture capital fund invested in the renewable energy
and energy efficient sectors for a period of ten years commencing from income year
2012.
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* Exemption from the payment of WHT on dividends earned by shareholders of
companies solely engaged in the installation or supply of renewable energy electricity
systems or energy efficient products for a period of ten years commencing from
income year 2012.

* Exemption from the payment of tax on interest earned by financial institutions for
financing the development, manufacturing, and installation of renewable energy
systems and energy efficient products for a period of ten years commencing from
income year 2012.

Housing Incentives Act

The Housing Incentives Act provides CIT, import duty, WHT, and other concessions
to developers who undertake low income housing projects. Approved developers are
subject to CIT at a rate of 15%.

International Business Companies (IBCs) Act
IBCs resident in Barbados but deriving income solely from sources outside Barbados are
taxed at the following rates:

Taxable income (BBD) Rate (%)

Freedom from exchange controls is granted to IBCs, as well as duty-free concessions

on certain imports. No WHT is levied on remittances of dividends, royalties, interest,
management fees, fees, or other income paid by IBCs to persons outside Barbados. IBCs
may also claim a credit for taxes paid outside Barbados, provided that this does not
reduce the company’s rate of CIT in Barbados to less than 0.25%.

IBCs are subject to an annual licence fee of BBD 850.

International Financial Services Act (IFSA)

The IFSA provides for the establishment of international banking, trust administration,
and other related or ancillary services by eligible companies incorporated in Barbados or
branches of qualified foreign banks. An annual licence fee of BBD 100,000 is payable by
IFSA licensees who are in the business of receiving foreign money deposits, while IFSA
licensees who are not involved in deposit taking financial services are required to pay
BBD 50,000.

International financial service entities are exempt from exchange controls and are
granted duty-free concessions on certain imports.

Profits and gains are taxed at the same rates as for IBCs. No WHTs are levied on
remittances of dividends, interest, or fees. International financial service entities may
also claim a credit for taxes paid outside Barbados, provided that this does not reduce
the entity’s rate of CIT in Barbados to less than 0.25%.

International Trusts Act

The International Trusts Act is aimed at facilitating the use of Barbados trusts for
purposes previously made possible in many tax-free financial centres. An international
trust is taxed in Barbados as an individual that is resident but not domiciled in Barbados.
This allows the trust to take advantage of a network of tax treaties while not subjecting
its foreign earnings to Barbados tax unless they are remitted there. The Act exempts
trusts from exchange control and WHT requirements. No registration is required.
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Market development allowance for export sales or the tourist industry
150% of certain expenditure on research and development for export sales outside of
CARICOM or on tourism development is deductible.

Shipping (Incentives) Act

The Shipping (Incentives) Act was enacted to encourage the development of Barbados’
shipping activities by granting CIT, import duty, WHT, and other concessions to
approved shipping companies for a period of ten years.

Small Business Development Act

Companies incorporated under the Companies Act with at least 75% of their shares
owned locally and having share capital of not more than BBD 1 million, annual sales not
in excess of BBD 2 million, and not more than 25 employees may obtain approval as a
small business. Such companies pay CIT at a reduced rate of 15% and are exempt from
the payment of import duties on equipment imported for use in the business and from
stamp duty in some instances. In addition, 120% of certain expenditures directly related
to the development of the business are deductible for tax purposes. Investors in such
businesses are exempt from WHT on interest and dividends earned on their investment.

Societies with Restricted Liability (SRL) Act

An SRL is a hybrid entity that can be recognised as a corporation or partnership in
certain jurisdictions, depending on the nature of its organisational documents. The
entity has limited liability, and membership units are known as quotas. Societies
qualifying under this Act may apply for a licence to operate as international SRLs and, as
such, are taxed at the same rates as IBCs. No WHT is levied on any distributions, interest,
or other income paid by an international SRL to non-residents. International SRLs are
granted duty-free concessions on certain imports, and no exchange control requirements
are applicable. Entity mobility is also a prominent feature of this legislation. Qualifying
societies organised overseas can be continued into Barbados under the Act.

Special Development Areas Act

The Special Development Areas Act provides relief for approved developers constructing
or improving a building or structure in certain defined locations in Barbados and to
persons financing such work (other than a commercial bank). Persons financing such
work are exempt from income tax on interest received. Approved developers are exempt
from import duties and VAT on inputs for the construction or renovation of buildings,
WHTs on repatriation of interest (for a period of 15 years), land tax, and property
transfer tax payable by vendors on the initial purchase of the company. An approved
developer pays CIT at the rate of 15% and is granted initial and annual allowances on
industrial buildings of 40% and 6%, respectively, and on commercial buildings of 20%
and 4%, respectively.

Qualifying insurance companies

Companies registered under the Insurance Act that derive at least 90% of their
premiums from sources outside of CARICOM and at least 90% of whose risks originate
outside of CARICOM may obtain a certificate of qualification. Such companies are
entitled to the same exemptions from WHTs and exchange controls as exempt insurance
companies. They are also entitled to the foreign currency earnings credit, which may
reduce their CIT rate from 25% to 1.75% for general insurance business. The rate of tax
on gross investment income applicable to life insurers may fall from 5% to 0.35%.

Tourism Development Act

The Tourism Development Act provides that a qualifying owner of a tourism project or of
a completed tourism product may offset expenditures on construction or the provision of
certain amenities against its profits.

A tourism project includes the following:
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* The construction of a new hotel.

* The alteration or renovation of an existing hotel.

* The conversion of an existing building or buildings into a hotel by reconstruction,
extension, alteration, renovation, or remodelling.

* The furnishing and equipping of a building to be utilised as a hotel.

* The provision of tourist recreational facilities and tourism related services.

* The construction and equipping of a new restaurant.

* The alteration or renovation of an existing restaurant.

* The construction of a new attraction or the alteration or renovation of an existing
attraction.

* The restoration, preservation, and conservation of natural sites.

* The establishment, restoration, preservation, and conservation of monuments,
museums, and other historical structures and sites.

* The construction and furnishing of villas.

* The construction and furnishing of timeshare properties.

* The addition to a tourism product of any facilities or services intended to increase or
improve the amenities that the tourism product provides.

Concessions extend to the following:

* The importation of building materials and supplies without payment of customs duty
and an exemption from the payment of customs duties on specified supplies to be
used for equipping the project.

* Arefund of customs duty (including VAT) where the holder of a permit can satisfy
the Comptroller of Customs that the building materials and supplies purchased for a
tourism product have been purchased in Barbados, or in the case of importation that
the customs duty was paid by the holder of the permit.

* Income tax concessions with respect to the write-off of interest, accelerated
deduction of expenditure, interest rate subsidy, equity financing, training, and
marketing.

* The set off of approved capital expenditures against revenues for a period of 15
years by the owner of a qualifying tourism project (except restaurants), which has a
project with a value of up to BBD 200 million. Hotels with capital expenditure over
BBD 200 million are allowed one additional year to write off expenditure for each
additional BBD 20 million expended, up to a maximum of 20 years.

Withholding taxes

WHTs are levied as follows:

WHT (%)

Entry into force

1 April 2007

16 July 2013

12 August 2005 (5)
22 December 1980 (8)
7 July 1995

27 October 2000 (10)

16 March 2000
6 June 2012
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WHT (%)

Entry into force
20 August 1992 (13)

24 February 2012
8 August 2011

19 June 2002 (18)
28 January 2005
16 January 2009
12 July 2007 (21)
3 July 1991 (22)
18 February 2011

5 June 2013

6 August 2013

21 April 2008

25 April 2014

14 October 2011

Sweden . 8/15(1) ... 5 e B e 5.1 December 1991 (26)

Swizetiand 0@r) Oen oen . o 26 August 1963
United Arab 0(3) 0@ 0(3) -

Emirates *

19 December 2012 (29)
28 February 1986 (31)
1 January 2001

IBCs, ISRLs, (34) (34) (34)
QICs, & EICs

* Treaty not yet in force; protocol or treaty awaiting ratification.
Notes

The rate is 0% if dividends are paid out of income earned from sources outside of Barbados.

The rate is 15% for portfolio dividends; 5% for holdings of at least 10%.

Taxable only in the state in which the beneficial owner is resident.

The rate is 12% for portfolio dividends; 5% for holdings of at least 25%.

Protocol in force from 4 September 2014.

The rate applies provided that the interest is subject to tax in the other territory.

The rate applies provided that the royalties are subject to tax in the other territory.

Protocol in force from 17 December 2013.

The rate is 10% for portfolio dividends; 5% for holdings of at least 25%.

Protocol in force from 9 June 2010.

. Therate is 15% for portfolio dividends; 5% for holdings of at least 25%.

5% of the gross royalties on any literary, artistic, or scientific work, including films or television

broadcasting, and 10% on any patent, trademark, commercial, or scientific equipment, among

others.

13. Protocol in force from 1 June 2012.

14. Therate is 7.5% for portfolio dividends; 5% for holdings of at least 10%.

15. Therate is 7.5% of the gross amount; 5% if the beneficial owner is a bank.

16. The rate is 15% for portfolio dividends; 0% for holdings of at least 10%, held for at least 12
uninterrupted months prior to dividend distribution.

17. The rate is 15% for portfolio dividends; 5% for holdings of at least 5%.

18. Protocol in force from 30 April 2014.

19. The rate is 10% for portfolio dividends; 5% for holdings of at least 10%.

20. Therateis 15% for portfolio dividends; 0% for holdings of at least 10%.

21. Protocol in force from 23 December 2010.

22. Protocol in force from 1 June 2012.

23. Therate is 75% of the statutory nominal rate at the time of distribution; 5% for companies with
holdings of at least 25%.

24. 0% if the beneficial owner is a company that directly holds at least 10% of the capital of the company
paying the dividends for an uninterrupted period of at least 12 months prior to the decision to
distribute the dividends.

25. The rate is 5% for portfolio dividends; 0% for holdings of at least 25%.

COoONDO AN

aaa
M=o

www.pwc.com/taxsummaries Barbados 171



Barbados

26. Protocol in force from 12 December 2012.

27. Agreement extended to Barbados by virtue of the agreement between Switzerland and the United
Kingdom, on payments to non-residents from Barbados.

28. Dividends are only taxable in the state in which the beneficial owner is resident. The rate of 15%
applies to dividends paid out of income from immovable property by an investment vehicle that
distributes most of this income annually and whose income is exempt from tax, other than where the
beneficial owner is a pension scheme.

29. Treaty in force from 19 December 2012, replacing a treaty that had been in force from November
1970.

30. Therateis 15% for portfolio dividends; 5% for holdings of at least 10%. Dividends paid by a
regulated investment company will bear WHT at a rate of 15%, regardless of the percentage of
shares held by the recipient. Dividends paid by a real estate investment trust (REIT) will qualify for the
5% WHT rate only if the beneficial owner is an individual holding less than 10% of the shares in the
REIT, otherwise, a 30% WHT rate will apply.

31. General effective date 1 January 1984. First protocol in force 29 December 1993. Second protocol in
force 20 December 2004.

32. The rate is 10% for portfolio dividends; 5% for holdings of at least 5%.

33. The rate is 15% generally; 5% if the recipient is a bank.

34. International business companies (IBCs), international societies with restricted liability (ISRLs),
exempt insurance companies (EICs), and qualifying insurance companies (QICs) are exempt from
WHTs on payments to non-resident persons or international business entities. Specific legislation
applies.

35. The rate is 0% for pensioners aged 60 years and over.

Tax administration

Taxable period
CIT returns are prepared on a fiscal-year basis.

Tax returns

Companies with fiscal years ending between 1 January and 30 September (both dates
inclusive) are required to file a CIT return on or before 15 March in the year following
the end of the fiscal period. Companies with fiscal years ending any time between 1
October and 31 December (both dates inclusive) are required to file a CIT return on or
before 15 June in the year following the end of the fiscal period.

The Department of Inland Revenue has instituted an online filing system, which is
optional.

Payment of tax

Companies with fiscal years ending between 1 January and 30 September (both dates
inclusive) are required to make an instalment of CIT for the income year in which the
fiscal period ends on or before 15 September of that year. The instalment is 50% of the
net CIT payable for the preceding income year. The remainder of CIT due (if any) must
be paid on filing of the CIT return by 15 March of the following year.

Companies with fiscal years ending between 1 October and 31 December (both dates
inclusive) are required to make two instalments of CIT for the income year in which the
fiscal period ends on or before 15 December of that year and 15 March of the following
year. The instalments are each 50% of the net CIT payable for the preceding income
year. The remainder of CIT due (if any) must be paid on filing of the CIT return by 15
June of the following year.

It is possible to apply for a reduction or waiver in the instalments if lower profits are
anticipated in the current year when compared with those of the preceding year.

Penalties

The penalties and interest for failing to file a return on time and pay the CIT due are as
follows:

* Penalty for failing to file a CIT return by the due date is BBD 500 plus 5% of the tax

assessed at the due date.
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* Penalty for failing to pay CIT by the due date is 5% of the tax assessed and unpaid at
the due date.

* Interest charge of 1% per month on the tax and penalties calculated for each month
during which any amount of tax and penalties remain unpaid on the largest amount n
of tax and penalties that were due and unpaid at any time during that month.

The penalty for failing to make an instalment of CIT by the due date is 10% of the CIT
instalment due, plus interest at 0.5% per month on the CIT instalment and penalty
outstanding.

Tax audit process

A person authorised by the Commissioner may, at any reasonable time, audit the books
and records, or other documents that may relate to the information that should be in the
books or records, examine property, request reasonable assistance from the owner, or, as
necessary, seize or retain any documents that may be relevant.

Statute of limitations

Every person required to deliver a return of assessable income for an income year shall
keep adequate records and shall retain every such record or voucher for a period of up to
five years after the end of the relevant income year, unless the Commissioner otherwise
directs, before the disposal of such records. Every person carrying on a business must
obtain written permission from the Commissioner of Inland Revenue before disposing of
books or records.

Topics of focus for tax authorities

The Barbados tax authorities have been focussed on the efficient collection of taxes and
voluntary compliance. To this end, the Barbados Revenue Authority was established,
effective 1 April 2014, as a means of strengthening the overall revenue system. This
brought together various government agencies, including the Department of Inland
Revenue, the Value Added Tax Division, the Land Tax Department, and the Licensing
Authority and was intended to create an environment that will enhance the efficiency
and effectiveness of these government agencies.

Other issues

Foreign Account Tax Compliance Act (FATCA)

On 27 May 2014, the United States (US) Treasury announced that an intergovernmental
agreement (IGA) was ‘in effect’, and, on 17 November 2014, the US Treasury and
Barbados signed and released the IGA. However, no legislation relating to FATCA has
been enacted as yet.

Tax information exchange agreements (TIEAs)

TIEAs provide for the exchange of information on tax matters. TIEAs with Denmark,
the Faroe Islands, Greenland, South Africa, and the United States are in force. The TIEA
with Colombia is awaiting ratification; and TIEAs with France and Germany have been
initialled and are awaiting signature.

Bilateral investment treaties (BITs)

Barbados has entered into BITs with Canada, China, Cuba, Germany, Italy, Mauritius,
Switzerland, the United Kingdom, and Venezuela. BITs with Ghana and the Belgium/
Luxembourg Economic Union (BLEU) await ratification.

BITs typically cover the following:

* Investments of every kind.

¢ National and most favoured nation (MFN) treatment.
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* Compensation for losses owing to war, revolution, state of national emergency, revolt,
riot, etc. to be no less favourable than that for residents.

* Expropriation, providing for compensation equal to market value.

* Unrestricted transfer of investments and returns.

* Subrogation.

* Settlement of disputes, either between one state and nationals or companies of the
other state, or between the two states themselves.
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PwC contact

Dzina Pinchuk
PricewaterhouseCoopers FLLC

40 Orlovskaya Street

Office 39

220053 Minsk, Belarus

Tel: +375 29 338 5700

Email: dzina.pinchuk@by.pwc.com

Significant developments

As of 1 January 2015, several amendments to the Belarusian Tax Code entered

into force. Primarily, they are focused on further simplification of the Belarus tax
administration system and strengthening the tax authorities’ control of compliance with
the tax legislation requirements by taxpayers.

The following tax reforms should be considered as the most significant:

* Transfer pricing rules have been extended and are to be applied to transactions
that consist of performing works and/or rendering services. Prior to the reform,
only transactions contemplating the sale of goods, including immovable property,
fell under the transfer pricing rules. In addition, the threshold for recognition of a
transaction as controlled has decreased from 60 billion Belarusian rubles (BYR) to
BYR 1 billion.

* Certain types of services, such as engineering, marketing, consulting, and
management, as well as penalties for breaching contract obligations, fall within the
scope of state authorities’ control in terms of thin capitalisation rules compliance.
Prior to the reform, thin capitalisation rules were applied to the loan interest only.

* The preferential corporate income tax (CIT) rate of 9% applied to the income earned
from the sale of shares in the authorised capital of companies registered in Belarus
has been abolished.

* The CIT rate for banks and insurance companies has increased to 25%.

e The value-added tax (VAT) exemption that was applied to income received from
granting property rights on such objects of industrial property as trademark and
service mark, firm name, geographical directions, and certain other means of
individualisation has been terminated.

* AVAT exemption is granted to leasing transactions involving the transfer of the object
of a financial leasing arrangement to individuals (lessees) if the relevant leasing
contracts contain a provision on the buyout of the leasing object.

* A zero VAT rate is additionally applied to the supplies of works (services) on repair
and technical maintenance of Belarusian non-resident’s trucks performed by
authorised service centres during the period from financial year 2015 to financial
year 2017.

Taxes on corporate income

The standard CIT, also known in Belarus as profits tax, rate is 18%. The profits tax rate
for banks and insurance companies is 25%.

All resident companies are obligated to recognise revenue derived from the supply

of goods, works, services, and property rights as of the date when it was recorded in
accounting in line with the accrual method, notwithstanding the date of settlement for
goods, works, services, and property rights supplied.
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CIT is charged on taxable income (net profits). Taxable income is generally determined
as revenues from sales of goods, works, and services, excluding VAT, less production and
business related costs, less other deductible expenses, plus net results of non-operating
income and expenses.

Resident companies are taxed on their worldwide income. The amount of tax paid by a
Belarusian company to the foreign tax authorities with regard to the income received
from its activity abroad is deducted from the amount of CIT reported with regard to the
worldwide income.

Non-resident companies are taxed on Belarus-sourced income derived through a
permanent establishment (PE) with CIT (at the rate of 18%). Income of non-resident
companies sourced in Belarus that is not related to the activities of a PE is subject to
withholding tax (WHT) (at rates varying from 6% to 15%).

Local income taxes
There are no local taxes due on net profits.

Corporate residence

A company is resident in Belarus if it is incorporated in Belarus.

Permanent establishment (PE)
According to local legislation, a non-resident company is deemed to have a PE in Belarus
in cases where:

* it permanently carries out commercial activities in Belarus, in whole or in part

* it carries out its activities through a dependent agent

* ituses a building site or construction, assembly, or equipment objects, or

* it provides services or performs works within a period of 90 days, continuously or in
the aggregate, during a calendar year.

Double taxation treaties (DTTs) may establish different rules of PE recognition.
According to domestic law, where there is a DTT, the provisions of the treaty
shall prevail.

Notwithstanding the activities that create a PE in Belarus, a non-resident company must
be registered with the local tax authorities controlling the territory where activities are
carried out before starting a business in Belarus.

Any profits derived by a non-resident company via a PE in Belarus are subject to 18%
CIT. Expenses incurred by a non-resident company, either in Belarus or abroad, that
relate to a PE can be deducted, subject to local deductibility restrictions.

Other taxes

Value-added tax (VAT)

All taxpayers shall recognise revenue for VAT purposes on an accrual basis. The only
exception is set out for taxpayers using the simplified taxation system and keeping
simplified tax records without accounting records. Such taxpayers shall recognise
revenue on a cash basis.

The standard VAT rate is 20%, whereas the preferential rate is 10%.

The 10% preferential rate applies on:

176 Belarus PwC Worldwide Tax Summaries



Belarus

* local supplies of crop products (excluding floriculture, cultivation of ornamental
plants), wild-growing, beekeeping, livestock (except for fur production), and fisheries
locally produced and

* import and/or local supplies of certain food products and goods for children.

In general, local supplies of goods, works, and services made by a taxpayer performing
its economic activities in Belarus, as well as the importation of goods, are subject to VAT.

Place of supply rules established by the Tax Code of Belarus should be followed to
determine whether goods, works, and services are supplied locally, and therefore subject
to tax in Belarus.

When a non-resident company, which does not have a PE registered in Belarus, sells
goods or provides works and services that are considered local supplies according to the
place of supply rules, the VAT due on such supplies is paid by the purchaser registered
with the local tax authorities from its own funds. This VAT could be deducted against
output VAT, if any, or refunded by the tax authorities in the established order.

Some exceptions apply to provision of construction and other similar works.
Exemptions with credit (zero-rated) include, but are not limited to, the following:

* Supply of goods exported outside of Belarus.

* Provision of works and services involving maintenance, loading, reloading, and any
other similar works and services related to supply of exported goods.

* Transportation and any directly linked ancillary services related to the export
or import of goods, including transit forwarding, as well as exported works for
goods processing.

* Bunker fuel for fuelling aircraft of foreign companies carrying out international
flights and (or) international carriages by air.

* Works and services related to repair (modernisation, conversion) of aircraft
(including engines and railway vehicles) and provided to non-resident companies or
individuals.

* Works (services) on repair and technical maintenance of Belarusian non-resident’s
trucks performed by authorised service centres.

In order to apply zero-rated VAT on goods carried out from Belarus, VAT payers must
hold supporting documents as evidence that these goods were actually exported from
Belarus to another country. Application of zero-rated VAT on respective works and
services must be supported by the appropriate documents, which have to be provided to
the local tax authorities where the taxpayer is registered for tax purposes.

Exemptions without credit include, but are not limited to, the following:

» Disposal of shares in resident legal entities.

* Supply of material rights for certain industrial property objects (e.g. inventions,
utility models, industrial designs, breeding achievements, integrated circuits, know-
how).

* Supply of securities, derivatives, and other similar financial instruments; certain
limitations apply.

* Provision of all types of insurance and re-insurance (co-insurance) services rendered
by insurance and re-insurance agents.

* Supply of medicines, medical equipment, instruments, medical products, as well as
drugs, devices, equipment, under certain conditions.

* Personal or public health care services, under certain conditions.

* Social services supplied by institutions for children and young people care, nursing
homes for the elderly and/or by care/guardianship institutions for disabled or by
other non-profit entities.
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* Supply of services in the field of culture and art, under certain conditions.

* Public services (services of barbers, baths, and showers; laundry and dry cleaning
services; watch repairing; manufacturing and repair of clothing and footwear; repair
and maintenance of household appliances; repair of personal and household goods).

* Services provided by religious organisations, if these services correspond to the
purposes set out in their canons, statutes, and other documents.

* Funeral services, maintenance of the graves, tombstones, fences, and other objects
associated with burial, as well as works on their production, under certain conditions.

* Supply of postage stamps, postcards, and envelopes marked, excise and control
(identification) stamps for marking of goods at their nominal value, stamps which
can be used as a confirmation of fees and charges payable in accordance with
the legislation.

* Supplies of jewels as well as related services, under certain conditions.

* Retail trade of goods in duty-free shops, under certain conditions.

* Research and development, design, and technological works and services, under
certain conditions.

* Education and training services.

* Lotteries and gambling, under certain conditions.

* Financial services supplied by the banks, under certain conditions.

* Goods and equipment imported into Belarus, under certain conditions.

» Transactions related to provision of loans.

* Remuneration of lessee and its investments expenditures not compensated in the
value object of leasing on transfer of the object of a financial leasing arrangement
to individuals (lessees) if the relevant leasing contracts contain a provision on the
buyout of the leasing object.

In order to apply exemptions, taxpayers should ensure that the services and goods
supplied meet the appropriate VAT exemption requirements.

VAT returns shall be submitted on either a monthly or quarterly basis, by the 20th day
of the month following the reporting period. VAT shall be paid on either a monthly or
quarterly basis, no later than the 22nd day of the month following the reporting period.

Customs payments

Belarus, Kazakhstan, and Russia have continued their integration process, and, since
1 January 2015, have launched the Eurasian Economic Union (EAEU) on the basis

of Agreement on the EAEU, which is considered as a further step of integration after
the Customs Union of these countries. The unified trade regulations and Customs
Code, applied within the Customs Union between Russia, Kazakhstan, and Belarus,
has become a part of the EAEU legislation. Within the EAEU, single markets of goods,
services, labour, and capital, with certain limitations, are introduced.

Indirect taxation issues within the EAEU shall be administered in compliance with
the Agreement on the EAEU and Annex 18 to the Agreement that is the ‘Protocol on
the procedure of collection of indirect taxes and the mechanism of control over their
payment for export and import of goods, works, services’.

The following charges are considered customs payments:

* Import duties.

* Export duties.

* Special anti-dumping and countervailing duties.

* VAT and excise taxes due upon importation of goods.
* Fees for customs processing/services.

Rates of import duties as well as descriptions of goods subject to them are established by
the Single Nomenclature of Goods 