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FOREWORD

A country's tax regime is always a key factor for any business considering moving into new markets. What
is the corporate tax rate? Are there any incentives for overseas businesses? Are there double tax treaties in
place? How will foreign source income be taxed?

Since 1994, the PKF network of independent member firms, administered by PKF International Limited, has
produced the PKF Worldwide Tax Guide (WWTG) to provide international businesses with the answers to
these key tax questions.

As you will appreciate, the production of the WWTG is a huge team effort and we would like to thank all tax
experts within PKF member firms who gave up their time to contribute the vital information on their country's
taxes that forms the heart of this publication.

The PKF Worldwide Tax Guide 2020/21 (WWTG) is an annual publication that provides an overview of the
taxation and business regulation regimes of the world's most significant trading countries.

On a country-by-country basis, each summary addresses the major taxes applicable to business; how taxable
income is determined; sundry other related taxation and business issues; and the country's personal tax
regime. The final section of each country summary sets out the Double Tax Treaty and Non-Treaty rates of
tax withholding relating to the payment of dividends, interest, royalties and other related payments.

While the WWTG should not to be regarded as offering a complete explanation of the taxation issues in each
country, we hope readers will use the publication as their first point of reference and then use the services of
their local PKF member firm to provide specific information and advice.

Services provided by member firms include:

« Assurance & Advisory;

« Tax Advisory & Compliance;

*  Financial Planning / Wealth Management;
*  Corporate Finance;

« Management Consultancy;

* IT Consultancy;

* Insolvency - Corporate and Personal;

«  Forensic Accounting; and

*  Hotel Consultancy.
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IMPORTANT DISCLAIMER

All information contained herein is believed to be correct at the time of publication, 30 April 2020. The contents
should not be used as a basis for action without further professional advice.

While utmost care has been taken in the compilation of this publication, no responsibility will be accepted for
any inaccuracies, errors or omissions.

This publication should not be regarded as offering a complete explanation of the taxation matters that are
contained within this publication. This publication has been sold or distributed on the express terms and
understanding that the publishers and the authors are not responsible for the results of any actions which are
undertaken on the basis of the information which is contained within this publication, nor for any error in, or
omission from, this publication.

The publishers and the authors expressly disclaim all and any liability and responsibility to any person, entity
or corporation who acts or fails to act as a consequence of any reliance upon the whole or any part of the
contents of this publication.

Accordingly no person, entity or corporation should act or rely upon any matter or information as contained
or implied within this publication without first obtaining advice from an appropriately qualified professional
person or firm of advisors, and ensuring that such advice specifically relates to their particular circumstances.
PKF International Limited (PKFI) administers a family of legally independent firms. Neither PKFI nor the
member firms of the network generally accept any responsibility or liability for the actions or inactions of any
individual member or correspondent firm or firms.

PKF INTERNATIONAL LIMITED
JUNE 2020

© PKF INTERNATIONAL LIMITED

All RIGHTS RESERVED
USE APPROVED WITH ATTRIBUTION
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Afghanistan

AFGHANISTAN

MEMBER FIRM

City Name Contact Information

Kabul Qamar Ali Mumtaz +93 799 195344
gamar@pkf.com.pk

BASIC FACTS

Full name: Islamic Republic of Afghanistan

Capital: Kabul

Main languages: Pashto, Dari

Population: 38.75 million (2020 estimate)

Monetary unit: Afghani (AFN)

Internet domain: .af

Int. dialling code: +93

KEY TAX POINTS

A.

All businesses irrespective of the legal status of the entity or company are subject to 20% corporate
income tax on income under Article 4 of the Income Tax law in Afghanistan.

Capital gains from the sale, exchange, or transfer of certain assets are treated as taxable income.
Capital gains include the sale of a trade or business (including goodwill), a factory (including equipment,
machinery, buildings and land, or any part of such assets), equipment used in the business of transporting
persons and property, and shares of stock in corporations or limited liability companies.

The calculation of tax on the taxable profits of branch offices of non-resident companies is the same as
for other businesses. The tax is calculated at 20% of income after allowing certain deductible expenses.
Individuals are subject to tax at progressive rates. The monthly maximum limit is 20% + AFN 8,900 fixed
amount.

Any income tax paid to the government of a foreign country may be taken as a credit according to the
principle of reciprocity.

TAXES PAYABLE

CORPORATE TAX

All businesses irrespective of the legal status of the entity or company are subject to 20% corporate income
tax under article 4 of the Income Tax law in Afghanistan.

Business Receipt Tax

Business Receipt Tax (BRT) is also applicable on the gross revenue of businesses at the rates given below.
BRT is treated as a deductible expense from revenue.

Automobiles and their spare parts: 4% or 7%;

Travel agents: 4%;

Revenue from public entertainment, exhibitions and support events: 4%;
Sale of merchandise and services: 4%;

Restaurant earning less than AFN 750,000 per quarter: 4%;

Guest house, restaurant and hotel earning AFN 750,000 per quarter: 5%;
Club hall (without any threshold): 5%.
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Afghanistan

BRT does not apply to the following categories of income:

* Interest income;

« Fees earned from banking transactions;

*  Proceeds of futures contracts whether settled in cash or otherwise;

* Insurance or reinsurance premiums;

« Distributions received by shareholders with respect to their interest in the company;
«  Export of goods and services;

« Salaries, dividends, royalties and other payments that are subject to withholding tax;

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

* Income of persons not having a business license that are taxed at a fixed rate.

CAPITAL GAINS TAX

Capital gains under article 23 of the tax legislation refer to any gain from the sale, exchange, or transfer of
the following assets:

1) A trade or business, including goodwill;

2) A factory including equipment, machinery, buildings and land, or any part of such assets;
3) Equipment used in the business of transporting persons and property; and

4) Shares of stock in corporations or limited liability companies.

Chargeable capital gains are treated as and included in taxable income. A gain from the sale or transfer of movable
or immovable property acquired by inheritance is excluded from the provisions of paragraph (1) of this Article.

A loss incurred on the sale or exchange of capital items used in a business is deductible from the taxable income
of the business from other sources for the year. While a loss on the sale of shares can only be offset against the
sale or exchange of other shares in the same year.

Method of calculation of Capital Gains

Gains (receipts less allowable expenses) arising from capital asset transactions are divided by the number
of years of usage of the said asset. The average rate so obtained is then applied to the total income of the
person (natural or legal) for the year. The rate so calculated cannot be less than 2%.

BRANCH PROFITS TAX

The calculation of tax on the taxable profits of branch offices of non-resident companies is the same as for
other business. The tax is calculated at 20% of income after allowing certain deductible expenses.

The only exception to the rule is that any amount remitted outside Afghanistan to principal office or any other
branch office shall be regarded as a dividend and shall be subject to withholding tax at 20%

SALES TAX / VALUE ADDED TAX

VAT is levied on only very few items and services such as hotel services etc. and no separate comprehensive
regulation exists for VAT. The Government of Afghanistan planned to levy VAT on various services and goods
in 2017, however, the matter has been deferred.

LOCAL TAXES
No local taxes are payable in respect of income of companies.

OTHER TAXES
Other important levies in Afghanistan include customs duty and various import duties.

B. DETERMINATION OF TAXABLE INCOME
Taxable income is calculated as revenue for the year from all sources less the following admissible expenses:

1. Any expense related to the cost of production or trade and business, such as insurance and freight
expenses, etc.;
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Afghanistan

2. The cost of supplies, materials, fuel, electricity, water, and ordinary and necessary expenses used in the
production of income, or in a trade or business; u

3. Wages, salaries, commissions, and fees paid for services rendered by employees in trade or business;

4. Interest paid on business loans;

5. Rent paid on property necessary to and used in trade or business;

6. Cost of repairs and maintenance of properties and equipment necessary to and used for purposes of the
business or trade;

7. Depreciation of movable and immovable property at rates mentioned below:

No. Assets "(jisnele‘: al;g; Pe?::rl\‘;aalge
Allowed
1 Bricks or stone structures 50 2
2 Loam structure 20 5
3 Wooden structures 10 10
4 Machinery and equipment not otherwise specified below 10 10
5 Mining equipment 6.5 15
6 Tools 4 25
7 Printing equipment and machines 2 50
8 Handicraft machines 3 33
9 Metallurgical machines 10 10
10 Carpets 10 10
11 Rugs and other furnishings 4 25
12 Chairs, seats, and sofas 4 25
13 Desks, tables, and cabinets 10 10
14 Office equipment (calculators, typewriters, telephone, etc.) 6.5 15
15 Bicycles 5 20
16 Trucks 2 50
17 Cars 2 25
18 Tyres and tubes 2 50
19 Sacks 2 50
20 Impure iron stoves and pipes 10 10
21 Iron stoves 2 50
22 Carriages, animal carts, and handcarts 3 33
23 Construction machines, rollers and mixers 5 20
24 Computers and computer related equipment 3 33
25 Televisions, radios, and cellular phones 3 33
26 Telecommunication equipment/cell towers 7 14

8. Any tax or charge that is a necessary expense for doing business, holding property for income, or for
producing income, if paid or accrued during the taxable year. Taxes imposed by this Law and taxes not
qualifying as a necessary business expense are not deductible, except as otherwise provided for by this
Law;

9. Damages to movable or immovable property caused by fire, earthquake, and by casualty or disaster of
any kind, over a three year period, to the extent that the cost is determined and substantiated by records
and the loss was not recovered by insurance;
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10. Losses in business or trade from bad debts according to the Income Tax Manual;
11. Dividends paid in money by a legal entity organized under the laws of Afghanistan; and

12. Other expenses of doing business and of holding movable or immovable property for the production of
income under relevant legislative documents.

NON-ADMISSIBLE DEDUCTIONS
The following deductions are not allowable for tax purposes:

1. Expenses incurred to provide entertainment or advertising that are not connected with economical or
commercial activities;

2. Dividends, interest, royalties, rent, commissions, wages, salaries, in case the tax has not been withheld
as required by the law;

3. In case of a branch in Afghanistan of a non-resident person, any expenses paid or incurred by the non-
resident person or any person connected to the non-resident person;

Personal expenses are not deductible;
5. Capital expenditure that is subject to depreciation;

6. Taxes paid to foreign countries by non-resident persons on income from sources within Afghanistan, if
the double tax treaty is not entered into with that country.

C. FOREIGN TAX RELIEF
Any income tax paid to the government of a foreign country may be taken as credit on the principle of
reciprocity. The tax credit on a foreign tax payment is calculated as follows:
Afghanistan tax on foreign country income
global taxable income total global taxable income

D. RELATED PARTY TRANSACTIONS

The tax authorities have the power in respect of a transaction between associates to distribute, apportion, or
allocate income, deductions, or tax credits between such associates to reflect the income that would have
been realized in an arm’s-length transaction.

E. EXCHANGE CONTROL

For the purpose of tax calculations, official rates issued by the Central Bank in Afghanistan (DAB) must be
used. In case the exchange rate is not available for a transaction currency, the amount shall first be converted
into USD and then into Afghani.

F. PERSONAL INCOME TAX

Following are the rates at which natural persons are subject to tax:

Income slab per month Applicable Rate

From AFN 0 to AFN 5,000 monthly 0%

From AFN 5,001 to AFN 12,500 2%

From AFN 12,501 to AFN 100,000 10% + AFN 150 fixed amount
In excess of AFN 100,000 20% + AFN 8,900 fixed amount

G. WITHHOLDING TAX RATES
Individuals and organisations are subject to the following withholding taxes:

Type of income Applicable Rate

Salary At rates discussed in the preceding paragraph
Interest 20%

Dividends 20%
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Afghanistan-Algeria

Royalties 20%
Prizes 20%
Rewards 20%
Lotteries 20%
Bonuses 20%
Service charges 20%

If the monthly rent is more than AFN 10,000 and
less than AFN 100,000 - 10 %.

If the monthly rent is more than
AFN 100,000 -15%.

Rent

7% for contractors without a business license and

Contractors for supplies of goods and services ] : -
pp 9 2% for contractors having a business license

ALGERIA
MEMBER FIRM
City Name Contact Information
Algiers Aniss Raouf Benmeradi +213 23 702 331
aniss.benmeradi@cabinetmeguellati.com
BASIC FACTS
Full name: People's Democratic Republic of Algeria
Capital: Algiers
Main languages: Arabic
Other languages French (business and education); Berber (constitutionally national)
Population: 43.73 million (2020 estimate)
Monetary unit: Algerian Dinar (DZD)
Internet domain: .dz
Int. dialling code: +213

KEY TAX POINTS

*  All companies are liable for corporate income tax on their profits arising from any business they carry on
in Algeria, except for certain restricted categories mentioned in the tax code.

« All economic activities conducted in Algeria, including sales operations, imports, construction works and
services, which are of an industrial, commercial or handicraft nature made in Algeria on a regular or
occasional base are subject to VAT.

+  Dividend withholding tax at a rate of 15% is imposed on dividends paid from Algerian sources to individual
residents or non-resident individuals and legal entities, subject to the application of a double tax treaty.

+ Relief from foreign taxes in Algeria depends on whether the country in question has entered into a double
tax treaty with Algeria.

«  Withholding tax applies to interests, dividends, royalties and technical service fees.
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A. TAXES PAYABLE

INCOME TAX

Resident companies incorporated in Algeria and non-resident companies that have a permanent establishment
in Algeria are liable for corporate income tax on their profits arising from any business carried on in Algeria.
Depending on the activity, the rates vary as follows:

*  19% for the sector of the production of goods;

*  23% for construction, public works and hydraulic activities as well as thermal and tourist activities,
excluding travel agencies;

e 26% for other activities.

Foreign companies not established in Algeria and foreign companies without a permanent establishment in
Algeria are generally subject to withholding tax at a rate of 24%. However, a double tax treaty may foresee
a lower rate.

TAX ON PROFESSIONAL ACTIVITY

This tax is levied on turnover and depends on the sector. The rate varies as follows:
* 3% for transportation by pipeline of hydrocarbons;

* 1% for the sector of the production of goods;

* 2% for other activities (trade, services, construction ...etc.).

VALUE ADDED TAX (VAT)

VAT applies to the supply of most goods and the provision of services in Algeria. All economic activities
conducted in Algeria, including industrial and handicraft activities and liberal or commercial professions, are
subject to VAT. Exports by definition are consumed abroad and are in principle not subject to VAT. Any VAT
charged under such circumstances is usually refundable. This avoids downward pressure on exports.

(1) Rates.
Two different VAT rates apply in Algeria:

* A special reduced rate of 9% applies to goods and services of particular economic, social or
cultural interest; and,

*  19% for operations related to services and goods not subject to another rate.
(2) Filing and payment.
Monthly returns and any tax payable are generally due by the 20th day of the following month.

SINGLE FLAT TAX (Alternative taxation)

This is a tax that replaces several taxes (Income Tax, VAT, and Tax On Professional Activities) and is applied
to taxpayers whose turnover does not exceed 30 million DZD.

The rates of this tax are as follows:

*  5%: applicable to production and sales activities;

*  12%: applicable to all other activities.

These taxpayers can also submit a request to be taxed according to the general scheme.

PROPERTY TAX
It is a tax that applies to developed and undeveloped properties. The rate of PT varies between 3 and 10%.

OTHER TAXES AND LEVIES VOCATIONAL TRAINING TAX

Companies that employ more than six (6) permanent employees are subject to a tax of 1% on the annual
payroll for vocational training. An additional tax of 1% on the annual payroll is also payable (for learning) for
all companies that employ more than 20 permanent employees. Taxpayers may be exempt from paying this
tax provided they initiate training and learning activities.

DOMICILIATION TAX

A bank domiciliation tax is imposed on the importation of goods or services.
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The tax is paid at the rate of 0.5% on the amount of the importation for any request to open a file of a
transaction of importation of goods. The amount of the tax cannot be less than DZD 20,000.
The rate of the tax is fixed at 4% of the amount of the domiciliation for the imports of services.

Equipment and raw materials that are not intended for resale in the State, subject to registration prior to each
import commitment are exempt from this tax.

BRANCH PROFITS AND REMITTANCE TAX

Branches of non-resident companies are subject to the same corporate tax rates as regular resident Algerian
companies, i.e. the abovementioned 19%, 23% and 26%.

However, also a branch remittance tax was introduced by the Finance Act 2009 (Section 6). This tax is
applicable to profits transferred to a non-resident by the branch or permanent establishment of a foreign
company. The tax is payable on the profit after deduction of company tax at a rate of 15%.

LUXURY VEHICLE TAX

Vebhicles registered in the category of passenger cars (PC) which are less than five (5) years old and disclosed
in the Balance Sheet of a company established in Algeria, or rented by the company for a cumulative period
equal to or greater than three (3) months during a tax period, are subject to an annual tax determined.

Vehicles rented
*  Between DZD 3,500,000 and DZD 6,000,000 = DZD 250,000;
«  Over DZD 6,000,000 = DZD 500,000.

Vehicles acquired by the company
+  Between DZD 3,500,000 and DZD 6,000,000 = DZD 350,000;
+  Over DZD 6,000,000 = DZD 600,000.

However, the tax does not apply to vehicles intended exclusively for sale, either to rent or to execute a
transport service available to the public, when these operations correspond to the normal activity of the
owning company.

B. DETERMINATION OF TAXABLE INCOME

Taxable income is determined on the basis of regular accounting results. When there are discrepancies
between tax rules and accounting principles, adjustments are made to the accounting results. Profits
are in principle considered to be gross revenue less production, salary and wages and rental expenses.
Generally, all expenses generated in the conduct of a business are deductible if they are incurred in gaining
or producing assessable income. However, expenses exceeding DZD 300,000 (USD 3,000) paid in cash are
non-deductible from the taxable base.

DEPRECIATION

Fixed assets owned by a company are normally written off over their normal useful life. For tax purposes, the
straight-line method is normally adopted but other methods may be used in certain circumstances and with
the authorisation of the tax authorities following a request.

STOCK / INVENTORY

For the determination of net income, inventories must be evaluated at their cost price. If, at the end of the year, the
market or realisable value is lower, the company must set up reserves for depreciation of the inventories. The tax
authorities are very strict regarding the deductibility of provisions as they require that provisions be documented.

DIVIDENDS

Dividends paid by a company established under Algerian law to another company established under Algerian
law are subject to withholding tax at a rate of 15% at the level of the dividend-paying company.

LOSSES
Losses may be carried forward for four years. The carry back of losses is not permitted.
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FOREIGN SOURCED INCOME

Revenues from a foreign source that are subject to tax at source on the payment in the country of origin are in
principle not subject to tax in Algeria in case there is a double tax treaty. Non-resident legal entities are taxable
on their Algerian source income and on gains from the disposal of buildings and the disposal of shares in real
estate companies. The taxable capital gain is the difference between the sale price and the purchase cost.
Relief from foreign taxes in Algeria depends on whether a double tax treaty has been concluded by Algeria.

INCENTIVES

The Algerian tax legislation has established a number of incentives to facilitate investment and the creation
of projects in certain sectors. Incentives are aimed at accelerating the growth rate and job creation within
activities related to fields determined by the specific legislation. Major incentives are available for investments
made by enterprises located in areas that require development. Investment project can be granted tax
advantages during the launch phase and for three years during the operational phase.

INTERCOMPANY LOANS

Interest paid to shareholders in respect of sums they surrender or make available to the company in addition
to their capital shares, irrespective of the form of the company, is deductible within the limits of the average
effective interest rate as established by the Central Bank of Algeria.

However, this deduction is subject to two conditions:
«  The capital has been fully paid up; and
* The sums placed at the disposal of the company do not exceed 50% of the capital.

For the purpose of determining corporate income tax, the sums made available to the shareholders by the
company shall be deemed to be distributed (as a dividend).

Interest on loans between related companies is deductible within the limits of the average effective interest
rates as established by the Central Bank of Algeria.

For the purpose of determining corporate income tax, the proceeds of loans granted between enterprises
without interest or at a reduced interest are determined by applying to the sums lent the average effective
interest rates as established by the Central Bank of Algeria.

C. FOREIGN TAX RELIEF

No unilateral double taxation relief is granted under domestic Algerian tax law for foreign taxes. Bilateral relief
of foreign taxes in Algeria depends on whether the country in question has concluded a double tax treaty with
Algeria. Algeria has concluded more than 30 double tax treaties.

D. CORPORATE GROUPS

When an Algerian joint-stock company holds 90% or more of the shares of one or more Algerian joint-stock
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.
Once elected, the option is binding for four years.

Companies operating in the hydrocarbon sector are excluded from this regime.

E. WITHHOLDING TAX

For certain categories of income, the payer of income has to withhold tax at source, file tax returns and submit
the amount of tax withheld to the tax authorities.

« Dividends paid to shareholders are subject to a 15% withholding tax which may be reduced under a
double tax treaty;

*  The withholding tax on royalties is 24% which may be reduced under a double tax treaty.

« Interest paid to a non-resident is subject to a 10% withholding tax, unless the rate is reduced under a
double tax treaty;

«  The withholding tax on technical service fees is 24% and applies to the gross income derived from any
service fee paid abroad by a local company to a foreign company;

* Most services performed in Algeria by non-resident companies are generally subject to a 24% withholding
tax.

8 PKF Worldwide Tax Guide 2020/21



Algeria

F. PERSONAL TAX u

Personal income tax is a direct tax levied on the income of an individual. Taxpayers are classified into
residents and non-residents. Income subject to tax is called assessable income and is divided into six
categories:

Professional benefits;

Farm income;

Rental income from built and/or undeveloped properties;
Income from shares;

Salaries, wages, pensions and life annuities;

2 o

Capital gains on the sale of built or undeveloped buildings against payment.

For each category of income, certain deductions and allowances are granted in the calculation of the taxable
income. Taxpayers should keep their accounting records in compliance with the accounting legislation in order
to benefit from these deductions. In general, a person liable for personal income tax has to compute his tax
liability, file a tax return and pay tax, if any, on a calendar year basis. There is no obligation to submit a tax
return for taxpayers who do not receive other remuneration than salary.

Married couples file tax returns as separate individuals. Income of children is reported on the tax return
of the head of the family. A spouse can report the income of their children on his/her tax return in certain
circumstances.

Wages and salaries are subject to withholding tax and paid by the employer after deducting the personal
income tax. The tax base includes all the pay sections subject to tax at the progressive rate detailed in the
table below:

FRACTION OF REVENUE (ANNUAL) TAX RATE
not exceeding 120,000 DZD 0%
from 120,001 DZD to 360,000 DZD 20%
from 360,001 DZD to 1,440,000 DZD 30%
exceeding 1,440,000 DZD 35%
G. TREATY AND NON-TREATY WITHHOLDING TAX RATES
Algeria has concluded double tax treaties with the following countries:
Dividends
Interest Royalties
Individuals, Qualifying (%) (%)
companies (%) companies (%)
Non-treaty countries
Companies 15 15 10/4010 4.8/2411
Individuals 15 - 10/501° 4.8/2411
Treaty countries:
Arab Maghreb Union 1 1 -1 1
Austria 15 53 0/10 10
Bahrain 0 0 0 -
Belgium 15 15 0/15 5/1513
Bosnia and Herzegovina 10 10 10 12
Bulgaria 10 10 10 10
Canada 15 15 0/15 15
China 10 54 7 10
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D Dividends Interest Royalties
Individuals, Qualifying (%) (%)
companies (%) companies (%)
Egypt 10 10 5 10
France 15 55 10/1212 5/10/1214
Germany 15 53 10 10
Indonesia 15 15 15 15
Iran 5 5 5 5
Italy 15 15 15 5/151%
Jordan 15 15 0/15 15
Korea 15 54 10 2/10"6
Lebanon 15 15 0/10 10
Libya 2 2 _2 _2
Mauritania 10 10 10 15
Portugal 15 106 15 10
Qatar 0 0 0 5
Romania 15 15 15 15
Russia 15 54 15 15
Saudi Arabia 0 0 0 7
South Africa 15 104 10 10
Spain 15 57 5 711417
Switzerland 15 58 0/10 10
Syria 15 15 10 18
Turkey 12 12 10 10
Ukraine 15 54 0/10 10
United Arab Emirates 0 0 0 10
United Kingdom?® 15 54 7 10

Notes:

1.
2.
3.

10

No reduction under the treaty, the domestic rate applies.
Income is subject to tax in the source country only, the domestic rate applies.

The reduced rate applies if the beneficial owner is a company (other than a partnership) which holds directly at
least 10% of the capital of the paying company.

The reduced rate applies if the beneficial owner is a company (other than a partnership) which holds directly at
least 25% of the capital of the paying company.

The reduced rate applies if the beneficial owner is a company which holds directly or indirectly at least 10% of
the capital of the paying company.

The reduced rate applies if the beneficial owner is a company which, during a consecutive period of two years
preceding the payment of the dividends, holds directly at least 25% of the capital of the paying company.

The reduced rate applies if the beneficial owner is a company which holds directly or indirectly at least 10% of
the capital of the paying company.

The reduced rate applies if the beneficial owner is a company (other than a partnership) which holds directly at
least 20% of the capital of the paying company.

Effective date: Algeria: 1 January 2017 (withholding and other taxes). United Kingdom: 1 January 2017
(withholding taxes)/1 April 2017 (corporate tax)/6 April 2017 (income and capital gains taxes).
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10.

1.

12.

13.

14,

15.

16.

Algeria-Angola

Interest on debts, deposits and guarantees paid by resident persons to non-resident companies is subject to
a final 10% withholding tax while a 40% (50% for individuals) final withholding tax applies to interest on bearer
securities.

Royalties paid by resident persons to non-resident companies are subject to a 24% final withholding tax while
an effective 4.8% withholding tax (24% calculated on 20% of the gross amount) is levied on the use of computer
software.

10% if the interest arises in France and 12% if it arises in Algeria.

The 5% rate applies to royalties paid for the use of, or the right to use, any copyright of literary, artistic or scientific
work, excluding cinematograph films and films or tapes for radio or television broadcasting while the 15% rate
applies in all other cases.

The 5% rate applies to royalties paid for the use of, or the right to use, any copyright of literary, artistic or scientific
work excluding cinematograph films and works recorded for radio or television broadcasting while the 10% rate
applies in all other cases when the royalties arise in France and 12% when they arise in Algeria.

The 5% rate applies to royalties related to copyright of literary, artistic or scientific work, with the exclusion of
cinematograph films and films or tapes used for radio or television broadcasting while the 15% rate applies in all
other cases.

The 2% rate applies to royalties which are paid for the use of, or the right to use, industrial, commercial, or
scientific equipment while the 10% rate applies in all other cases.

17. The 14% rate applies to royalties paid for the use of, or the right to use, any copyright of literary, artistic or scientific

work including cinematographic films, or films, tapes and other means of image or sound reproduction while the
7% rate applies in all other cases.

ANGOLA

MEMBER FIRM

City Name Contact Information

Luanda Tiago Rocha +244 932 225 030
tiagorocha@pkf.co.ao

BASIC FACTS

Full name: Republic of Angola

Capital: Luanda

Main languages: Portuguese

Other languages
Population:
Monetary unit:
Internet domain:

Int. dialling code:

Umbundu, Kimbundu, Kikongo and others
32.71 million (2019 estimate)

Angolan Kwanza (AOA)

.ao

+244

KEY TAX POINTS

11

Income obtained by corporate entities established in Angola is subject to three different taxes: (i)
Industrial Tax, which is levied on the corporate taxable income, including capital gains on the sale of fixed
assets; (ii) Capital Investment Tax, applicable to capital gains on the sale of securities, royalties, interest
and dividend income; and (iii) Rental Income Tax, on rents collected from rented real estate as well as
on deemed rented income from real estate owned by companies.

Corporate taxable income, determined on the basis of accounting profits, is taxable under Industrial
Tax at a rate of 30%. Taxpayers are divided into two groups, each group having different tax payment
deadlines.
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* Angola has ratified double tax treaties with the United Arab Emirates, China and Cape Verde. The treaty
with Portugal has entered into force.

*  Most types of services are subject to withholding tax at a rate of 6.5%.

«  Transfer pricing legislation enables the tax authorities to make corrections to taxable income when either
the conditions (or prices) agreed between related parties are different from those that would have been
agreed and accepted between independent entities in comparable transactions.

* VAT Code was published on 24 April 2019 and entered into force on 1 October 2019. VAT is levied on
domestic supplies of goods, services and imports at a rate of 14%, although certain specified products
and services are exempt from tax.

*  Excise duty entered into force in Angola from 1 October 2019 onwards. All production, imports, and sales
by public auction are subject to excise duty, calculated at different rates of 2%, 5%, 19%, and 25%,
depending on the kind of product. The applicable rates for oil derivatives remain at 2%.

+ Stamp duty is levied on a number of operations and contracts. With the implementation of VAT,
companies covered by standard and/or simplified VAT regimes are exempt from stamp duty on the
receipts (1% over the amount collected in cash or in kind).

«  Special tax regimes are in place for oil and mining companies.
«  Salary income is taxable at final progressive withholding tax rates based on a sliding scale from 0% to 17%.
»  Social security is due on remunerations paid at an 8% rate for the employer and a 3% rate for the employee.

« Foreign currency transfers on technical assistance and management services are subject to a 10%
surcharge (special contribution).

A. TAXES PAYABLE
COMPANY TAX

Income from Angolan companies is taxed under Industrial Tax ("Imposto Industrial”). Taxpayers liable for
Industrial Tax are divided into two groups: A and B. Taxpayers included in Group A as well as Group B
taxpayers that opt for keeping organized accounts are subject to Industrial Tax on the income effectively
obtained and determined in accordance with the accounting records. Group B taxpayers that do not keep
organized accounts are subject to tax on the basis of their turnover.

In general, commercial companies as well as permanent establishments of non-resident companies are
mandatorily included in Group A. Group B is comprised of companies with a share capital of less than AOA
2,000,000 and with a turnover not exceeding AOA 500,000,000.

Resident companies are subject to Industrial Tax on their worldwide income.

CORPORATE INCOME TAX RATE AND TAX RETURNS

Corporate taxable income, determined on the basis of accounting profits and adjusted according to non-
taxable revenues and non-deductible expenses, is taxed at a 30% rate. For Group A taxpayers an annual
corporate income tax return (“Modelo 17) must be submitted by 31st May of the following year, together
with the financial statements and the general ledgers of the year as well as a documentation set that forms
part of the technical report. For Group B taxpayers that voluntarily prepare accounting records, an annual
corporate income tax return (“Modelo 1”) must be submitted by 30th April of the following year, together
with a documentation set that forms part of the technical report. For Group B taxpayers that do not prepare
accounting records, an annual corporate income tax return (“Modelo 2”) must be submitted by 30th April of the
following year, signed by an accountant and with the description of the sales and services provided.

WITHHOLDING TAX ON DOMESTIC SERVICE CHARGES

Most services are subject to withholding tax at a rate of 6.5%. This withholding tax should be retained by
the company paying for the service, and may be deducted on the corporate income tax return (“Modelo 17)
presented by the supplier of the service as an advance payment, up to the amount of the tax assessed. The
excess of the amount withheld over the assessed tax amount may be carried forward and offset against the
corporate tax liability of the subsequent 5 years.

Services provided by resident companies not subject to withholding tax are: (i) educational Services; (ii)
medical services; (iii) hospitality services; (iv) passenger transport services; (v) rental of equipment subject to
Capital Application Tax; (vi) telecommunications services; and (vii) financial brokerage and insurance services.
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ADVANCE PAYMENT OF INDUSTRIAL TAX ON SALES

An advance payment equivalent to 2% of the sales made during the first 6 months of the year must be
made by the end of August. Income from services subject to withholding tax will be excluded from the
basis of computation of such advance payment. The advance payment amount can be offset against the
final Industrial Tax liability. The excess amount, if any, can be carried forward and offset against advance
payments of the subsequent five years.

OVERSEAS SERVICE CHARGES

Management and technical assistance services provided by foreign entities must be supported by a contract
which can be subject to approval of the Ministry of Economy, depending on its amount. The total amount of
services contracted with overseas service suppliers shall not exceed 10 times the equity value of the Angolan
company acquiring such services. In case this condition is not met, the excess amount will be treated as a
non-deductible expenditure.

Payment of services to non-resident companies is subject to a final withholding tax rate of 6.5%, except in
the case of the following services, which are not subject to such levy: (i) educational services; (ii) medical
services; (iii) transportation services, including passengers; and (iv) rental of equipment subject to Capital
Application Tax.

PERMANENT ESTABLISHMENT

In accordance with the Angolan General Tax Code, a fixed place of business from which the company
exercises the whole or a part of its activity, namely an office, a branch or a factory is deemed to be a
permanent establishment. The continued provision of services for periods longer than 90 days within any
12-month period may also be deemed to be a permanent establishment. Foreign companies with a permanent
establishment in Angola are subject to Industrial Tax on: (i) profits obtained by the Angolan permanent
establishment; (ii) profits obtained by the head office from the sale of goods in Angola of a similar nature to
those sold by the permanent establishment in that territory; and (iii) profits obtained by the head office from
other commercial activities carried out in Angola of a similar nature to those carried out by the permanent
establishment in that territory.

An Angolan branch of a non-resident company is taxed on its profits and capital gains in the same way as
a resident Angolan company. Repatriation of Angolan branch profits to its head office is subject to Capital
Application Tax at a rate of 10%.

CAPITAL GAINS

Capital gains obtained by resident companies on the sale of fixed assets are included in their taxable income,
which is taxed under Industrial Tax at the standard flat rate of 30%. Capital gains on the sale of shares and
other securities are taxed under Capital Application Tax at a rate of 10%.

VAT

The VAT Code was published on 24 April 2019 and entered into force on 1 October 2019. Companies
considered Major Taxpayers as well as all imports of goods into Angola are subject to the general VAT regime
as from 1 October 2019. Companies not considered Major Taxpayers with an annual turnover of over USD
250,000 will be included in a transitional regime until 1 January 2021 (can opt for general regime though), and
the remaining companies will not be considered taxpayers for VAT purposes (non-taxation regime). As from
1 January 2021 onwards, all taxpayers will fall under the general VAT regime.

VAT is levied on domestic supplies of goods, services and imports at a rate of 14%, although specified
products and services are exempt from tax.

EXCISE DUTIES

As a result of the publication of the VAT Code on 24 April 2019, the Consumption Tax Code has been
revoked. At the same time, the Excise Duties Code has been introduced, which has entered into force as
from 1 October 2019. The Excise Duties Code covers transactions on specific products, including alcoholic
beverages, tobacco, jewels, airplanes, vehicles, firearms and art items at rates varying from 2% to 25%.
Producers are required to assess the excise duties when goods are made available to purchasers and/or
clients and these should be submitted with the tax authorities by the end of each month.
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STAMP DUTY

Stamp Duty (“Imposto de selo”) is levied on a wide range of operations and contracts. With the implementation
of VAT, financing operations, leasing, insurance, and reinsurance transactions became subject to VAT and
are thus not exempted from VAT. They are therefore exempt from stamp tax. In addition, the VAT Code
revoked stamp tax on customs and taxable persons covered by the general regime of the VAT, as well as
those covered by the transitional regime, are exempt from 1% stamp tax on the receipts.

Both the operations on which the tax is levied and the applicable rate are listed in the table annex to the
Stamp Duty Code. Tax rates vary from 0.1% to 1%. Certain items are taxed at a determined fixed amount.
Some examples are: (i) Amounts collected by a company from its customers (1%). Entities covered by the
standard and/or simplified VAT regime should be exempt from stamp duty on the receipts; (ii) Loans (0.1%
to 0.5% on the principal amount of the loan depending on the period for which the loan is contracted); (iii)
Acquisition of property (0.3% on the property amount); (iv) Notary acts (AOA 2,000). In the particular case of
loans granted by foreign companies as well as in the case of interest charged by a foreign bank, the tax must
be self-assessed (under the reverse charge mechanism) and paid by the borrower.

CAPITAL APPLICATION TAX

Capital Application Tax applies to investment income, such as interest, dividends, royalties and capital gains
on the sale of shares and other securities. The tax rates vary from 5% (e.g. loan interest with maturity over
3 years and dividends from listed companies) to 10% (e.g. dividends, royalties, capital gains, bank deposits
interest) or 15% (interest on loan agreements). In the case of non-remunerated loan contracts, the tax
authorities may deem that the loans are remunerated at a 6% interest rate. Dividends paid between Angolan
resident companies are exempt from taxation if a participation of 25% has been held for a 1 year period prior
to the dividend distribution, if not a tax of 10% must be withheld.

URBAN REAL ESTATE INCOME TAX

Urban Real Estate Tax (“Imposto Predial Urbano” or “IPU”) is levied on both rented and non-rented urban real
estate. In the case of rented real estate, the tenant is required to withhold 15% tax on the rents paid to the landlord.
Non-rented urban real estate with a taxable value exceeding AOA 5,000,000 is subject to IPU at a rate of 0.5%.

REAL ESTATE TRANSFER TAX

Real Estate Transfer Tax (“SISA”) is levied on all acts involving the sale of real estate at a rate of 2% and is
payable by the buyer. Taxable basis is the higher amount taking into account (i) selling price, and (ii) property
value registered for tax purposes.

SPECIAL TAX REGIME - OIL INDUSTRY

Income from the Oil Industry is subject to a specific tax regime. This tax regime is applied to all companies
performing activities of search, development, production, storage, treatment and sales of oil and its
components. Oil Corporate Income Tax rates are as follows:

*  Production or sharing agreement: 50%;
«  Other types of joint-ventures: 65.75%;
* Angolan companies members of the national concessionaire: 30%.

SPECIAL TAX REGIME - MINING INDUSTRY
Income of mining companies is subject to a specific tax regime. General tax rate applied under this regime is 25%.

B. DETERMINATION OF TAXABLE INCOME

GENERAL REGIME

Taxable income is calculated by adjusting the accounting profits according to non-taxable income and non-
deductible expenses. As a general principle, costs are only deductible when necessarily incurred tor the
purpose of producing income.

EXPENSES DOCUMENTATION

Business expenses that are not properly documented will not be accepted as tax deductible. Furthermore,
they will give rise to an additional adjustment in computing the corporate taxable income, as follows: (i)
in case of unproperly documented expenses (expense supported by document that does not contain all
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relevant elements an invoice must contain): an additional amount of 2% of the expense must be adjusted in
computing the corporate taxable income; (ii) in case of undocumented expenses (expenses not supported by
a valid document, but where it is possible to verify the effectiveness of the expense): an additional amount of
4% of the expense must be adjusted in computing the corporate taxable income; (iii) in case of confidential
expenses: an additional amount of 30% of the expense must be adjusted in computing the corporate taxable
income (50% in the case of exempt taxpayers).

DEPRECIATION OF FIXED ASSETS

Fixed assets can be depreciated for tax purposes over the useful life of the asset. The depreciation rates are
set by specific legislation and the normal method of calculation is the straight-line method. Any other method
must be approved by the tax authorities.

STOCK / INVENTORY

Inventory must normally be valued at the effective acquisition or production cost (historical cost). Any other
method needs to be approved by the tax authorities.

DIVIDENDS

When subject to Capital Application Tax dividends are excluded from the tax basis for CIT proposes. Same
principle applies to other income subject to Capital Application Tax, such as capital gains on the sale of shares.

INTEREST DEDUCTION

Interest charges arising from shareholder loans are tax deductible for corporate income tax purposes up to the
limit resulting from the annual average interest rate defined by the Angolan Central Bank. Interest on loans
contracted with other parties are eligible for deductibility.

NET OPERATING LOSSES

Net operating losses incurred by resident companies or by a branch of a non-resident company may be
carried forward and offset against taxable profits for the following three years.

FOREIGN EXCHANGE GAINS/LOSSES

Foreign exchange gains and/or losses arising from fixed assets and liabilities are accepted for tax purposes
up to a limit of 7% of the amount of gains/losses for the year in question.

ADDITIONAL TAXATION

Confidential expenses are subject to additional taxation (“Tributagdo Auténoma”) at rates of 30% and 50%.
Donations granted over the limit and scope of the applicable Law are also subject to additional taxation at a
rate of 15%. The amount of additional taxation should be added to the taxable income, and in case of losses
has to be paid autonomously.

FOREIGN SOURCED INCOME
Angolan companies are taxed on their worldwide income, including any foreign branch income.

INCENTIVES

Private investment projects in Angola may benefit from tax incentives concerning CIT, SISA, IPU, Capital
Application Tax, and Stamp Duty. These benefits are granted under a reduction of CIT rate by 20% for a
period of two years and the reduction of the Capital Application Tax rate applicable to dividends by 25% over
a two-year period.

With respect to this special regime, tax benefits are granted in case of private investments made in national
priority sectors (e.g., education, agriculture, health, tourism, telecommunications, energy, among others) and
vary according to the zone where the investment is made.

C. FOREIGN TAX RELIEF

Foreign tax credits can generally not be deducted from domestic tax items. However, foreign tax credits may
be granted according to the provisions of double tax treaties.
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D. CORPORATE GROUPS

Companies included in an economic group may opt to be taxed on the aggregate amount resulting from
the sum of the taxable profits and losses computed within the referred economic group. This regime is only
available when: (i) company is considered a Major Taxpayer; and (ii) parent company holds at least 90% of
subsidiaries’ share capital, and the majority of voting rights.

E. RELATED PARTY TRANSACTIONS

There is a general transfer pricing provision that allows the tax authorities to adjust the taxable income of any
taxpayer as a result of non-arm’s length transfer pricing practices. A company listed as Major Taxpayer is
required to prepare transfer pricing documentation.

F. WITHHOLDING TAX

Under domestic law, dividends paid to non-resident companies are subject to a 10% withholding tax.
Dividends paid between Angolan resident companies may be exempt from withholding tax if a participation
of at least 25% is held for a period of longer than 1 year prior to the dividend distribution. Dividends paid to
resident or non-resident companies with stocks traded on a recognized stock exchange market are subject to
a reduced withholding tax rate of 5%, applicable for the years 2015 until 2019. All royalties paid to resident or
non-resident companies are subject to a 10% withholding tax.

Interest paid to resident or non-resident companies are subject to withholding tax usually at a rate of 15%.
However, certain interest, such as interest on shareholders loans, corporate bonds, bank deposits, treasury
bills, treasury bonds and securities issued by the Angolan Central Bank (BNA) are subject to a 10% rate.
Interest on treasury bonds and securities issued by the BNA are subject to a reduced rate of 5% if the maturity
is at least three years.

Services are usually subject to a 6.5% withholding tax regardless of whether they are paid to a resident or a
non-resident service provider. Some exemptions may apply depending on the type of service.

G. EXCHANGE CONTROL

Foreign currency transfers in relation to the payment of technical assistance and management services are
subject to a special contribution of 10% on the amount of the request of funds abroad. This rate has been
announced as temporary and is aimed at facing the financial impact on the economy resulting from the
reduction in oil prices.

H. PERSONAL INCOME TAX

Individuals receiving employment income for work performed in Angola are subject to personal income tax.
These taxpayers are divided into three groups: (i) Group A: Employment income (including salaries of board
direction members); (ii) Group B: Independent professionals (listed in the annex to the Personal Income Tax
Code); and (iii) Group C: Industrial and commercial activities.

EMPLOYMENT INCOME (Group A)

Employment income is taxed by withholding tax (final) levied on the monthly remuneration paid, at the
following progressive rates:

Salary in AOA Tax rates
Up to 34,450 Exempt

From 34,451 up to 35,000 The amount exceeding 34,450

From 35,001 up to 40,000 550 + 7% of the amount exceeding 35,000
From 40,001 up to 45,000 900 + 8% of the amount exceeding 40,000
From 45,001 up to 50,000 1,300 + 9% of the amount exceeding 45,000
From 50,001 up to 70,000 1,750 + 10% of the amount exceeding 50,000
From 70,001 up to 90,000 3,750 + 11% of the amount exceeding 70,000
From 90,001 up to 110,000 5,950 + 12% of the amount exceeding 90,000
From 110,001 up to 140,000 8,350 + 13% of the amount exceeding 110,000
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From 140,001 up to 170,000 12,250 + 14% of the amount exceeding 140,000
From 170,001 up to 200,000 16,450 + 15% of the amount exceeding 170,000
From 200,001 up to 230,000 20,950 + 16% of the amount exceeding 200,000

Above 230,000 25,750 + 17% of the amount exceeding 230,000

INDEPENDENT PROFESSIONALS (Group B)

Fees paid to independent professionals are subject to a (final) withholding tax at a flat rate of 15% on 70% of
their gross fees (being an effective tax rate of 10.5%).

INDUSTRIALS AND COMMERCIALS ACTIVITIES (Group C)

Income derived from industrial and commercial activities is subject to a rate of 30% determined according to
the Minimum Profits Table or to a rate of 6.5% in other situations.

MINIMUM WAGE

Minimum wage is determined according to the economic sector in which the employee works:
* Commerce and extractive industry: AOA 32,181.15;

«  Transports, services and processing industry: AOA 26,817.63;

*  Agriculture: AOA 21,454.10.

SOCIAL SECURITY CONTRIBUTIONS

Social security contributions are due on the gross income of employees at the following rates:
* 8% for the employer; and,

« 3% for the employee (to be withheld by the employer).

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

I. TREATY AND NON-TREATY WITHHOLDING TAX RATES

A double tax treaty between Portugal and Angola came into force on 22 August 2019, effective in Angola as
from 31 December 2019 and in Portugal as from 1 January 2020. This treaty is the first one signed by Angola
with a European country and the only one already in force.

Angola has approved two other tax treaties, with the United Arab Emirates and China. However, neither of
them have come into force yet.

Withholding tax rates in the Angola-Portugal tax treaty are as follows:

« Dividends: 8% or 15%. The 8% reduced rate applies if the beneficial owner is a company that directly
holds at least 25% of the shareholder capital of the dividend-paying company during a period of 365 days,
including the day on which the dividends are paid;

¢ Interest: 10%;

* Royalties: 8%;

« Fees for technical services (managerial, technical or consultancy): 5%;
*  Branch profits: 8%.

ANTIGUA AND BARBUDA

MEMBER FIRM
City Name Contact Information
St. John’s Stefaan De Ceulaer +44 203 691 2511

stefaan.deceulaer@pkf.com
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BASIC FACTS

Full name: Antigua and Barbuda
Capital: St. John’s

Main languages: English

Population: 97,769 (2020 estimate)
Monetary unit: East Caribbean Dollar (XCD)
Internet domain: .ag

Int. dialling code: +1

KEY TAX POINTS

« Corporate income tax is levied at 25% on resident companies and branches held by non-resident
companies.

« Capital gains are generally not taxable. If capital gains occur regularly and frequently, they are considered
income from trade or business.

* The standard rate of Antigua and Barbuda sales tax (ABST) is 15%.

« There is no withholding tax on payments to resident companies. Dividends, interest, royalties, rentals,
technical services fees and management fees paid by a resident company to a non-resident company
are subject to a 25% final withholding tax unless a tax treaty applies.

A. TAXES PAYABLE
FEDERAL TAXES AND LEVIES

COMPANY TAX

A resident company is taxed on its worldwide income. A non-resident company is taxed on Antigua and
Barbuda-sourced income only. A company is deemed to be resident if:

« itis incorporated or registered in Antigua and Barbuda;

< itis centrally managed and controlled in Antigua and Barbuda.

Corporate income tax is currently imposed at a rate of 25%. However, international business corporations
(IBC) are exempt from tax and a reduced rate of 22.5% applies to banks that offer mortgages provided they
maintain an interest rate throughout the year of maximum 7%. The tax return must be filed within three months
after the end of the tax year, along with the financial statements.

CAPITAL GAINS TAX

Capital gains are generally not taxable. If capital gains occur regularly and frequently, they are considered
income from trade or business.

BRANCH PROFITS TAX
Branch income is taxed on the same basis and at the same rate (25%) as that of corporations.

SALES TAX / VALUE ADDED TAX (VAT)

Antigua and Barbuda sales tax (ABST) is a value added type tax introduced in Antigua in 2007. ABST is levied
on local consumption and is borne by the consumer. Taxable activities are sales of goods and supplies of
services within Antigua and Barbuda and the import of goods into Antigua and Barbuda.

The standard rate of ABST is 15%. Also, a 12.5% reduced rate applies to hotel or holiday accommodation,
along with supplies that are ancillary or incidental to the supply of hotel or holiday accommodation while
certain goods and services may also be zero-rated (international transportation, export, basic food items,
water, electricity for residential use, sale of new residential property and fuel) and exempt (financial services,
local transportation, education, services related to long-term accommodation (over 45 days), medical and
veterinary services) from ABST.
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The registration threshold for ABST is a total value of supplies exceeding XCD 300,000 in a continuous period
of 12 calendar months.

OTHER TAXES

REAL ESTATE WITHHOLDING TAX

Property is subject to tax yearly at the level of the owner and is assessed by the Property Valuation
Department on the market value of real property with rates ranging from 0.1% (agricultural land) to 0.5%
(commercial buildings), depending on the use.

SOCIAL SECURITY

Employers are subject to 6% social security contributions and 3.5% medical benefits scheme contributions of
the employee’s salary or wages. The social security contribution ceiling is XCD 6,500 per month.

STAMP DUTY

Stamp duty on the sale of real property is 7.5% for the vendor and 2.5% for the purchaser. Non-resident
sellers are subject to a 5% stamp tax on the appreciation value of the real property. Non-resident purchasers
must obtain an alien land holding licence at 5% of the property value and pay a stamp duty of 2.5%. Transfer
stamp tax is levied on the market value of the shares or book value of the shares, whichever is higher.
Vendors pay stamp tax at a rate of 5%, purchasers pay stamp tax at a rate of 2.5%.

CUSTOMS AND EXCISE DUTIES

Customs duties are imposed under the CARICOM Common External Tariff. There is a general exemption
from duties with respect to goods imported from other CARICOM member states. Customs import duties
range from 0% to 70%. Most basic food and drink items (juices and sodas) and baby-related items are subject
to a 20% duty while guns and ammunitions are subject to a 70% duty. An excise duty is imposed on all spirits
at varying rates.

B. DETERMINATION OF TAXABLE INCOME

Taxable income is calculated as net profit before tax, adjusted for non-deductible expenses and allowable
deductions.

DEPRECIATION

Depreciation allowed for tax purposes is computed by way of the reducing balance method at prescribed
rates. 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. In addition, an annual allowance of 2% is granted
on all buildings.

Assets Depreciation rate (%)
Buildings, roads, fencing and pavements 2
Leasehold improvements 4

Furniture, fixture, fittings and equipment 7.5

Plant and machinery and office equipment 10

Motor vehicles, golf carts, boats and aircrafts 20

Motor trucks and lorries 22.5
Computer hardware and software 33.33

There are no provisions regarding depreciation or amortization of expenditure on intangible property such as
patents or goodwill, or pre-incorporation and similar expenses.

STOCK / INVENTORY

Inventory is generally stated at the lower of cost or net realisable value. The first in first out (FIFO) and
average cost methods of valuation are generally used. However, the tax authorities will generally accept a
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method of valuation that conforms to standard accounting practice in the trade concerned. The last in first out
(LIFO) method is not allowed.

CAPITAL GAINS AND LOSSES

Capital gains are generally not taxable while capital losses are not deductible. However, capital gains that
occur regularly and frequently are considered ordinary business income.

DIVIDENDS

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

INTEREST DEDUCTIONS

All outgoings and expenses wholly and exclusively incurred in the production of taxable income are deductible
and thus are paid interest and royalties. There are no thin capitalization rules.

LOSSES

Losses can be carried forward for up to 6 years while losses cannot be carried back. Losses may only offset
50% of chargeable income in an income year. Loss carry-back is not permitted.

FOREIGN SOURCE INCOME

Resident companies are subject to tax on their worldwide income. Foreign income is subject to the general
rules of income tax and foreign business income is calculated similar to domestic business income while
capital gains on foreign assets are not taxable. Foreign dividends, interest and royalties received by resident
companies are included in chargeable income for their gross amount, less related outgoings and expenses.

TAX INCENTIVES

International Business Corporations Act 1982

An international business company (IBC) is exempt from the payment of corporate income tax and other direct
taxes and stamp duties. International activities performed under the umbrella of an IBC could e.g. be banking,
insurance (broking), manufacturing, commercial, industrial, trading or business services, trust business and
international shipping and aircraft.

Investment Authority Act 2006

The 2006 Act sets 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 which are
available for both local and foreign investors, like exemption from income tax, withholding tax and customs
duties and reduction of stamp duty and property tax.

C. FOREIGN TAX RELIEF

In the absence of a double tax treaty, unilateral relief of double taxation is restricted to relief for British
Commonwealth taxes. In case of income taxed both in the Commonwealth country and in Antigua and
Barbuda, limited relief is available for resident companies against Antigua and Barbuda income tax for the
income taxes of British Commonwealth countries assessed on or deducted at source. Unilateral relief for an
eligible Commonwealth income tax is half the Antigua rate (12.5%). However, Antigua and Barbuda will only
grant the unilateral relief if the source country grants similar relief to its residents for Antigua and Barbuda
taxes. Unilateral relief is granted on a per-country basis and no further credit is granted for underlying tax.
Foreign taxes of non-Commonwealth countries are considered to be an expense and therefore deductible.

D. CORPORATE GROUPS
Group taxation is not permitted in Antigua and Barbuda.

E. RELATED PARTY TRANSACTIONS
There are no transfer pricing regulations as such, nor are there rules on Controlled Foreign Companies (CFC).
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F. WITHHOLDING TAX a

There is no withholding tax on payments to resident companies. Interest, royalties, rentals, technical services
fees and management fees paid by a resident company to a non-resident company are subject to a 25% final
withholding tax unless a tax treaty applies.

G. EXCHANGE CONTROL
There are no limits on foreign exchange transactions.

H. PERSONAL TAX
There is no personal income tax in Antigua and Barbuda.

I. TREATY AND NON-TREATY WITHHOLDING TAX RATES

Dividends
Interest Royalties
Individuals, Qualifying (0/0) (o/o)
companies (%) companies (%)

Domestic rates

Companies 25 25 25 25

Individuals 25 - 0/25 25
Treaty countries®
Caricom’ 0/152 0/152 15 15
Switzerland® -3 -3 - 0
United Kingdom 0 0 -4 0

Notes:

1. Multilateral treaty ratified by Antigua, Barbados, Belize, Dominica, Grenada, Guyana, Jamaica, Saint Kitts and
Nevis, Saint Lucia, Saint Vincent and the Grenadines and Trinidad and Tobago.

The higher rate applies to dividends distributed from preference shares.
Dividends and interest are not covered under the treaty, thus the domestic rates apply.

2

3

4. Interest is not covered under the treaty, thus the domestic rate applies.

5. IBCs (International Business Corporations, see higher) do not have access to the tax treaties.
6

1954 Treaty originally concluded between the UK and Switzerland and subsequently extended to Antigua.

ARGENTINA

MEMBER FIRM

City Name Contact Information
+5411 5235 6446

gdirector@pkfargentina.com.ar

Buenos Aires Gustavo Director

BASIC FACTS

Full name: Argentine Republic

Capital: Buenos Aires

Main languages: Spanish

Population: 45.13 million (2020 estimate)
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Monetary unit: Argentine Peso (ARS)
Internet domain: .ar
Int. dialling code: +54

KEY TAX POINTS

« Companies domiciled in Argentina are subject to income tax on their worldwide income. Non-resident
companies are subject to tax on Argentina-sourced income.

* There is no separate capital gains tax levied on capital gains of companies as they fall under the scope
of corporate income tax.

* VAT is applied at all stages of the production and selling processes (output tax). Tax suffered in the
immediately preceding stage is deductible (input tax).

* Any foreign taxes paid on foreign-accrued income may be credited against Argentine income tax up to
the limit of the Argentine tax on the same income.

« Transactions between Argentine companies and related parties are deemed to take place at arm's length
rates for tax purposes. For income tax assessment purposes, Argentine Law provides for the traditional
methods generally used for transfer pricing (comparable uncontrolled price, resale price, cost plus, profit
split, transaction net margin) to demonstrate that an arm's length price has been used.

« Argentine-sourced income paid to foreign recipients not having a permanent establishment in Argentina is
subject to 35% withholding tax. However, for each activity, the law establishes a percentage of presumptive
net income on which 35% withholding tax is applicable, thereby reducing the effective tax rate.

* Income tax is levied on income earned by resident individuals in Argentina and abroad.

* Personal assets tax (wealth tax) is levied on all assets, wherever situated, of Argentine domiciled
persons, on Argentine assets of non-domiciled persons and on shares issued by an Argentine company
(the company pays the tax on behalf of the shareholders). In the case of trusts (excluding financial trusts),
the trustee pays the tax on behalf of the beneficiaries.

A. TAXES PAYABLE

COMPANY TAX

Companies domiciled in Argentina are subject to income tax on all their income, whether sourced in Argentina
or in a foreign country. Non-resident companies are subject to tax on Argentine-sourced income. Income from
the export of goods situated in Argentina is deemed to be fully taxable and, for other specific international
activities (e.g. news agencies, insurance, commercial use of films produced abroad, international transport
etc.), the tax law sets a certain percentage as presumed income.

The tax rate for corporations (Sociedades Andnimas, Sociedad de Responsabilidad Limitada - Limited
Liability Corporation - en Comandita) and branches of foreign companies (permanent establishments)
domiciled in Argentina is:

«  30% applicable for fiscal years beginning as of 1 January 2018;
«  25% applicable for fiscal years beginning as of 1 January 2021.

For partnerships, the tax is charged to each partner according to a progressive tax rate scale ranging from
5% to 35% depending on the amount of the taxable income.

Foreign recipients not qualifying as a permanent establishment in Argentina are subject to withholding tax
at source. The rate is 35% on the applicable presumptive net income percentage, depending on the type
of payment made (i.e. interest, fees, royalties, rentals, etc.). For companies organised or incorporated in
Argentina, any income tax (or similar tax) paid abroad on a foreign source income is creditable against
Argentine income tax, up to a certain limit.

Company income is taxed on an accrued basis during the company's business year. The tax is assessed
annually within five months after the fiscal year end. Advanced payments must be made monthly on the
basis of the tax amount paid the previous year. Moreover, the AFIP (Tax Authority) has enforced several
withholding tax rulings that involve almost every type of activities. The income tax withheld during the fiscal
year is creditable against the income tax assessed, as well as the advanced payments. The balance must
be paid at due date. Taxpayers can submit an instalment plan (up to six instalments) accruing interest at a
monthly 3% rate (on average, may change subject to inflation).
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CAPITAL GAINS TAX

There is no separate tax levied on capital gains for companies organised in the country or for branches as
they fall under the scope of income tax. For foreign corporations, capital gains are also included under a
withholding at source income tax regime at the time the payment is made.

For foreign resident companies and individuals, capital gains derived from the sale of shares, stocks, bonds
and other securities (whether listed or unlisted on the Stock Exchange) are levied on income tax at a rate of
15%. Foreign resident taxpayers can elect to be taxed on the gross sales price. In this case, 90% on the gross
sales price will be deemed to be the amount of capital gains that will be subject to a rate of 15%. Therefore,
the effective tax rate on the gross sales price will be 13.50%.

VALUE ADDED TAX (VAT)

This tax is applied to all stages of the production and sales processes (output tax) and the tax amount of
the immediately preceding stage is deductible (input tax). The tax is imposed on the following transactions:

«  Sale of personal property situated in Argentina;

* Leases and services, including financial and insurance services;

* Real estate leases;

*  Work performed on third-party real property;

*  Work performed on owned real property, in the case of constructors;
*  Production of personal property commissioned by a third party;

«  Procurement of natural goods commissioned by a third party;

*  Permanent import of personal property;

»  Services provided from abroad and used in Argentina (including interest). In this case, input tax must be
paid by the local company and it automatically becomes 'input tax' for VAT purposes in the following month;

» Digital services provided from abroad whose use or exploitation takes place in Argentina. The definition of
"digital services" includes, among others, the following: the supply and hosting of computer sites and web
pages, maintenance, online technical support, the provision of digitized products in general (computer
programs, digital books, designs, reports, etc.), memory services and online advertising, software, cloud-
based downloads (images, text, information, video, music, games (including casinos), movies, or any
digital content), online clubs, blogs, magazines, newspapers, learning , online market services and online
auctions, etc.

VAT is assessed on a monthly basis. The inception of the taxable event is to issue the invoice, deliver
the goods and render the service or the receipt, whichever is the earliest. The standard tax rate, currently
21%, is charged on the net price of the transaction. There are some leases and services levied at 27%
(electricity, telecommunications, etc.). Some goods and services are levied at 10.50% (bovine meat, fresh
vegetables, lodgings, interests on loans received from Argentine financial institutions, certain property plant
and equipment, newspapers and magazines, transportation for individuals, etc.).

Exports are subject to a zero rate (destination country method). Exporters can apply input tax (incurred in
making exports) against output tax arising from other taxable transactions. In case of a net input tax (internal
charge), exporters are entitled to a refund (under a special procedure established by the tax authorities).

Input tax arising from the purchase of fixed assets is eligible for a refund if not used to offset output tax after 6
months. Foreign tourists are also entitled to a VAT refund (cash or in credit card account) included in personal
property purchases and lodging services in some tourist areas. There are several withholding and 'collection
at source' regimes in force. The VAT withheld or collected at source is creditable against the internal charge.
In case of a reminding tax credit, it can be offset against any other federal tax liability.

FRINGE BENEFITS

No tax is levied specifically on fringe benefits, since they are taxed along with income tax and social security
contributions.

MINIMUM PRESUMPTIVE INCOME TAX (MPIT)

This tax has been repealed for SMEs effective 1 January 2017, and also for all other companies effective 1
January 2019.
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PERSONAL ASSETS TAX PAID ON BEHALF OF SHAREHOLDERS

Companies residing in Argentina are levied on Personal Assets Tax on behalf of their shareholders (see
section "H. Personal Assets Tax (Wealth Tax)” below).

SINGLE SIMPLIFIED TAX

Single simplified tax is a volunteer tax applicable to individuals and small partnerships that perform little
activity and where the income does not exceed a threshold set by the Act. The taxpayer can choose whether
to pay income tax and VAT or substitute both by paying a monthly single simplified tax. The tax is determined
taking into account an income scale.

LOCAL TAXES

The different provinces and jurisdictions within the territory of Argentina apply local taxes. A brief description
is provided as follows:

TURNOVER TAX

This is a provincial tax levied on the various stages of production and selling processes but no input tax is
deductible from the tax amount of the immediately preceding stage (waterfall effect). In general, it applies
to gross revenues accrued during each fiscal period (month). The tax rate is approximately 3% to 5% for
commercial activities, 1.5% to 4% for industrial activities, and 1% to 3% for primary activities, according to
the taxpayer’s turnover and other regulations enforced by each provincial Tax Act.

Under an agreement signed between the National Administration and the Provincial Administrations, several
exemptions to some productive activities have been established and the tax scheme will be gradually
reshaped until this tax becomes ineffective and replaced by a 'neutral' tax. In general, small industrial activities
are not liable for this tax in the jurisdiction where the factory is located.

STAMP DUTY

The duty is levied in each of the country's jurisdictions (Provinces) on juristic acts and instruments entailing
a flow of wealth between the parties involved in the legal relationship. Thus, Stamp Duty is applicable inter
alia to acts whereby for profit transactions on real estate, personal property, services rendered and civil,
commercial or financial obligations are documented. Rates vary according to the jurisdiction and the type
of instrument involved, the most common one being 1% of the contract value. Under the aforesaid fiscal
agreement, Stamp Duty is also to be phased out in the future but currently it is still in effect.

LAND AND CAR TAXES

These taxes, typically 'ad valorem', are levied on land and automobiles located or registered within any of the
country's 24 provinces. The fiscal assessment value of the assets and the applicable tax rate varies according
to each jurisdiction.

MUNICIPAL LEVIES

These are municipal levies applied on a range of taxable bases in the various jurisdictions, in consideration
of services provided by each township. The taxable event is the performance of an activity for profit in a town.
The tax rate, set by each Municipal Act, is applicable to turnover and depends on the activity performed.

OTHER TAXES

EXCISE TAX

This is a federal tax on specific goods and services, levied on a variety of items such as cigarettes, tobacco,
alcoholic beverages (whisky, other spirits, liquor, etc.), soft drinks, beer, automobiles, ships and aircrafts,
mobile phone services, insurance premiums, luxury items (jewellery, stones, pearls, furs, etc.), some
electronic products (microwave oven, television set, radio, several home appliances, etc.). Excise tax is levied
on the sales price. The tax rate varies depending on the item. This tax is generally levied at the production or
importing stage (first stage). Furthermore, a fuel and gas tax is levied on the sale of some of these products.

SOCIAL SECURITY CONTRIBUTIONS

These are federal taxes levied on both employers and employees. The taxable base is the salary. An
employer files the tax return with the official authority under self-assessment and pays the tax withheld from
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the employee together with his/her liability. Employee contributions on salaries (withholding) are 17% of salary
(including health care). u

Employers' contributions are assessed deducting a non-taxable minimum, applying the following tax rates:

Employer Social Security Contribution Health Care Total
Non-taxable minimum ARS 7,003 0% 24%
Small qnd m_edlum-S|zed employer 18% 6% 26.40%
(including health care)
Large-sized employer (including 20.40% 6% 24.50%

health care)

Employers' social security contributions can be partially considered as input tax for VAT purposes in some
provinces. The amount that can be offset depends on the employer's location, ranging from nil in Buenos
Aires up to 8.85% in some other areas.

TAX ON CHECKING ACCOUNT DEBITS AND CREDITS

This tax is levied on financial transactions. The taxable event is not only each debit and credit in a checking
account but also a large variety of financial transactions (money remittances, money orders, cheque deposit
on saving accounts, etc.). The law sets out several exceptions (i.e. saving accounts, stock exchange agents,
non-profitable associations, etc.), and provides for reduced rates for certain transactions such as time
deposits.

To prevent tax avoidance, any amount over ARS 1,000 must be paid by cheque as a binding procedure. The
tax rate applicable is 0.60% on each debit and 0.60% on each credit on checking account. Thus the whole
transaction is liable for tax at a 1.2% rate. For specific activities performed by some taxpayers (who might use
checking accounts to make payments on behalf of a third party) a 0.075% rate is applicable.

30% of the tax amount paid each month is creditable against income tax. The remaining 70% of the tax is a
non-recoverable expense. The idea is that Financial Institutions act as withholding agents in order to ensure
the revenue of the most important taxes.

Small and Medium Size Business (SMSB) that qualify and are duly registered as SMSB can consider 100%
of this tax creditable against income tax subject to certain specific conditions.

B. DETERMINATION OF TAXABLE INCOME

Deductions for income tax assessment purposes include expenses incurred necessarily to obtain, maintain
and preserve such income. The Income Tax Act lists specific regulations for dealing with the cost of products,
fixed assets, real estate, or securities sold, as well as deductible bad debts, and property plant and equipment
depreciation.

INVESTMENT ALLOWANCE
At present, for general business, there is no income tax incentive scheme in force allowing additional
deductions, in whole or in part, for investment in facilities and equipment.

Small and Medium Size Business (SMSB) that qualify and are duly registered as SMSB can deduct 100%
depreciation of some property plant and equipment in one year subject to certain specific conditions.

DEPRECIATION OF FIXED ASSETS

For real estate, the law sets a depreciation rate of 2% annually on the portion attributable to the building. The
Tax Act indicates that fixed assets may be depreciated over their estimated useful life on a straight-line basis.
Assets subject to depletion (mines, quarries etc.), may be depreciated, not under the straight-line method, but
proportionally to the units extracted in each period.

STOCK / INVENTORY

In the case of resale goods and raw materials, inventories should be valued for tax purposes at the end of
each business year at their acquisition cost (last purchase value). For self-manufactured items, the inventory
value is determined on the basis of the sales price at the end of the fiscal year after deducting any direct
expenses associated with the sale and the net profit margin. In special cases, where cost accounting systems
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are maintained, own-production goods can be valued at their production cost.

CAPITAL GAINS AND LOSSES
Capital losses are deductible, subject to the limitations noted in the paragraph under 'Losses' below.

DIVIDENDS
«  Earnings arising from fiscal years beginning as from 1 January 2018:
Dividends and profit distributions are subject to tax.

o Dividends arising from fiscal years beginning between 1 January 2018 and 31 December 2020 are
taxed at a 7% rate.

o Dividends arising from fiscal years beginning as from 1 January 2021 are taxed at a 13% rate.
«  Earnings arising from fiscal years ending up to 31 December 2017:
Dividends and profit distributions are not subject to tax.

Equalization tax applies to dividends paid to residents and non-residents when commercial profits (i.e. the
profits before tax as reported in the company's financial statements) exceed taxable profits.

If the distributed dividend does not exceed the taxable profit, equalization tax is not levied, whomever its
recipients are, provided that the dividend is distributed on nominative (registered) shares. If the dividend
exceeds taxable profit, a 35% withholding tax is due on the difference (equalization tax). No tax credit is
derived from the tax withheld because dividends are not levied as income for the recipient (the whole tax
was withheld).

INTEREST DEDUCTION

Interest is generally deductible provided that it is incurred on loans taken out for business purposes. Otherwise
the deduction is denied. Notwithstanding this, there is a threshold set on deductible interest.

Interest on financial debts (excluding commercial debts) arising from indebtedness with related parties
(domiciled in Argentina or abroad), will be deductible up to the limit of 30% of the net profit before deducting
such interest and depreciations. The threshold not applied can be deferred for 3 years and the non-deductible
interest can be deducted in the following 5 years up to the limit applicable to each year. This rule is not
applicable in some situations (financial entities, among others).

Furthermore, interest on debts arising from indebtedness with related parties domiciled abroad or any party
domiciled in “non-cooperative countries” will be deductible only when paid (not when accrued).

LOSSES

Income tax losses made in a given fiscal year may be carried forward for five years but taxpayers may only
offset losses against the same type of income. Thus, stocks and foreign-sourced losses may only be offset
against income of the same type.

FOREIGN CAPITAL INFLOWS

No special regulations exist to control incoming funds disclosed as capital contributions, as the current policy
is designed to encourage inflows of foreign capital. However, foreign companies should pay personal assets
tax (see below) because Argentine law deems that the stock belongs to a resident individual. On the other
hand, there are specific regulations in force to control outgoing funds set by the Central Bank (general anti-
money laundering procedures apply).

INCENTIVES

Promotional tax schemes are available for new investments in agricultural transactions and tourism in certain
areas of Argentina. Approval of new industrial investment projects has been suspended.

CORPORATE MERGERS

Corporate reorganisations (de-mergers and mergers/consolidations) are to be considered 'tax-free' provided
that certain legal requirements and proceedings are met. These relate, in particular, to maintenance of the
shareholders' interest and continuance of the business activity carried out (two years before and after the
reorganisation process). In such cases, any outstanding tax loss may be carried forward and other existing
allowances and liabilities may be passed on to the successor companies.

26 PKF Worldwide Tax Guide 2020/21



Argentina

SHARES AND BONDS

For corporations domiciled in Argentina, the income produced by shareholding is liable for tax when share
alienation takes place (not just because of holding shares). On the other hand, bonds must be valued at their
current value. Therefore, the income produced by bond holding is liable for tax whether they are sold or not.
For foreign residents domiciled abroad, the disposal of shares (issued by an Argentine Company) is liable to
Income Tax (see paragraph A — Capital Gains Tax).

C. FOREIGN TAX RELIEF

Any overseas income taxes paid on foreign-sourced income may be creditable against Argentine income tax
up to the limit of the increase in the tax liability resulting from aggregating the foreign-sourced income.

D. CORPORATE GROUPS

Companies belonging to the same group or holding, but having separate legal status, should pay their
taxes separately and the transfer of losses from lossmaking to profit-making members of the same group
of companies is not permitted. Nevertheless, payment is waived in the case of taxes arising from corporate
reorganisations (de-mergers and mergers/consolidations) which comply with established legal requirement’s
(particularly, maintenance of the shareholders' interest and continuance of the business activity carried out)
for two years before and after the reorganisation process.

E. TRANSFER PRICING AND RELATED PARTY TRANSACTIONS

Under Argentine law, transactions between Argentine companies and related parties domiciled abroad are
deemed to take place at arm's length rates for tax purposes. When the pricing used corresponds to normal
market practices as between non-related entities, no adjustment is required for tax purposes.

For income tax assessment purposes, Argentine law provides for the traditional methods generally used for
transfer pricing (comparable uncontrolled price, resale price, cost plus, profit split, transaction net margin) to
demonstrate that an arm's length price has been used in transactions performed with related parties residing
abroad, or any parties residing in ‘non-cooperative countries’. Income tax rulings provide a positive list of
‘cooperative countries’ available at http://www.afip.gob.ar/jurisdiccionesCooperantes/#ver.

The related parties test is broad and not only includes transactions between a local subsidiary and its
parent company but also other relationships, (e.g. local company and foreign subsidiary, local permanent
establishment and foreign head office, local company and foreign permanent establishment, local company
and related or non-related party residing in ‘non-cooperative countries’, among others).

F. WITHHOLDING INCOME TAX FOR FOREIGN TRANSACTIONS

When Argentine-sourced income is paid to foreign recipients who do not have a permanent establishment -
branch, office, etc. - in Argentina, such income is subject to a 35% withholding tax rate.

For each activity, the law sets a percentage of presumptive net income on which 35% withholding tax is
applicable, thereby reducing the effective tax rate. The following chart shows the presumptive net income
percentages:

Effective
withholding tax
rate % 35% x A

Presumptive net

Income .
income % A

Interest on loans granted by overseas financial institutions only
on the condition that the lender:

a) Is domiciled in a jurisdiction not considered a "jurisdiction of
low or nil tax", and, 43% 15.05%

b) Has supervision on financial activity provided by the Central
Bank (Federal Reserve). Offshore banks domiciled in any
territory are not included in this category.

Interest on debt arising from the import of property plant and
equipment subject to depreciation (except cars) provided that 43% 15.05%
the exporter is the creditor.
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Income

Presumptive net
income % A

Effective
withholding tax
rate % 35% x A

Interest on time deposits made by foreign residents (either
companies or individuals) in financial institutions located in
Argentina, provided the interest is not subject to income tax in
the country of residence.

43%

15.05%

Other interest. This category includes (among others):

a) Interest on loans granted by overseas corporations or
individuals;

b) Interest on loans granted by offshore banks domiciled in any
territory considered a "jurisdiction of low or nil tax" or who's
Central Bank (Federal Reserve) does not apply supervision
on financial activity.

100%

35.00%

Royalties arising from technical assistance or consulting not
available in Argentina under specific regulations (the contract
must be duly registered with the official authority).

60% - 80%

21% - 28%

Copyright (must be registered with the National Copyright

35% 12.25%
Bureau).
Other royalties. 90% 31.50%
Salaries of technicians, professionals, sportsmen, and artists for
temporary work in Argentina (individuals only - not applicable 70% 24.50%
when the provider is a corporation).
Personal property leases. 40% 14.00%
Real Estate property leases. 60% 21.00%
Disposal of assets situated in Argentina. 50% 17.50%

- R, See paragraph B. | See paragraph B.

Dividends and profit distributions. Dividends Dividends
Sale of shares, stock_s, bonds gnd other securities, applicable 90% X 15% tax
on the gross sales price. (In this case, the taxpayer can elect to rate 13.50%
be taxed on the capital gain at a 15% rate).
Other income 90% 31.50%

G. EXCHANGE CONTROL

Exchange controls are currently in effect, basically following anti-money laundering procedures. Foreign
currency can be transferred into Argentina provided that the recipient files a disclosure with the official
authority. To transfer outbound, the reason must be proved by filing forms with the Central Bank (i.e.
dividends, loans, etc.).

TAX ON FOREIGN CURRENCY PURCHASES

The tax is levied on the purchase of foreign currency without a specific destination (for hoarding, paying credit
card balance in foreign currency, paying international services such as transportation, hotels, etc., among
others). The purchase of foreign currency to pay for imports, invoices, loans or dividends is not subject to
the tax.

The taxable base is the amount of foreign currency while the tax rate is 30%.

H. PERSONAL TAX

Two taxes are currently levied on individuals:
* Income tax; and

« Personal assets tax (wealth tax).
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INCOME TAX

The tax is levied on income earned in Argentina and abroad by individuals residing in Argentina. It is payable

on an annual basis with five advanced payments (every two months). Any expenses incurred in generating

such income may be deducted from gross income. The law sets fixed deductions: non-taxable minimum,

special tax-free amount, allowance for dependents, etc.

Resident individuals are liable to tax on the basis of a progressive tax rate scale ranging from 5% to 35% of

annual taxable net income. Employees are subject to withholding tax at source, for which the employer is

responsible (withholding agent).

Capital gains not related to an income-generating activity are generally not subject to tax.

Financial investment profits are subject to Income Tax:

* Income (interest and others) for the placement of capital, which generates Argentinean sourced income;

* Income arising from the alienation (purchase - sale) of shares, securities, stock, bonds and other
securities, which generates Argentinean sourced income.

(Taxable earnings exclude bank deposits, time deposit in financial entities, securities, mutual funds, among

others (if quoted on a Local Stock Exchange).

In both cases the income is taxed at a 5% rate when capital is in ARS; or 15% for investments made in foreign

currency. Under the Income Tax Act, some exemptions are provided for the financial and capital markets,

whereby income from shares that are quoted on the Local Stock Exchange is not subject to tax.

In the case of the disposal of real property not assigned to such an activity, the following tax is applicable:

* Real Estate purchased before 1 January 2018: a 1.50% real estate sales tax is charged on the sales
value of the property, regardless of whether or not a loss or a profit is made.

* Real Estate purchased as from 1 January 2018: a 15% Income Tax is levied on the net income (sales
price minus acquisition cost).

PERSONAL ASSETS TAX (WEALTH TAX)

This tax is levied on:

« All assets located in Argentina or in foreign countries that belong to individuals resident in Argentina;
« All assets located in Argentina that belong to individuals resident in foreign countries;

* Shares issued by Argentine companies. In this case, the company pays the tax on behalf of the
shareholders;

*  Trusts (excluding financial trusts). In this case, the trustee pays the tax on behalf of the beneficiaries.

Individuals residing in Argentina

This tax is levied on all assets located in Argentina and in foreign countries. Similar tax paid overseas in
respect of assets located in foreign countries is creditable against personal assets tax. The only deduction
allowed is the amount of liabilities arising from the purchase or construction of the taxpayer's home.
Investments in shares issued by an Argentine company are not to be included in the taxable base because the
company pays this tax on behalf of the shareholders (a situation that does not mean shares are exempted).

The tax is assessed on the value of property that exceeds the tax free amount (ARS 2,000,000 from the year
2019 onwards and ARS 18,000,000 only for real estate that serves as the taxpayer's home). If the taxable
base is higher than the tax free amount, the tax is assessed on the net amount. A progressive tax rate scale
is applicable, ranging from 0.50% to 1.25% on the value of the property located in Argentina, and ranging from
0.70% to 2.25% on the value of the property located in foreign countries.

Individuals and companies residing in a foreign country

The tax is also charged on assets located in Argentina and owned by individual non-residents at a 0.50%
rate. Neither deductions nor a taxable minimum are allowed. In the case of certain assets (i.e. securities, non-
exploited real estate property, etc.) located in Argentina and owned by foreign companies, these are deemed
to belong to individuals and are subject to personal assets tax at a 1% rate.

Shareholders of an Argentine company who reside in foreign countries are liable for personal assets tax. The
tax liability is not assessed directly but is paid by the company on behalf of its shareholders (see the next
paragraph).

29 PKF Worldwide Tax Guide 2020/21



Argentina

Shares issued by Argentine companies or trusts

Shares whose holders are non-resident companies or individuals are deemed to belong to non-resident
individuals and the tax is levied on those shares. The taxable base is the Argentine company's equity value
assessed on the company's last financial statements. The tax rate is 0.50%.

In all such cases, the tax is assessed and paid by the Argentine company on behalf of the shareholders. The
tax paid is not deductible for income tax purposes because the company is allowed to claim the tax paid to
the shareholders. A foreign company's branch (a permanent establishment in Argentina) will be subject to
personal assets tax in respect of the capital assigned to the branch. In the case of trusts (excluding financial
trusts), the trustee pays the tax on behalf of the beneficiaries. The taxable base is the amount of the assets.

I. TREATY AND NON-TREATY WITHHOLDING TAX RATES

Dividends™ Interest Royalties
(%) (%) (%)
7
Non-Treaty Countries See paragraph B. 15.05/35° 12.25/28/31.506
Dividends
Treaty Countries:
Australia 10/15" 12 10/155
Austria’0 - - -
Belgium 10/15" 0/1212 3/5/10/157
Bolivia -8 -8 -8
Brazil -8 -8 -8
Canada 10/15" 0/12.5013 3/5/10/157
Chile 10/15" 4/12/1514 3/10/157
Denmark 10/15" 0/1215 3/5/10/157
Finland 10/15" 158 3/5/10/157
France 151 203 18
Germany 151 10/152 153
Italy 151 0/20"3 10/185
Mexico 10/15" 0/12 10/15°
Netherlands 10/15" 0/1213 3/5/10/157
Norway 10/15" 0/12/12.5013. 16 3/5/10/157
Russia 10/15" 15 15
Spain 10/151 0/1213 3/5/10/157
Sweden 10/15" 0/12/12.5013. 17 3/5/10/157
Switzerland 10/15" 12 3/5/10/157
United Arab Emirates’® 5/10/15 12 10
United Kingdom 10/15" 0/1213 3/5/10/157
Uruguay -4 -4 -4
Notes:

1. This is the percentage ceiling set under the treaty. However, it is only applicable when the conditions set under

paragraph B. ‘Dividends’ are met.

2. The lower 10% rate applies to sales on credit of industrial, commercial or scientific equipment, and loans granted
by a bank or for the financing of public works.
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3. This is the ceiling set by the treaty. However, when the effective rate for non-treaty countries is lower, the latter
rate is applicable.

4. Under the treaty no ceilings were set but the jurisdiction where the tax should be levied was established.
Therefore, applicable rates are those for non-treaty countries.

5. The 10% rate applies to copyright royalties.

6. The actual rate is 35%, but levied on 35%, 80% or 90% of the income, which results in an effective tax rate of
12.25%, 28% and 31.50%. See above under F.

7. A 3% rate applies to news-related royalties, a 5% rate applies to copyright royalties (other than royalties related
to films or tapes), a 10% rate applies to trademarks, patents, certain lease-related royalties and technical
assistance, and a 15% rate applies to other cases.

8. Under the treaty no ceilings were set but the jurisdiction where the tax should be levied was established.
Therefore, applicable rates are those for non-treaty countries.

9. See withholding taxes description at (F) above.

10. The treaty with Austria was rendered ineffective as of 1 January 2009.

11. The lower rate generally applies to participations of at least 25% of capital or voting power.

12. The 0% rate applies to, inter alia, (i) interest on commercial debt claims (including debt-claims represented by
commercial paper) resulting from deferred payments for machinery or equipment supplied by an enterprise,
except where such interest is paid between associated enterprises and (ii) interest on loans of any nature (not
represented by bearer instruments) granted on preferential terms for a period of at least three years by a banking
enterprise.

13. The 0% rate applies to, inter alia, interest paid by public bodies.

14. The general treaty rate is 15% while the 4% rate applies to interest from a sale on credit paid by the purchaser of
machinery and equipment to a beneficial owner that is the seller of the machinery and equipment and the 12%
rate to interest derived from loans granted by banks and insurance companies and bonds or securities that are
regularly and substantially traded on a recognized securities market.

15. The general treaty rate is 12% while a 0% rate applies to interest paid to (national) banks and financial
institutions, subject to certain conditions.

16. The general treaty rate is 12.5%. However, under the application of a most favoured nation clause the rate is
reduced to 12% (Argentina-Australia treaty).

17. The general treaty rate is 12.5%. However, under the application of a most favoured nation clause the rate is
reduced to 12% (Argentina-Denmark treaty).

18. Effective date: 1 January 2020.

ARMENIA

MEMBER FIRM
City Name Contact Information
Yerevan Gor Davtyan +374 115 775 44

auditservicellc@gmail.com

BASIC FACTS

Full name: Armenia
Capital: Yerevan
Main languages: Armenian
Population: 2.96 million (2020 estimate)
Monetary unit: AMD
Internet domain: .am
Int. dialling code: +374
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KEY TAX POINTS
There are general and special taxation systems in force in the Republic of Armenia.

Special taxation system:

A.

Under the turnover tax system, organisations are subject to turnover tax, to VAT and/or substitute profit
tax while private entrepreneurs and notaries are subject to turnover tax, substitute profit tax, and VAT
excluding patent tax.

Under the patent tax system, on the activities considered as objects of taxation of patent tax, organisations
are subject to patent tax substitute to VAT and/or profit tax while private entrepreneurs and notaries are
subject to patent tax, substitute profit tax and VAT.

A resident organisation of the Republic of Armenia shall be the organisation whose location is in the
Republic of Armenia.

Resident Individuals in the Republic of Armenia are those Individuals who have stayed 183 and more
days during the tax year in the Republic of Armenia.

Days of actual stay in the Republic of Armenia are also the days of arrival and departure from the
Republic of Armenia, regardless of the number of hours actually spent by the individual during these days
in the Republic of Armenia.

Resident individuals are also:

o Those individuals whose vital interests centre is located in the Republic of Armenia. The centre
of vital interests is the place where the family or economic interests of an individual are focused.
Particularly, it is considered that the centre of vital interests of an individual is located in the Republic
of Armenia if its home or other apartment, family, professional or other place of business is located
in the Republic of Armenia.

o Individuals who are temporarily outside of the territory of the Republic of Armenia, but who are in
State service in the Republic of Armenia.

o For the purposes of the Tax Code, if an individual is considered to be a resident at any date of the
tax year, then that individual shall be deemed to be resident for the whole tax year.

TAXES PAYABLE

FEDERAL TAXES AND LEVIES
In Armenia, the following State taxes are applicable:

© N Ok Wb

Value added tax (hereinafter also referred to as “VAT”)
Excise tax

Profit tax

Income tax

Environmental tax

Road tax

Turnover tax

Patent tax.

COMPANY TAX
General and specific taxation systems are applicable in Armenia.

32

Within the framework of the general taxation system, organisations, individual entrepreneurs and notaries
are taxed, in particular, under VAT and/or profit tax.

In specific taxation systems:

o Within the framework of the system of turnover tax, organisations, individual entrepreneurs and
notaries are taxed, in particular, under turnover tax replacing VAT and/or profit tax;

o Within the framework of the system of patent tax, organisations and individual entrepreneurs are
taxed, in particular, under patent tax replacing VAT and/or profit tax;

o  Within the framework of the system of family entrepreneurship, organisations and individual
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entrepreneurs are exempt, in particular, from taxation under VAT and/or profit tax, as well as under
turnover tax. u

CAPITAL GAINS TAX
1. Profit taxpayers are:
* Resident organisations, except for cases prescribed by part 2 of this Article;
* The following entities registered in Armenia:
o individual entrepreneurs;
o notaries;

« Contractual investment funds (except for pension funds and guarantee funds), which are registered in
Armenia;

* Non-resident organisations, as well as non-resident natural persons carrying out activities in Armenia
through a permanent establishment and/or deriving Armenian-sourced income through a permanent
establishment.

2. Subject to Profit tax are:

* Regarding resident organisations, individual entrepreneurs registered in Armenia and notaries (hereinafter
referred to as “resident profit taxpayers”) — gross income derived or to be derived (hereinafter referred
to as “derived” in this Section) from sources of and/or outside Armenia, except for personal income of
individual entrepreneurs registered in Armenia and notaries;

* Regarding investment funds (except for pension funds and guarantee funds) which are registered in
Armenia, as well as for securitisation funds established under Armenian law “On asset securitisation and
asset backed securities” — total net assets;

* Regarding non-resident organisations, as well as non-resident natural persons carrying out activities
in Armenia through a permanent establishment and/or deriving Armenian-sourced income through a
permanent establishment (hereinafter referred to as “non-resident profit taxpayers”) — Armenian-sourced
gross income, except for Armenian-sourced personal income of non-resident natural persons carrying
out activities in Armenia through a permanent establishment and/or deriving Armenian-sourced income
through a permanent establishment.

3. Profit tax base constitutes:

* Regarding resident profit taxpayers — taxable profit, which is determined as the positive difference
between gross income and certain deductions;

* Regarding investment funds (except for pension funds and guarantee funds) which are registered in
Armenia, as well as for securitisation funds established under Armenian law “On asset securitisation
and asset backed securities” — total net assets, which is determined in accordance with the procedure
defined by the Armenian Central Bank and agreed upon with the tax authority. For the purpose of
applying this paragraph, dividends or other amounts distributed in any similar way out of the assets of
the investment fund to its participants shall not be deducted from the net assets of the investment fund;

« Regarding non-resident organisations and non-resident natural persons carrying out activities in Armenia
through a permanent establishment and/or deriving Armenian-sourced income through a permanent
establishment (hereinafter referred to as “non-resident profit taxpayers carrying out activities in Armenia
through a permanent establishment” in this Section) — taxable profit, which is determined as the positive
difference between gross income and certain deductions;

* Regarding non-resident organisations carrying out activities in Armenia without a permanent establishment
and/or deriving Armenian-sourced income without a permanent establishment (hereinafter referred to as
“non-resident profit taxpayers carrying out activities in the Republic of Armenia without a permanent
establishment”) — gross income.

* Regarding activities not attributable to a permanent establishment and/or the income of non-resident
organisations carrying out activities in Armenia through a permanent establishment — gross income.

4. Profit tax rates:

«  Profit tax is calculated at a rate of 20% on the tax base of a resident income taxpayer and a non-resident
profit taxpayer operating in the Republic of Armenia through a permanent establishment.

«  Profit tax is calculated at the rate of 0.0% on the tax base of investment funds registered in the Republic
of Armenia.
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Profit tax taxable base on non-resident taxpayers is calculated at the following rates:

a. 5% inrespect ofinsurance premiums, reinsurance payments and revenues received for transportation;
10% in respect of passive income;

0% in respect of dividends received from the All-Armenian Bank;

0% in respect of the assets’ value acquired from the alienation of securities;

20% in respect of other income received from Armenian sources.

a0 o

SALES TAX / VALUE ADDED TAX (VAT)

Value-added tax (VAT) is a federal tax payable to the state budget in accordance with the procedure
established by Tax Code of the RA, for carrying out transactions and/or operations that are subject to taxation.
The following operations and transactions are VAT taxable items:

Supply of goods.
Performance of work and/or rendering of services.
Import of Goods to the Republic of Armenia by Customs Procedure "Skip for Internal Consumption"”.

Import of goods to the Republic of Armenia, having the status of EEU products from the member states

of the Eurasian Economic Union.

The goods delivery operation is not VAT taxable subject if the place of supply of goods is not considered

to be in the Republic of Armenia.

The transport service contract of cargo, post and/or passenger transportation by any type is not

considered VAT taxable unless it starts and ends outside the Republic of Armenia.

VAT is calculated at a rate of 20% and 16.67% for the taxable base of transactions and operations, which

are subject to VAT according to the Tax Code.

The amount of compensation included in the VAT amount for the supply, performance or service

provision the amount of VAT is determined by the calculated value of the rate of 16.67%, if:

a. organisation, individual entrepreneur or notary did not consider itself a VAT payer contrary to the Tax
Code requirements;

b. VAT payer organisation, individual entrepreneur or a notary in the settlement document drawn up for
transactions considered to be taxable subject to 20% VAT rate, has not specified the VAT rate and
amount on a separate line;

c. VAT payer organisation, individual entrepreneur or a notary has not issued a settlement document
on VAT taxable object transactions subject to 20% VAT taxation;

d. VAT payer organisation, individual entrepreneur or a notary has provided only Control Cash machine
ticket to buyer for transactions and/or operations considered VAT taxable.

LOCAL TAXES

1)
2)

Property tax
Vehicle property tax.

OTHER TAXES

Excise tax
Goods subject to Excise taxation are the following:

34

ethyl alcohol (excluding cognac alcohol);

alcoholic drinks;

beer;

wine;

tobacco products (including tobacco substitutes, cigars, cigarels);
lubricating oil;

petrol;

diesel fuel;

crude oil;
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«  petroleum products;

«  petroleum gases;

«  other carbohydrates (excluding compressed natural gas);
» compressed natural gas.

Environmental tax

Armenia

The environmental tax is a tax payable to the state budget for the purpose of implementing environmental

measures in order to create the necessary funds.

Subject to environmental taxation are:

« emissions of atmospheric air pollutants;

«  outflow of harmful substances and/or compounds to water resource;

» the utilisation, production and/or consumption of entrails in specially allocated places;

« goods, which cause damage to the environment:
o Importation into the territory of the Republic of Armenia,

o the alienation of import-seller and/or producers-sellers in the territory of the Republic of Armenia.

Road tax

Road tax is a tax payable to the state budget for the development of the road network of the Republic of
Armenia, the creation of funds necessary for the construction, repair and maintenance of the state automobile

roads of general use of the Republic of Armenia.
Subject to road taxation are:

1. Use of automobile roads of the Republic of Armenia by unregistered (off-road) motor vehicles in the

Republic of Armenia;

2. Use of automobile roads of the Republic of Armenia by registered freight vehicles registered in the

Republic of Armenia;
3. Placement of advertising on public roads of the Republic of Armenia;

4. The road tax is calculated for every 15 days of entry into the Republic of Armenia by non-registered
trucks in the Republic of Armenia for the use of motor roads of the Republic of Armenia, according to the

maximum permissible mass of the motor vehicle.

Turnover tax

Turnover tax is a state tax that replaces VAT and/or profit tax, paid to the state budget in accordance with
the procedure, amount and timeframe established by the Tax Code for the types of activities that are subject

to taxation.

Are subject to turnover taxation: supply of goods, performance of works and/or rendering of services.
Transactions for which a lease or user fee, interest and/or royalty is received are also considered to be

services.
Turnover tax is calculated at the following rates:

Income type Rate/percentage
Income from trade (purchase and sale) activities, except income from trade
(purchase and sale) of secondary raw materials included in the Government's 5
defined list and from real estate alienation
Income from trading (purchase and sale) of secondary raw materials included in

. : ) 1.5
the Government's defined list
Income from newspaper alienation 1.5
Income from production activities 3.5
Income from lease payment, interest, royalties, real estate 10
Income from notary activity 10
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Income type Rate/percentage

Income derived from organising lottery activities 25

Income from activities in the field of public catering 8

Income from other activities or disposal of other assets 5
Patent tax

Patent tax is the state tax that replaces VAT and/or profit tax, paid to the state budget for the implementation
of types of activities considered as taxable objects. For organisations the patent tax replaces the VAT and/or
the profit tax. Under the patent tax the calculated tax rate for the profit tax is 40% and for VAT it is 60%. For
individual entrepreneurs the patent tax replaces VAT.

The following types of activities carried out in the Republic of Armenia are subject to patent tax:
« Passenger transportation by light passenger cars;

« Passenger transportation by bus and/or minibus;

*  Hairdressing services;

« Car maintenance stations activities;

« Parking activities;

« Organising billiards game;

*  Organising table tennis game;

*  Organisation of games through coins and (or) billboards, food trade, as well as coin-operated automatic
gaming (except for gambling and casino activities);

*  Dental activity;

« Dental technical activity;

«  Organisation of the totalizer;

*  Organisation of the Internet totalizer;

« Purchase and sale of precious metals, precious metals or precious stones by means of countertops or
merchandise at trading places (in gold markets).

REGISTRATION DUTY

In the Republic of Armenia, certain state fees are applied to:
«  State duty;

«  Utilisation fee;

*  Social payment;

« Mandatory fee for the grant (renewal) of radio frequencies and the mandatory billing for use;
« Mandatory payment for public services:

* Pension payment.

In the Republic of Armenia, certain local fees are applied to:
«  Local duty;

* Local fee.

Real Estate Tax

Real estate tax is a local tax payable to community budgets of the Republic of Armenia for real estate which is
a taxable item owned by taxpayers under ownership right which does not depend on the results of economic
activity of taxpayers. Real estate tax is also paid to the state-owned land plots for permanent use, as well
as for immovable property as taxable items. Real estate, land plots and/or their improvements are subject to
real estate tax.

Real estate taxpayers are organisations and individuals, apart from state bodies, community managerial
institutions and the Central Bank of the Republic of Armenia. For the state-owned land that is permanently
used, the real estate tax shall be borne by the permanent owner of the state-owned land. If the taxable item
is owned by more than one taxpayer by common joint ownership, they bear joint liability for the obligations
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with respect to immovable property, apart from the land plots belonging to different taxpayers, property units
- buildings and / or constructions. If the taxable item is owned by more than one taxpayer by the right of
common shared ownership, then they shall be liable for the obligations for the tax on immovable property in
the amount of each part thereof.

Real estate tax is calculated at the following annual rates:
1. 15% for agricultural land;
2. 1% for other non-agricultural land;
3. Immovable property at the following rates:

Taxable base Tax rate
Up to 3 million AMD 0%
AMD 100 plus 0.1% of the taxable base exceeding

More than 3 million AMD - up to 10 million AMD o
3 million

AMD 7,100 plus 0.2% of the taxable base
exceeding 10 million

AMD 27,100 plus 0.4% of the taxable base
exceeding 20 million

AMD 67,100 plus 0.6% of the taxable base
exceeding 30 million

AMD 127,100 plus 1% of the taxable base
exceeding 40 million

More than 10 million AMD - up to 20 million AMD

More than 20 million AMD - up to 30 million AMD

More than 30 million AMD - up to 40 million AMD

More than 40 million AMD

Vehicle Property Tax

Vehicle Property tax is a local tax payable to community budgets of the Republic of Armenia for vehicles
which are taxable item owned by taxpayers under ownership right which does not depend on the results of
economic activity of taxpayers.

Vehicle property taxpayers are organisations and individuals, with the exception of public authorities,
community managing institutions and the Central Bank of the Republic of Armenia.

The following vehicles are considered subject to Vehicle Property Taxation:
*  Motor vehicles

«  water transport (motor-driven)

* motorcycle

*  Snowmobile

*  Quadricot.

B. DETERMINATION OF TAXABLE INCOME

« Subject to taxation is any transaction, income, property, type of activity (including action or function) or
any other object, whether the existence of ownership rights or the performance of which generates a tax
liability or payment obligation at the level of the taxpayers.

« For each tax a separate taxable item is established.

* The same subject of taxation shall be taxed only once at the level of the same taxpayer for the same
period.

* The taxable base is the value, physical or other characteristic of the taxable object.
*  For each tax a separate tax base and the procedure for its calculation is established.

DEPRECIATION

In order to determine the tax base of resident profit taxpayers and non-resident profit taxpayers operating
in the Republic of Armenia through a permanent establishment, the gross income is deducted from the
amortisation expense of property, plant and equipment and intangible assets owned or leased by a resident
or non-resident profit taxpayer.
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Moreover, for each unit of fixed assets and intangible assets the amortisation charge is calculated during the
taxable year, as the difference between the original cost of the fixed asset and the intangible asset and the
intangible assets for individual groups and intangible assets.

On each unit of revalued fixed assets and intangible assets after revaluation, the depreciation charge is
calculated based on the minimum taxation periods determined for the tax year as the carrying value of the
intangible asset, individual groups of intangible assets and the calculated amortisation residual time ratio.

STOCK / INVENTORY

The tax authority (tax inspector) is authorised to make measurements of inventories. During a tax control, the
Tax Authority may require the taxpayer (tax agent) to inventory assets and liabilities exclusively within the
scope of tax control objectives and matters.

DIVIDENDS

In respect of dividends received by foreign citizens and stateless persons, the income tax is calculated at a
rate of 10% while the income tax on dividends received by citizens of the Republic of Armenia is calculated
at a rate of 5%.

LOSSES

In order to determine the tax base of resident profit taxpayers and non-resident profit taxpayers operating in
the Republic of Armenia through a permanent establishment, natural losses of property are deductible from
gross income, as well as qualitative, casual, technological and (or) other losses caused by property documents.

Natural loss of property is deducted from gross income not exceeding the amount set by the Government
during the tax year of the loss or disclosure of that loss. Natural loss of property is the reduction of the weight,
size, volume and/or quantity of the property due to the physicochemical, mechanical or biological factors
during the preservation or movement of the property. If the Government has not specified the amount of
natural loss or the amount of natural loss exceeds the amount determined by the Government then the loss
shall not be deducted from gross income loss.

Qualitative loss of property substantiated by documents is deducted from gross income at a rate not
exceeding 1% of the gross amount of the income during the tax year when occurring or disclosing that loss.
Property qualitative loss is the property, or the goods withdrawn from circulation as a result of the expiration
of the conservation period of the product with the expiration date or of the depreciation and/or demolition of
time due to the impairment or limitation of the consumer's property.

Property document-based accidental loss is deducted from gross income at the full extent for the loss
during the tax year. Property accidental loss is destruction or damage caused by fire, flood, earthquake or
other natural disaster, shipwreck, war, military action, armed attack, mass disorder, revolt or any other such
extraordinary event.

Property document-based technological loss is deducted from gross income as an item of material cost.
Property technological loss is:

« the portion of the cost of raw materials, parts and/or nodes which has lost its quality as a result of the
technology used in the production process;

» the defective product at the rate set by the profit taxpayer;
* technological losses established by law or by the Government Authorised Body.
Property document-based other losses are deducted from gross income to the amount of that loss.

When no norm of property document-based technological loss is established or exceeded, the corresponding
losses are deducted from gross income:

* in case of voluntary reimbursement of the loss by the party that inflicted the damage during the tax year
of loss’ complete or partial compensation;

« as aresult of non-disclosure of the person who has suffered damage in the case of a decision to suspend
or discontinue the criminal case by the preliminary investigation body, in the tax year of the decision;

« in case of adoption of a judicial act establishing guilt or innocence by the court in a tax year of the act
coming into force.

The documentation procedure for losses is defined by the Government.
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TAX INCENTIVES u

Except for the general procedure and/or terms of calculation and payment of taxes, fines, penalties and/or
duties established by Tax Code of the RA, as a result of which there is no tax liability or decrease, or the
amount of the taxable obligation is extinguished, or the dates of its calculation and/or execution are postponed.

The following types of tax benefits may be established by Tax Code of the Republic of Armenia:
«  Tax exemption;

* Reduction of taxable object;

* Reduction of tax base;

* Reduction of tax rate;

¢ Tax reduction;

« Delay of tax payment;

*  For violating the provisions of Tax Code: exemption from penalties and fines, reduction, delay of payment
terms.

Exemption from the payment of profit tax

1. Profit taxpayers engaged in the production of agricultural products shall be exempt from paying profit
tax for the tax years until 31 December 2024 included, for income derived from the sale of agricultural
products, as well as for income derived from the sale of other assets or for other income, where the share
of the income derived from the sale of other assets and of the other income in the gross income for the
respective tax year does not exceed 10%. Where the share of income derived from the sale of other
assets and of other income in the gross income for the respective tax year exceeds 10%, the benefit
provided for by this part shall apply only with respect to the income derived from the sale of agricultural
products. Within the meaning of this part:

« agricultural products shall mean products produced for final or intermediate consumption, through
biological processing of animals and plants, in particular:

a. crops of cereal grains and cereal grain peas;

technical crops;

root and tuber, vegetable, melon and gourd crops and products of covered soil;
forage crops of field cultivation;

other products of forage production;

products of gardens, vineyards, perennials plants and floriculture;

seeds of trees and bushes, fruit seeds;

seedlings of trees and bushes;

sTa@ ™0 oo 0o

i. plantings of trees and bushes;
products of cattle breeding;

= =

products of swine breeding;

products of sheep breeding and goat breeding;

products of poultry breeding;

products of horse breeding, donkey breeding and mule breeding;
products of deer breeding and camel breeding;

T o 5 3

products of rabbit breeding, fur animal breeding and hunting economies;
g. products of fish breeding, apiculture, silkworm cultivation, artificial insemination;

< ifitis impossible to make an accurate calculation of the income derived from agricultural products
for the tax years until 31 December 2024 included, it shall be calculated based on the estimated
net income data calculated in accordance with the cadastral valuation procedure prescribed by
Annex 2, which is a constituent part of Tax Code.

2. The Armenian Deposit Guarantee Fund prescribed by the Law of the Republic of Armenia “On
guaranteeing compensation of bank deposits of individuals” shall be exempt from paying profit tax for the
following types of income:

* regular, lump sum and additional guarantee fees paid by commercial banks in accordance with the
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D.

procedure prescribed by the Law of the Republic of Armenia “On guaranteeing compensation of bank
deposits of individuals”;

amounts compensated to individuals by the Fund and received from banks based on claims acquired
against the banks;

incomes derived from investments in the following assets:

a. state securities of the Republic of Armenia;

b. those invested as bank deposits and/or bank accounts in the Central Bank of the Republic of Armenia
and top foreign banks with high ratings;

securities of the Central Bank of the Republic of Armenia;

standard gold bullions;

securities of governments and/or Central Banks of countries with high ratings;

other financial assets, by decision of the Board of Trustees of the Fund and upon the consent of the
Board of the Central Bank of the Republic of Armenia.

The Bureau established on the basis of the Law of the Republic of Armenia “On compulsory motor
vehicle liability insurance” shall be exempt from paying profit tax for all fees made to the Guarantee Fund
(hereinafter referred to as “Guarantee Fund”) established within the Bureau pursuant to that Law, as
well as for all other amounts generated for the Guarantee Fund, including those generated from income
generated from investments made from the funds of the Guarantee Fund.

-0 ao

The Pan-Armenian Bank shall be exempt from paying profit tax.

Non-resident profit taxpayers shall be exempt from paying profit tax for income derived in the form of
interests from foreign currency state bonds of the Republic of Armenia or in the form of a discount made
at the time of repayment of said bonds, as well as for income derived from the alienation of said bonds,
their exchange with other securities or other similar transactions.

Profit taxpayers engaged in the production of hand-made carpets shall be exempt from paying profit tax
for the income derived from the sale of hand-made carpets.

Profit taxpayers deemed operators of a free economic zone shall be exempt from paying profit tax for
the income derived from activities carried out in the free economic zone established in the territory of the
Republic of Armenia.

FOREIGN TAX RELIEF

Profit taxable objects and income tax received or to be received outside the Republic of Armenia by
resident organisations of the Republic of Armenia and resident individuals of the Republic of Armenia
shall be included in the taxable object under the relevant tax type of these organisations and individuals
and shall be subject to taxation in the Republic of Armenia as prescribed by the Tax Code, unless
otherwise prescribed by Tax Code.

For the purpose of taxation of resident organisations of the Republic of Armenia and resident individuals
of the Republic of Armenia, the tax amounts calculated for taxable objects determined shall be reduced to
the amount of the sums of the relevant taxes which have been collected in foreign states in accordance
with the legislation of those states.

Amounts of taxes shall be reduced by amounts not exceeding the amounts of the relevant taxes calculated
for taxable objects formed in foreign states in the manner and at the rates prescribed by the Tax Code.

Where the amount of the profit tax or the income tax subject to reduction exceeds the profit tax or the
income tax liability respectively for the given reporting year, the amounts of taxes in excess shall be
subject to reduction from the liabilities of the following reporting years of the organisation or the individual.

CORPORATE GROUPS

There are no special rules for group taxation in Armenia.

E.

RELATED PARTY TRANSACTIONS

According to the Tax Code, organisations and/or individuals shall be considered to be related where:

40

20% and more of the equity shares (stock, share) of the authorised (share) capital of the resident
commercial organisation belong to another resident commercial organisation, an individual entrepreneur
or a notary;
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20% and more of the equity shares (stock, share) of the authorised (share) capital of the resident
commercial organisation belong to the individual who is not an individual entrepreneur and to whom also
belongs 20% and more of the equity shares (stock, share) of the authorised (share) capital of another
resident commercial organisation.

Organisations and/or individuals shall be considered to be related where according to the information
received from a third person (including from a state body) or obtained as a result of operational and
intelligence activities, organisations and/or individuals — on grounds of acting in consent for common
economic interests — are recognised as related upon the decision of the head of the tax authority as
prescribed by the tax authority. When recognising taxpayers as related, the following circumstances, in
particular, shall be taken into account:

o volume and frequency of transactions carried out between them;
o sale prices and trade mark-ups of the goods purchased from one another;
o Share in any commodity market.

WITHHOLDING TAX

Dividends paid to non-resident companies are subject to a % final withholding tax, unless a DTT provides
otherwise;

A 10% final withholding tax applies to interest paid to non-resident companies, unless a DTT provides
otherwise;

Royalties are subject to a 10% final withholding tax, unless a DTT provides otherwise;
Insurance fees and freight payments are subject to a 5% final withholding tax.
Any other income from Armenian sources is generally subject to a 20% withholding tax.

EXCHANGE CONTROL

Within the scope of transactions and operations denominated in foreign currency, tax bases formed
regarding transactions relating to the import or export of goods and original costs of goods shall be
determined:

o in case of operations relating to import of goods from states that are not members of the EAEU or
export of goods to states that are not members of the EAEU, as of the date of the customs declaration
for the import or export of goods respectively (irrespective of the fact of submitting afterwards the
verified customs declaration for the import of goods or the verified customs declaration for the export
of goods as prescribed by the EAEU uniform customs legislation with regard to these operations)
based on the average market exchange rate announced by the Central Bank of the Republic of
Armenia as of that day;

o in case of operations relating to import of goods from the EAEU member states or export of goods
to the EAEU member states, as of the date of the tax declaration for the import of goods or export of
goods respectively (irrespective of the fact of submitting afterwards the verified customs declaration
for the import of goods or the verified customs declaration for the export of goods with regard to these
transactions) based on the average market exchange rate announced by the Central Bank of the
Republic of Armenia as of that day;

In case of transactions involving supply of goods, performance of work or rendering of services
concluded between a resident organisation or a resident individual of the Republic of Armenia and
a non-resident organisation or a non-resident individual of the Republic of Armenia (except for the
permanent establishment record registered in the Republic of Armenia of a non-resident organisation
or a non-resident individual) within the territory of the Republic of Armenia, as well as in cases where
the obligation for calculating and paying VAT with regard to the transaction involving supply of goods,
performance of work or rendering of services carried out by a non-resident organisation having no
permanent establishment record-registered in the Republic of Armenia or by a non-resident individual
having no permanent establishment record-registered in the Republic of Armenia shall be undertaken
— in accordance with Section 4 of the Code — by a resident organisation or a resident individual of the
Republic of Armenia or the permanent establishment record-registered in the Republic of Armenia of the
nonresident organisation or the non-resident individual who is considered to be a party to the transaction,
the formed tax bases and original costs shall be determined as of the date of issuance of the relevant
settlement document based on the average market exchange rate announced by the Central Bank of the
Republic of Armenia;
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H. PERSONAL TAX
« Resident and non-resident individuals shall be deemed to be income taxpayers;

Tax amount of the taxable income paid by a tax agent shall be calculated as of the date of payment of
that income, based on the average market exchange rate announced by the Central Bank of the Republic
of Armenia as of that day.

« Individual entrepreneurs and notaries — as individuals — shall be deemed to be income taxpayers only
in respect of their personal income.

The following shall be considered subject to income tax:

* Regarding resident individuals — the gross income derived from sources of and/or outside Armenia,
except for entrepreneurial income of individual entrepreneur’s record-registered in Armenia and notaries;

* Regarding non-resident individuals — the gross income derived from Armenian sources, except for
income attributable to a permanent establishment of non-resident individuals carrying out activities
in Armenia through a permanent establishment and/or deriving Armenian-sourced income through a
permanent establishment, as well as income derived from foreign economic activity.

The following shall be considered to be the income tax base:

* Regarding resident individuals — taxable income, which is determined as the positive difference between
gross income and deducted income;

* Regarding non-resident individuals — taxable income, which is determined as the positive difference
between gross income and deducted income prescribed by the Tax Code.

Income tax rates:

* The income tax against the tax base is calculated at a flat rate of 23% starting from 1 January 2020 and
will be gradually lowered to 20% as follows:

o 22 % starting from 1 January 2021;
o 21% starting from 1 January 2022; and
o 20% starting from 1 January 2023;
« The income tax on interest shall be calculated at a 10% rate, according to the withholdings prescribed
by the Tax Code;
« The income tax on royalties shall be calculated at a 10% rate;
« The income tax on rentals shall be calculated at a 10% rate, whereas in case the total of the rentals

received during the tax year exceeds AMD 58.35 million, an additional income tax at a 10% rate shall be
calculated on the surplus;

* The income tax on dividends received by foreign nationals and stateless persons shall be calculated
at a 5% rate, and the income tax on dividends received by citizens of the Republic of Armenia shall be
carried out at a 5% rate;

*  Theincome tax on the total income received from tax agents as a result of the alienation of property shall
be calculated at a 10% rate;

*  Theincome tax on income received from the alienation of a building, its apartments or other premises by
a constructor shall be calculated at a 20% rate.

I. TREATY AND NON-TREATY WITHHOLDING TAX RATES

Dividends
Interest Royalties
Individuals, Qualifying (%) (%)
companies (%) companies (%)
Domestic rates
Companies 10 10 0/10 10
Individuals 10 N/A 10 10
Treaty countries:
Austria 15 5 10 5
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Belarus 15 10 10 10
Belgium 15 5 10 8
Bulgaria 10 5 5/10 5/10
Canada 15 5 10 10
China 10 5 10 10
Croatia 10 0 10 5
Cyprus 5 0 5 5
Czech Republic 10 10 5/10 5/10
Denmark’ 5/15 0/5 5/10 5/10
Estonia 15 5 10 10
Finland 15 5 5 5/10
France 15 5 10 5/10
Georgia 10 5 10 5
Germany 10/15 7/15 5 6
Greece 10 10 10 5
Hungary 10 5 5/10 5
India 10 10 10 10
Indonesia 15 10 10 10
Iran 15 10 10 5
Ireland 15 0/5 0/5/10 5
Israel 15 0/5/15 5 5/10
Italy 10 5 10 7
Kazakhstan 10 10 10 10
Kuwait 5 5 5 10
Latvia 15 5 10 10
Lebanon 10 5 8 5
Lithuania 15 5 10 10
Luxembourg 15 5 10 5
Moldova 15 5 10 10
Netherlands 15 0/5 5
Poland 10 10 10
Qatar 10 5 5
Romania 10 5 10 10
Russia 10 5 10 0
Serbia 8 8 8 8
Slovak Republic 10 5 10 5
Slovenia 10 5 10 5
Spain 10 0 5 5/10
Sweden 15 0/5 5 5
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n Dividends Interest Royalties
Individuals, Qualifying (%) (%)
companies (%) companies (%)
Switzerland 15 5 10 5
Syria 10 10 10 12
Thailand 10 10 —-/10 15
Turkmenistan 15 5 10 10
Ukraine 15 5 10 0
United Arab Emirates 3 3 0 5
United Kingdom 10/15 0/5 5 5
Notes:
1. Effective date: 1 January 2020.
AUSTRALIA
MEMBER FIRMS
City Name Contact Information
Adelaide Nicole Peterson +618 8373 5588
nicole.peterson@pkfsa.com.au
Brisbane Gary Calford +617 3839 9733
gary.calford@pkf.com.au
Canberra Ross Di Bartolo +612 6257 7500
ross.dibartolo@pkf.com.au
Gold Coast Scott Mcmurtrie +617 5553 1000
scott. mcmurtrie@pkf.com.au
Hobart Daniel Rands +613 6231 9233
drands@pkftasmania.com .au
Melbourne Timothy Bow +613 9679 2222
tbow@pkf.com.au
Newcastle Darren Shone +612 4963 5116
dshone@ pkf.com.au
Perth Chris Roos +618 9426 8999
croos@pkfmack.com .au
Sydney lain Spittal +612 8346 6076
ispittal@ pkf.com.au
Tamworth Mark O'Connor +612 6768 4500
moconnor@ pkf.com.au
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BASIC FACTS

Full name: Commonwealth of Australia
Capital: Canberra

Main languages: English

Population: 25.44 million (2020 estimate)
Monetary unit: Australian Dollar (AUD)
Internet domain: .au

Int. dialling code: +61

KEY TAX POINTS

* Australian resident companies are subject to company income tax on income derived from all sources.
Non-resident companies are required to pay income tax only on Australian-sourced income.

« There is no branch profits tax in Australia. However, Australian branches of foreign companies will
generally only be taxed on Australian-sourced income at the prevailing company tax rate.

« All entities that carry on an enterprise in Australia are required to register for the goods and services tax
(GST) if their annual turnover meets the registration turnover threshold.

* Australia has a CFC regime which is designed to ensure certain types of passive and associated party
income of a CFC is included in the controlling Australian resident's taxable income each financial year.

*  Where foreign sourced income is included in assessable income, tax credits are available equal to the
lesser of the foreign tax paid and the Australian tax payable. Credits are also available to Australian
companies for foreign tax paid under the CFC regime on attributed income.

*  Wholly-owned groups of Australian companies and trusts can elect to have their income tax liability
calculated on a consolidated basis.

* Non-arm's length international profit-shifting arrangements and other international transactions between
related parties are governed by transfer pricing rules which give the Commissioner of Taxation the power
to calculate the income tax payable based on arms-length prices.

«  Withholding tax must be deducted from interest, royalties and dividends (to the extent they are not
franked) paid to non-residents.

« Income tax is payable by Australian resident individuals on non-exempt income derived from worldwide
sources. Non-resident individuals are only required to pay tax on Australian-sourced income.

« There is no separate capital gains tax, but capital gains are included in taxable income. The tax treatment
of capital gains and losses is generally the same for individuals and trustees as for companies, but there
are some differences (e.g. Australian resident individuals and trustees, unlike companies, can claim a
50% discount of capital gains on assets held for more than one year). Small business CGT concessions
may also reduce capital gains where certain conditions are met.

« There is no net wealth tax, real estate tax or inheritance or gift tax.
A. TAXES PAYABLE

COMPANY TAX

Australian resident companies are subject to company income tax on their income derived from all sources.
Non-resident companies are required to pay income tax only on Australian-sourced income. Resident
companies are those that are incorporated in Australia or those that carry on business in Australia and either
have their central management and control in Australia or their voting power controlled by shareholders who
are Australian residents.

The tax year runs from 1 July to 30 June. Companies' financial years usually coincide with the tax year. A
taxpayer can choose to have an accounting period different to the tax year if they wish but this will require
additional costs of preparing another set of accounts based on the tax year. Alternatively, if a taxpayer has
a good reason for having a financial year other than 1 July to 30 June they can apply to the Australian Tax
Office to have a substituted accounting period (SAP) and align the tax year with their financial year. The
Australian Tax Office will generally accept applications for an SAP where an Australian subsidiary wants
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to align its tax year with its foreign parent company's financial year. The company tax rates applied to the
company's taxable income are:

*  27.5% for companies with aggregate annual turnover of less than AUD 50 million for the 2019/20 income
year); and

*  30% for all other companies.

Note, the reduced rate of company tax does not apply to entities which derive more than 80% of revenue
from passive income.

A company is generally required to 'self-assess' its likely tax liability in a financial year and pay tax by quarterly
instalments with the final tax liability being reconciled in an annual tax return. 'Likely tax' is the latest estimate
of tax payable made by the company in a current financial year. If no estimate is made, 'likely tax' is the tax
assessed in the preceding year. Company tax is payable on a quarterly basis (except for companies with a
turnover of greater than AUD 20 million which are required to remit instalments monthly). Companies that are
not required to report their goods and services tax (GST) on a monthly basis and with income tax payable
of less than AUD 8,000 for the most recent income year can elect to pay an annual instalment of tax rather
than quarterly instalments. Generally, the annual payment date is 21 October when the income year ends
on 30 June.

Monthly or quarterly company tax instalments are payable within 21 days after the end of each month/quarter
of the financial year. However, where taxpayers are eligible to pay other quarterly obligations on a deferred
basis (namely those entities that are required to pay GST on a quarterly basis); the due date is the 28th day
after the end of the quarter (except for the December quarter in which case payment date is 28 February).
There are two methods of working out the instalment payment amount as follows:

* Instalment Income Option: the payment amount is the amount of gross assessable income earned for that
month or quarter (less capital gains) multiplied by the instalment rate. The instalment rate is advised by
the Tax Office and is based on the company tax paid on the most recent tax assessment divided by the
company's turnover (less capital gains). This method is available to all taxpayers.

*  GDP adjustment notional tax option: the payment income amount is based on the assessable income
figure from the most recent tax return multiplied by a GDP factor. The income amount is advised by the
Tax Office. This method is available for individual taxpayers or other entities where their most recent
assessed taxable income was under AUD 2 million. Certain categories of taxpayers such as farmers,
sports people and artists may meet their liability for these four instalments by making two payments per
year.

BRANCH PROFITS TAX

There is no branch profits tax in Australia. However, Australian branches of foreign companies will generally
only be taxed on Australian-sourced income at the prevailing company tax rate.

GOODS AND SERVICES TAX (GST)

All entities that carry on an enterprise in Australia are required to register for the goods and services tax (GST)
if their annual turnover meets the registration turnover threshold of AUD 75,000 or AUD 150,000 for not-for-
profit organisations. Once registered, entities are required to charge 10% GST on all goods and services that
they supply within Australia, unless the supplies are specifically excluded, such as education, health, child
care services and certain types of food.

Registered entities are entitled to claim an 'input tax credit' equal to the amount of GST paid on purchases,
provided that those purchases were used for a 'creditable purpose' in carrying on their enterprise. This means
that the cost of the GST is effectively borne solely by the end user. However, there are two exceptions to the
general rule:

(1) GST-free supplies (zero rated supplies): These supplies are provided by enterprises to their customers
free of GST, and the enterprise is also allowed to claim input tax credits on its creditable business
acquisitions. Examples include education and health providers and certain types of food.

(2) Input taxed supplies: These supplies are provided by enterprises to their customers free of GST, but the
enterprise is not allowed to claim any input tax credits on its creditable business acquisitions, effectively
treating the supplier as an end user. Examples include financial services providers and residential
accommodation supplies.

The GST collected from customers is remitted to the Federal Government on a quarterly or monthly basis,
depending on the size of the entity's annual turnover.
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There are new rules regarding the supply of goods and services by non-residents to Australian consumers
which should be considered particularly digital services such as software.

FRINGE BENEFITS TAX (FBT)

Fringe benefits tax is a federal tax that is payable by resident and non-resident employers (with sufficient
connection with Australia) on certain benefits that are provided to their employees. The tax is levied at a
rate of 47% for the FBT year ending 31 March 2020 on the 'grossed-up taxable value' of each benefit that is
provided to employees. FBT is separate from income tax.

In calculating the 'grossed-up taxable value' of a fringe benefit, the provider must first determine whether they
are entitled to a GST input tax credit on that benefit. If so entitled, the value of the benefit must be 'grossed
up' using a rate of 2.0802 for the 2020 FBT year. In all other cases, the value of the benefit is grossed up
using a rate of 1.8868.

The grossing up methodology effectively levies tax on the benefit at the rate of tax that an employee on the
highest marginal tax rate would pay on the cash salary required for them to pay for the benefit out of after
tax salary and taking into account any GST input tax credit the employer can claim on providing the benefit.
Employees can make non-tax deductible contributions towards the private use component of a benefit to
reduce the taxable value, thereby reducing the FBT payable.

The FBT year runs from 1 April to 31 March. If the prior year's FBT liability is AUD 3,000 or more, it is payable
on a quarterly basis on the same payments dates as quarterly company tax (see above). If the total FBT
liability is less than AUD 3,000, an annual payment is required. The annual FBT return is due for lodgement
by 21 May of each year. Any FBT paid in Australia by an employer is generally deductible for Australian
income tax purposes.

SUPERANNUATION CONTRIBUTIONS

Employers are required to make superannuation contributions on behalf of their employees at a rate of 9.5%
(from 1 July 2014) of the employee's salary and wages. The rate will remain at 9.5% up until 30 June 2021;
this will increase to 10% from 1 July 2021 and will increase gradually until the rate reaches 12% on 1 July
2025. Contributions are required on a quarterly basis.

If insufficient contributions are made, employers are liable for a Superannuation Guarantee Charge. The
‘charge’ includes the shortfall in the contributions together with an interest component and an administration
fee. Employers who have a superannuation guarantee shortfall are required to lodge a Superannuation
Guarantee Statement together with the 'charge’ on the 28th day of the second month following the end of
the quarter.

Superannuation contributions made by employers for their employees are generally income tax deductible
and subject to 15% contributions tax payable by the superannuation fund. Where the employee’s aggregate
taxable income and concessional superannuation contributions exceed AUD 250,000 additional tax of 15% of
the excess contributions is payable. Employees can make superannuation contributions on a “salary sacrifice”
basis which effectively means these contributions are also tax deductible. There is a cap on the annual
deductible aggregate superannuation contributions of AUD 25,000 for employees of all ages applying from 1
July 2017. Where concessional contributions exceed the cap, the excess amount is included in the individual's
assessable income and taxed at their marginal tax rate. From 1 July 2018, individuals with superannuation
balances of less than AUD 500,000 will have the ability to carry forward unused concessional contributions
from up to the five previous financial years, and use the amounts to make additional concessional
contributions during a particular financial year.

OTHER TAXES
Other Federal taxes include:
(1) Customs & Excise duties on certain imported items.

(2) The Petroleum Resource Rent Tax (PRRT) regime applies to onshore petroleum projects - including coal
seam gas, tight gas and shale oil projects - as well as the offshore North West Shelf project. The PRRT is
payable on the taxable profit of a person in relation to a petroleum project. If a person has an entitlement
to assessable petroleum receipts from a production licence they will have a petroleum project.

(3) Minerals resource rent tax: this tax was repealed effective September 2014.
(4) Excise on fuel, tobacco and alcohol.

(5) Luxury Car Tax of 33% is payable on the value of certain vehicles that exceed the luxury car threshold of
AUD 67,525 for the 2019/2020 year.
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(6) Wine Equalisation Tax is a tax of 29% of the whole sale value of wine imported into Australia or sold by
wholesale.

LOCAL TAXES
The States and Territories of Australia impose the following taxes:
(1) Stamp Duty: payable on specified transactions, including certain transfers of property.

(2) Payroll tax: payable by employers who have total payrolls exceeding specified thresholds which vary from
State to State. Payroll tax rates between each State and Territory varies from 4.75% - 6.85%.

(3) Land and property taxes.
(4) Workcare / workers compensation levies or premiums.
(5) Insurance Duty: payable on certain insurance premiums.

B. DETERMINATION OF TAXABLE INCOME

Taxable income equals assessable income less allowable deductions. Assessable income includes
ordinary income under common law and statutory income but does not include specifically exempt or non-
assessable income. Generally, to be deductible, losses and outgoings must relate to the gaining or producing
of assessable income. Some items are specifically non-deductible, such as penalties and fines. Capital
expenses are generally non-deductible but may be deducted over time as a capital allowance or included
in the capital gains tax (CGT) cost base. Expenses incurred in producing exempt income are also non-
deductible. It is possible to claim a portion of expense items that have dual purposes. Special rules apply in
respect of the categories listed below.

CAPITAL ALLOWANCES

Plant, equipment and other depreciable items are generally written off over their effective life. There are
alternative rules for small business taxpayers with average turnover less than AUD 10 million. Taxpayers
may self-determine the effective life of plant to calculate the tax depreciation rate or instead may rely on tax
rates published by the Commissioner of Taxation. Either the straight-line or diminishing-value methods of
depreciation can be used for each item of plant and is determined as follows:

(1) Straight-line method: 100% divided by the Asset's effective life.
(2) Diminishing-value method: 200% divided by the Asset's effective life.

Motor vehicles are subject to an indexed depreciation cost limit. The limit for the 2019/2020 financial year is
AUD 57,581. A small business can pool depreciable assets in a general small business pool to be written off
at one rate. The deduction for an asset acquired during an income year and allocated to the general small
business pool is 15% of the taxable purpose proportion of its adjustable value. The general small business
pool is written off at 30% per income year thereafter.

Effective from 12 May 2015 until 30 June 2020 small business taxpayers can claim an immediate write-
off of eligible assets costing less than AUD 30,000. This temporary upfront write-off will revert to the AUD
1,000 threshold for assets acquired after 30 June 2020. Most business-related capital expenses that are not
otherwise deductible, included in the cost of depreciable assets or included in the CGT cost base of an asset,
are deductible over five years.

STOCK / INVENTORY

All trading stock on hand at the beginning of the year of income and all trading stock on hand at the end of
that income year must be taken into account in determining taxable income.

Each item of inventory must be valued at the end of each financial year at:

«  Cost price valued at full absorption cost;

«  Market selling value (the current selling value in the taxpayer's trading market); or,
* Replacement cost.

The closing value adopted becomes the opening value at the beginning of the following income year.
Acceptable valuation methods include FIFO, average cost, standard costing and retail inventory method. Non-
acceptable valuation methods include LIFO and the base stock method. Certain small business taxpayers
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who have an annual turnover of less than AUD 10 million are only required to make such valuations where
the value of their stock changed by more than AUD 5,000.

CAPITAL GAINS AND LOSSES

Net capital gains are generally included in the determination of assessable income. Capital losses cannot
be deducted from assessable income, and can only be offset against capital gains. Capital losses can be
carried forward indefinitely to offset against future capital gains. Net capital gains are determined by deducting
the cost base of an asset from the proceeds received on disposal of that asset. The purchase price of an
asset purchased prior to 21 September 1999 can be adjusted for inflation indexation to the quarter ending
30 September 1999. Indexation is not available for assets purchased after 21 September 1999. In lieu of
indexation, individuals and trustees may be eligible for a 50% reduction in their assessable capital gain if
certain conditions are met. Complying superannuation funds are eligible for a 33.33% discount. This reduction
is not available for companies.

Small business taxpayers which meet the eligibility conditions may access the Small business CGT
concessions which contain CGT exemptions and reduction concessions, which may allow the taxpayer to
disregard or defer some or all of a capital gain arising from an active asset utilised in a small business. Other
exemptions from capital gains tax may also be available, such as the main residence exemption, gains from
foreign branches or small business exemptions for businesses that satisfy certain criteria. Foreign residents
are exempt from Australian CGT except on Australian real property; business assets used in an Australian
permanent establishment (PE); or equity interests in Australian or foreign companies or trusts with substantial
interests in Australian real property either directly or indirectly through interposed entities. Australian real
property includes Australian land and mining, quarrying and prospecting rights over Australian land.

The 50% CGT discount for non-residents was removed on capital gains accrued after 8 May 2012 on Taxable
Australian Property such as real estate and mining assets. However, non-residents will still be entitled to the
50% discount on capital gains accrued prior to this date (after offsetting any capital losses) provided they
obtain a market valuation of assets as at 8 May 2012. Please also note that non-residents are no longer
entitled to the main residence exemption.

DIVIDENDS

In general, dividends received by resident shareholders from resident companies are taxable but grossed
up for any franking credits attached. The franking credits are equivalent to the tax paid by the company on
its profits out of which the dividend was paid. However, resident shareholders are allowed a tax offset of tax
equal to the amount of any franking credits on the dividend. Dividends received from non-resident companies
do not qualify for this tax offset, but may be entitled to a foreign tax credit (see foreign tax relief below).
Alternatively, the dividend may be tax-exempt if the recipient is an Australian company that has a 10% or
greater interest in the foreign company.

Dividends paid by non-resident companies in certain foreign countries are also exempt to the extent that
they represent profits already taxed in Australia under Australia's Controlled Foreign Corporation (CFC)
rules. Dividends paid by resident companies to non-resident shareholders are not subject to income tax but
may be subject to withholding tax to the extent that the dividends are not franked (i.e. have been paid out of
Australian-taxed profits). Payments of dividends are not generally tax deductible.

INTEREST DEDUCTIONS

Interest is generally deductible to the extent it relates to funds borrowed for income-producing purposes.
Interest deductions may be restricted by the thin capitalisation provisions. The thin capitalisation rules seek
to deny deductions for interest payments if the taxpayer's debt exceeds 60% of the value of its assets. The
interest attributable to this excess is denied deductibility. An exception to this rule is where the taxpayer can
satisfy an 'arm's length test', which focuses on the taxpayer's likely borrowings if it had acted at arm's length
and what independent lenders would lend to the taxpayer on arm's length terms. Taxpayers can also access
a ‘worldwide gearing test’ which broadly allows a proportion of debt levels in Australia which matches that of
the worldwide group.

The thin capitalisation provisions apply to foreign controlled Australian entities and the inward investments
of foreign nationals and Australian-based entities with foreign investments. A de minimis rule ensures that
all corporate entities and their associates (regardless of their nature or business) that claim no more than
AUD 2 million for the financial year in debt deductions per income year will not be subject to the thin
capitalisation rules.
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MANAGED INVESTMENTS

There are complex rules relating to Managed Investment Trusts (MIT) that can reduce the withholding rates
applicable to payments made to foreign residents. These rules should be carefully considered if applicable
as they are complex.

LOSSES

A tax loss is the excess of allowable deductions over assessable income (not including exempt income)
and can be carried forward indefinitely to offset against future taxable income. For companies and trusts
the deductibility of losses is restricted by a 'continuity of ownership' test (more than 50% of voting, dividend
and capital rights). Alternatively, the loss is deductible if the company passes a 'same business' or ‘similar
business’ test.

FOREIGN SOURCED INCOME

(i) Controlled Foreign Corporations (CFCs): Australia has a CFC regime which is designed to ensure certain
types of passive and associated party income of a CFC is included in the controlling Australian resident's
taxable income each financial year. In general, a foreign company will be regarded as a CFC where:

* Five or fewer Australian residents hold an associate inclusive 50% interest in the foreign
corporation or have de facto control of the foreign entity;

* An Australian entity (and its associates) has 40% or greater control in the foreign corporation,
unless they can prove that their interest is not a controlling interest; or,

« lrrespective of the interests in a foreign company, a group of five or fewer Australian entities (either
alone or together with associates) has actual control of the company.

CFCs in seven listed countries (USA, UK, France, Germany, Japan, Canada and New Zealand) are largely
exempted from the CFC rules. There are several exemptions to the CFC rules including an active business
exemption. The Government is currently reviewing the CFC provisions with a view to simplifying the rules.

(i) Most foreign branch profits and capital gains of a resident company are generally not taxed when the
income or gain is derived in carrying on a business through a permanent establishment in the following
listed countries: UK, US, Canada, France, Germany, Japan and New Zealand. Losses from branches in
the countries listed above cannot be claimed. Foreign branches of resident companies in other countries
(unlisted countries) are generally not subject to tax on profits or gains where the income is from an 'active
business' and for capital gains where the company used the asset wholly or mainly in an active business.
Associated losses are also not deductible against the Australian source income of the entity.

CONDUIT FOREIGN INCOME

The conduit foreign income rules allow foreign income and certain foreign capital gains to flow through
Australian companies and other interposed entities to foreign residents without being taxed in Australia.

ANTI-HYBRID RULES

Australia has recently introduced hybrid mismatch rules, applicable to income years commencing on or after 1
January 2019. These rules are intended to prevent Australian taxable entities from being able to avoid income
tax, or obtain a double non-taxation benefit, by exploiting differences between the tax treatment of entities and
instruments across different countries.

These rules are complex and far-reaching. As well as targeting actual hybrid mismatch arrangements (i.e.
when there is a difference in international tax treatment between instruments or entities that leads to effective
double deductions or deductions without income inclusion) the rules also apply to financing arrangements
such as ordinary loans from foreign related parties where the lender is taxed at 10% or less.

These rules do not contain a de minimis threshold nor a grandfathering exclusion. Importantly, they do not
require a tax avoidance motive to be applicable. There are, however, a number of carve-outs to consider.

The hybrid mismatch rules target payments which give rise to:
a) a tax deduction in two or more countries (deduction/deduction (DD) outcome);

b) a tax deduction in one country and no assessable income in any other country (deduction/non-inclusion
(DNI) outcome);

c) interest payments made to foreign related parties where the lender is taxed at 10% or less (in some
circumstances); or
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d) certain distributions which give rise to a tax deduction in a foreign country.

These rules can apply where there is a direct Australian group member participant but also if there is no direct
Australian participant but the arrangement can be traced under the rules to the Australian entity.

The effect of the hybrid rules is to deny an Australian tax deduction or increasing Australian assessable
income.

INCENTIVES

Specific write-offs are provided for the mining and primary production industries. Special taxation treatment
is also afforded to investment in innovative Australian companies through a 'venture capital tax concession'.
The Research & Development (R&D) tax incentive provides a tax offset for eligible R & D activities targeting
R&D activities that benefit Australia. The two core components of the incentive include:

« Refundable tax offset for certain eligible entities whose aggregated turnover is less than AUD 20 million;
* A non- refundable tax offset for all other eligible entities.

OTHER

(i) Debt Forgiveness: Where a commercial debt is forgiven, special provisions operate in some
circumstances to effectively tax the borrower on the benefit received as a result of the forgiveness of the
debt. The 'net forgiven amount' is not included directly in the borrower's assessable income but is applied
against the borrower's tax attributes in the following order:

(1) Reduction of revenue losses.

(2) Reduction of net capital losses.

(3) Reduction of deductions for particular expenditure.
(4) Reduction of the cost base of certain assets.

(i) Debt/Equity Rules: The debt equity rules determine the nature of an instrument for taxation purposes.
Broadly speaking, the rules are based on the substance of the arrangement rather than its legal form.
The rules determine whether a return on a debt or equity interest in an entity may be frankable and non-
deductible (like a dividend) or may be deductible to the entity and not frankable (like interest).

(iii) Taxation of Foreign Exchange (forex) Gains or Loss: Special rules tax forex gains and allow tax
deductions for forex losses. The rules apply to transactions where there is a disposal of foreign currency
or a disposal of a right to foreign currency, a ceasing of a right or obligation to receive foreign currency,
or a ceasing of a right or obligation to pay foreign currency. These provisions will not apply where the
taxpayer has made certain elections.

(iv) Taxation of Financial Arrangements (TOFA): Broadly, the TOFA regime defines what constitutes
a financial arrangement and provides a framework for calculating gains and losses on financial
arrangements through default and elective tax timing methods. In broad terms, it is directed to entities
that have:

*  Aggregated turnover of greater than AUD 100 million; or,
« Assets of greater than AUD 300 million
However, certain exceptions apply.

C. FOREIGN TAX RELIEF

Where foreign sourced income is included in a taxpayer's assessable income, foreign income tax offsets are
available at the lesser of the foreign tax paid or the Australian tax payable. Any withholding tax paid on an
assessable dividend from a foreign company will generally be allowed as a foreign income tax offset.

D. CONSOLIDATED CORPORATE GROUPS

Wholly-owned groups of Australian companies and trusts can elect to have their income tax liability calculated
on a consolidated basis. This means that the entire group is treated, and taxed, as a single corporate taxpayer.
Where the parent of Australian subsidiary entities is a foreign entity, the consolidation regime allows for the
Australian subsidiary entities to be grouped under the consolidation regime where certain conditions are met.

E. RELATED PARTY TRANSACTIONS
Non-arm's length international profit-shifting arrangements and other international transactions between

51 PKF Worldwide Tax Guide 2020/21



Australia

related parties are governed by transfer pricing rules which give the Commissioner of Taxation the power to
calculate the income tax payable based on arm's length prices.

Documentation requirements and arm’s length conditions aim to better align Australian requirements with
OECD Guidance material. Contemporaneous documentation should be prepared prior to lodgement of the
entity’s income tax return and records should be made readily available to avoid failing to demonstrate a
reasonably arguable position in the event of a transfer pricing adjustment.

The Australian Government has adopted a number of the recommendations of the OECD/G20 Base Erosion
and Profit Shifting (BEPS) Action Plan. Australia is currently one of 49 countries that will facilitate the
exchange of Country by Country reports between tax authorities in different jurisdictions to better assess
transfer pricing risks. The measure takes effect from income years commencing on, or after, 1 January 2016.
It requires multinational entities with an annual global income of AUD 1 billion or more to provide the ATO
with reporting statements within 12 months after the end of their income tax year.

It is also necessary for all Australian entities who are part of a consolidated accounting group where revenue
exceeds AUD 1 billion to annually lodge a Master File and Local File with the ATO. It is also necessary to
lodge a Country-by-Country report or notify the ATI if a group entity has lodged this overseas.

F. WITHHOLDING TAXES

Withholding tax must be deducted from interest, royalties and dividends (to the extent they are not franked)
paid to non-residents. Liability for the remittance of withholding taxes rests with the payer of such amounts.
Withholding tax is collected through the PAYG system and is determined according to the payer's PAYG
withholding status. The payer is also required to lodge an annual report with the Commissioner of Taxation
where such amounts have been withheld during the financial year. The relevant withholding tax rates are:

Type of income Rate
1. Dividends - franked 0%
2. Dividends — unfranked’ 0 - 15% (treaty countries); 30% (non-treaty countries)
3. Interest 10% (NIL for financial institutions under certain treaties)
4. Royalties 5% - 15% (treaty countries); 30% (non-treaty countries)

Note:

1. Australia does not impose withholding tax on dividends to the extent they are franked. To the extent
dividends are unfranked, i.e. when paid out of profits of a company that have not borne Australian tax, the
rate can be as low as 0% or 5%, if the beneficial owner of the dividends is a company that holds at least
80% or 10%, respectively, of the voting power in the payer. In all other cases, the rate is generally 15%.

G. EXCHANGE CONTROL

Where more than AUD 10,000 of Australian currency is physically taken out of Australia, the departing
individual must report this to an Australian Customs Officer, or to the Australian Transaction Reports and
Analysis Centre, (AUSTRAC). Equivalent amounts of foreign currency that are brought into Australia must
also be reported.

H. PERSONAL TAX

Income tax is payable by Australian resident individuals on non-exempt income derived from worldwide
sources. Non-resident individuals are only required to pay tax on Australian-sourced income. Residency is
generally determined by reference to common law principles of residence. However, an individual can also
be deemed an Australian resident if the individual's domicile is in Australia (unless they have a permanent
place of abode outside Australia) or where the individual has spent more than one half of the relevant year
of income in Australia (unless their usual place of abode is outside Australia and they do not intend to take
up residence in Australia).

Individuals that become residents for a short time may be eligible for the temporary resident tax exemptions
on their foreign income and capital gains. If they are holders of a temporary resident visa (generally for up to
four years but may be longer), they will not be taxed on foreign-sourced income unless the income relates to
employment or services rendered while they are a resident of Australia. In addition, temporary residents are
not taxed on capital gains except for gains on 'Taxable Australian Property' (see capital gains section above).
Income tax is payable on taxable income, which is the 'excess' of assessable income less allowable deductions.
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Assessable income includes business income, employment income, capital gains on certain assets, dividends,
rent and interest. Allowable deductions include outgoings incurred in gaining or producing assessable income
such as interest expenses and statutory deductions such as tax-deductible gifts to specified charitable entities.

Most individual taxpayers that are employees will generally have Pay-As-You-Go (PAYG) tax instalments
withheld from their salary or wage payments by their employers. Most individuals who are either self-
employed or who earn non-salary income are required to make interim payments of tax during the financial
year. The amount of these instalments is calculated using the same method outlined in section ‘A’ above for
companies. Individuals with a most recent notional tax assessment of less than AUD 8,000 can elect to make
an annual payment, otherwise interim payments are generally required either 21 days after the payment
period (or 28 days if they are deferred business activity statement (BAS) payers).

A 2% levy, called the Medicare Levy, is payable by resident individual taxpayers. This levy covers basic
hospital and medical expenses for all Australian residents and is assessed on the taxable income of resident
individual taxpayers with no maximum ceiling on the amount payable. Low income taxpayers may be eligible
for an exemption or reduced levy.

Temporary residents will generally be eligible to obtain a Medicare levy exemption. Higher income individuals
without private health insurance are subject to an additional Medicare Levy Surcharge of between 1% and
1.5%.

A rebate is available to resident taxpayers for the cost of private health insurance. The rebate is subject to an
income test and differs depending on the age of the taxpayer. A low income tax offset is available, dependent
on income levies. Various other tax offsets are also available to resident individual taxpayers such as medical
expenses rebate, zone offsets and superannuation offset. The tax rates for Australian individual residents and
non-residents in the 2019/2020 financial year are outlined as follows:

Resident Individuals - rates 2019/2020

Taxable Income Taxable Income Tax On Rate On
Exceeding Not Exceeding Lower Amount Excess
AUD AUD AUD %
0 18,200 0 0.0
18,201 37,000 0 19.0
37,001 90,000 3,572 325
90,001 180,000 20,797 37.0
180,000 — 54,097 45.0

Note, these rates exclude 2% Medicare Levy and Medicare Levy Surcharge.

Non-resident Individuals - rates 2019/2020:

Taxable Income Taxable Income Tax On Rate On
Exceeding Exceeding Lower Amount Excess
AUD AUD AUD %
0 90,000 0 325
90,001 180,000 29,250 37.0
180,000 — 62,550 45.0
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D I. TREATY AND NON-TREATY WITHHOLDING TAX RATES
Dividends' Interest? Royalties®

(%) (%) (%)
Resident corporations or individuals: 0 0 0
rl:lg:_-tzzzig/egéfgtrr[i):sr?tions or individuals of 30 10 30
Treaty countries:
Argentina 10/15 12 10/15
Austria 15 10 10
Belgium 15 10 10
Canada 5/15 10 10
Chile 5/15 5/15 5/15
China 15 10 10
Czech Republic 5/15 10 10
Denmark 15 10 10
East Timor 15 10 10
Fiji 20 10 15
Finland 0/5/15 10 5
France 0/5/15 0/10 5
Germany 15 10 10
Greece 30 10 30
Hungary 15 10 10
India 15 15 10/15/20
Indonesia 15 10 10/15
Ireland 15 10 10
Italy 15 10 10
Japan 0/5/10 0/10 5
Kiribati 20 10 15
Korea 15 15 15
Malaysia 0/15 15 15
Malta 15 15 10
Mexico 0/15 0/10/15 10
Netherlands 15 10 10
New Zealand 0/5/15 0/10 10
Norway 0/5/15 0/10 5
Papua New Guinea 15/20 10 10
Philippines 15/25 0/10/15 15/25
Poland 15 10 10
Romania 5/15 10 10
Russia 5/15 10 10
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Singapore 15 10 10
Slovak Republic 15 10 10
South Africa 5/15 0/10 5
Spain 15 10 10
Sri Lanka 15 10 10
Sweden 15 0/10 10
Switzerland 0/5/15 0/10 5
Taiwan 10/15 10 12.50
Thailand 15/20 10/25 15
Turkey 15 10 10
United Kingdom 0/5/15 0/10

United States 0/5//15 10/15

Vietnam 10/15 10 10

Notes:

1. Franked dividends paid by Australian resident companies to non-residents are exempt from dividend withholding
tax. To the extent dividends are unfranked, i.e. when paid out of profits of a company that have not borne
Australian tax, the rate can be as low as 0% or 5%, if the beneficial owner of the dividends is a company that
holds at least 80% or 10%, respectively, of the voting power in the payer. In all other cases, the rate is generally
15%

Non-resident interest withholding tax in Australia is limited to 10% under Australian tax law.

Withholding tax of 30% is generally imposed on the gross amount of royalties paid from Australia to non-
residents. A reduced rate is applicable to residents of treaty countries as listed above.

The various rates may change according to categories and circumstances. Taxpayers should consult the applicable
DTAs to ascertain the applicable rate.

AUSTRIA

MEMBER FIRMS

City Name Contact Information

Graz Clemens Corti +43 316 82 60 82
clemens.corti@pkf.at

Salzburg Stephan RoBlhuber +43 662 84 22 90
Stephan.roesslhuber@pkf.at

Vienna Thomas AuBerlechner +43 1 51 28 780
Thomas.ausserlechner@pkf.at

Vienna Andreas Staribacher +43 1 39 17 00

andreas.staribacher@pkf-
centurion.net

BASIC FACTS
Full name: Republic of Austria
Capital: Vienna
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Main languages: German

Population: 8.90 million (2020 estimate)
Monetary unit: Euro (EUR)

Internet domain: .at

Int. dialling code: +43

KEY TAX POINTS

*  Public and private limited companies and certain other entities, such as cooperative purchasing societies
and mutual insurance companies, are subject to corporate income tax at 25%.

« Resident companies are subject to tax on their worldwide income. Non-resident companies are taxed on
income attributable to an Austrian permanent establishment and certain other Austrian-sourced income.

« There is no specific capital gains tax for limited companies. Capital gains and losses are generally treated
as ordinary business income (or loss) and are taxed at regular corporate income tax rates.

« The group taxation regime allows for offsetting losses against group profits. In certain cases, losses
incurred by non-Austrian resident members of the group may be utilised.

* VAT is generally imposed on the delivery of goods and the supply of services within Austria by
entrepreneurs within the scope of their business and on imports into Austrian customs territory.

*  Austria imposes a 27,5% withholding tax on dividends, unless double taxation treaties provide otherwise.
Withholding tax is also levied on royalties at 20% and interest from banks and financial instruments at 25%.

« Austrian resident individuals are subject to unlimited tax liability on their worldwide income, including
income from trade or business, professional services, employment, property and investments.

* Non-resident individuals are only taxed on Austrian-sourced income. An individual is generally treated as
resident in Austria if he or she is domiciled or establishes a habitual place of abode in Austria (including
a six-month stay in Austria).

A. TAXES PAYABLE

COMPANY TAX

Public and private limited companies and certain other entities, such as cooperative purchasing societies and
mutual insurance companies, are subject to corporate income tax at 25%. Limited companies incurring a tax
loss or earning small profits must pay a minimum tax of EUR 1,750, EUR 3,500 or EUR 5,452 depending
on the legal status of the company and the industry. A reduced minimum tax applies to the first 10 years
upon incorporation. Non-resident companies are not subject to a minimum tax. Minimum tax may be credited
against corporate tax payable in the following years.

Resident companies are subject to tax on their worldwide income. Non-resident companies are taxed on
income attributable to an Austrian permanent establishment, immovable property located in Austria, deposits
with Austrian banks, income from silent partnerships in Austria, income from leasing or renting certain
property in Austria and income from commercial or industrial consulting or providing labour for domestic
use. Companies are deemed to be resident if they are incorporated in Austria (i.e. the registered office is in
Austria) or have their place of effective management in Austria. The fiscal year usually runs from 1 January to
31 December, although a company can choose a different fiscal year under certain circumstances. Corporate
income tax is assessed on an annual basis. However, quarterly advance payments have to be made.

CAPITAL GAINS TAX

There is no specific capital gains tax for limited companies in Austria. Capital gains and losses are generally
treated as ordinary business income (or loss) and are taxed at standard corporate income tax rates. Special
rules apply to capital gains and losses on property sold by legal entities other than limited companies. The
sale of a property by individuals and non-corporate businesses is subject to income tax at a reduced rate of
30% regardless of the holding period. Special rules apply to the calculation of the tax basis for long holding
periods and property purchased before 2002. Deductions are quite restricted.

Exemptions apply to privately owned, main residencies. Another exemption from capital gains taxation
applies to real estate newly built at the seller's own risk unless rented out during the last 10 years before
sale. Capital gains from financial instruments held by private persons are taxed at a reduced rate of 25% or
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27.5% regardless of the holding period. Some capital gains are also taxed with the regular income tax rate
(e.g. income from personal loans).

BRANCH PROFITS TAX

There is no branch profits tax in Austria. Austrian branches of foreign companies are subject to Austrian
(corporate) income tax on Austrian-sourced income only.

SALES TAX / VALUE ADDED TAX (VAT)

VAT is generally imposed on the delivery of goods and supply of services within Austria by entrepreneurs
within the scope of their business and on imports into Austrian customs territory.

The standard VAT rate is 20%. A reduced rate of 10% or 13% applies for example to food or hotel stays.
Some transactions such as exports and intra-community sales B2B are zero-rated. A number of transactions
are exempt from VAT, e.g. sale of financial assets, insurance premiums. VAT is generally assessed on a
calendar year basis. Monthly or quarterly preliminary returns have to be filed.

FRINGE BENEFITS TAX (FBT)

Fringe benefits are subject to salary tax according to the value of the benefit in kind. The fringe benefits are taxed
on the employee. These include e.g. the private use of a company vehicle, free meals or interest-free loans.

LOCAL TAXES

A municipal tax of 3% is levied on the gross payroll of enterprises. In addition, municipalities levy land and
property taxes.

OTHER TAXES
Austria imposes a number of other taxes such as:

* Areal estate transfer tax of 0.5% to 3.5% of the real estate value or, alternatively, based upon a deemed
tax value for some transactions (which is usually not less than the market value).

* Insurance tax on insurance premiums, ranging from 1% to 11%.

«  Social security is payable both by employers and employees with a capped basis of EUR 75,180 p.a.
or EUR 5,370 per month (14 salary payments). The employee rate ranges from 14% to 18% depending
on the employee’s status, age and type of income. The employer rate ranges roughly from 18% to 22%.
Apart from social security contributions, employers have to pay up to 7.32% salary-related charges on top
of gross salary. The total staff costs amount to approximately 130% of gross salary.

«  Stamp duties are due on certain transactions and documents.

« Austria does not levy any tax on inheritance or gifts. No tax is imposed on gratuitous transfers (except
for land transfer tax) but mandatory reporting on such transfers exceeding certain limits has been
implemented.

B. DETERMINATION OF TAXABLE INCOME

Taxable income is calculated as balance between taxable income and allowed deductions. Generally, to
be deductible, losses and expenses must have been incurred to generate taxable income. Restrictions
on deductions apply to capital gains from the sale of properties and financial instruments. From 2014
management compensation exceeding EUR 500,000 per annum is disallowed as deduction for the employer's
corporate income tax. Another restriction applies to long-term (exceeding one year) provisions where the
deductible amount is calculated as the net present value at a discount rate of 3.5% per annum.

Taxable income is based on the profit or loss shown in the financial statements prepared according to Austrian
GAAP (called UGB). The accounting profit/loss is then adjusted for special tax rules according to the Income
Tax Act. Non-deductible taxes (e.g. corporate tax) and non-deductible expenses (such as donations and
general provisions) are added. On the other hand, special allowances and non-taxable income (dividends and
losses carried forward) may be deducted. Under certain circumstances Austria also allows to deduct foreign
losses incurred in permanent establishments or in subsidiaries under the group taxation regime.
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CAPITAL ALLOWANCES

There are some special capital allowances in Austria that are particularly applicable to small and medium-
sized enterprises.

DEPRECIATION

Assets subject to wear and tear have to be depreciated using the straight-line method. If an asset costs less
than EUR 400 it can be written off immediately in the period of acquisition. The Income Tax Act stipulates
fixed depreciation rates for buildings, ranging between 1.5% and 2.5% (depending on the use and type
of building). For company cars, the Income Tax Act stipulates a fixed useful life of eight years for both
acquisition and leasing. The costs of goodwill must be depreciated over fifteen years. The allocation key of the
acquisition costs of a developed property between land and building has partially changed from 20/80 to 40/60
(disputable assumption, guilty in case of lending property). Other assets are depreciated over their useful life.

STOCK / INVENTORY

Stock is valued at the lower of cost or market value. Where inventory is valued according to the cost price,
the FIFO method is generally accepted. Fungible goods may also be valued by using the weighted average
cost method.

CAPITAL GAINS AND LOSSES

Under certain circumstances, roll-over of capital gains is allowed for individuals, trusts or partnerships but
not for limited companies. If fixed assets are sold, gains resulting from disposal may be deducted from the
cost of investments made in the same period or may be allocated to a tax-free reserve to be used against
investments within the following 12 or 24 months. Any amounts not used within this period are subject to tax.

Several restrictions apply to the roll-over of capital gains (e.g. not applicable for limited companies). For
corporate businesses there is no difference in the tax treatment of capital losses versus trading losses.
For international participations, one can choose between tax-free treatment (capital gains and losses,
depreciation is treated as neutral for tax-assessment) or taxable treatment. The declared option is irrevocably
binding for the future. For privately held financial instruments the bank collects a withholding tax of 25% to
27.5% on capital gains.

DIVIDENDS

There is a final withholding tax of 25% on domestic dividends (27.5% if the participation is held by a private
person). Withholding tax does not apply to dividends received by:

*  An Austrian company holding an interest of at least 10% in the distributing company;

« Aforeign resident company holding an interest of at least 10% in the distributing company for a minimum
period of one year.

Where withholding tax is incurred on dividends paid between Austrian resident companies, this is creditable
against the recipient's corporate income tax liability. In accordance with double taxation treaties withholding
tax on dividends may be reduced at source or through a refund procedure.

INTEREST DEDUCTIONS

Interest is deductible on an accruals basis. Austria does not apply a general thin-capitalisation regime but
allows deduction of costs from debt financing rather to a large extent. An important exception however was
introduced on 1 March 2014 whereby interest payable on intra-group loans is only allowed for deduction if
the lender is subject to a 10% income tax on the interest earned in his domicile. In other words, there is no
deduction for interest paid to intra-group financial holdings in tax havens. The same restriction applies to
royalties.

Interest income from bank deposits and securities is subject to a withholding tax of 25%. The withholding tax
on interest is a final tax (income, donation, inheritance) for individuals. Interest income earned by a company
is part of its business income and therefore subject to 25% corporate tax. For such companies, the withholding
tax will be credited to corporate income tax due.

CONTROLLED FOREIGN CORPORATION (CFC) RULES

In accordance with the requirements of the EU Anti-Tax Avoidance Directive (ATAD), passive income (in
particular interest, royalties and dividends) of affiliated companies (more than 50% shareholding) taxed at low
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rates abroad (below 12.5% effective tax rate) can, as of 2019, be taxed in Austria. This is intended to eliminate
the incentive to shift passive sources of income to countries with low tax rates.

MANDATORY CROSS-BORDER NOTIFICATIONS (EU MANDATORY REPORTING LAW)

The year 2020 will see Austria introduce a new law that makes it mandatory to report tax-saving cross-border
arrangements to the tax authorities. Failure to report — regardless of whether the underlying arrangement is
classified as lawful or unlawful — can result in a fine of up to EUR 50,000.

The basis for the new law is the EU Mutual Assistance Directive 2018/822.

Both “marketable” and “bespoke” arrangements must be reported. Notification must be made in advance, and
arrangements between 25 June 2018 and 30 June 2020 will have to be reported retroactively.

LOSSES

Losses incurred by companies may be set off against trading income and capital gains of the same accounting
period. Excess losses may be carried forward indefinitely, but not carried back. However, losses carried
forward may only be set off against the current income, i.e. a minimum of 25% of the income is subject to
corporate income tax, regardless of losses carried forward. The excess loss may be credited against profits
in consecutive years.

Losses incurred by individuals can be carried forward indefinitely if they stem from business sources;
losses from other sources, e.g. rental income or capital assets on the other hand cannot be carried forward
by individuals. Losses by individuals that incur from business investments without active participation in
management, are limited to the contribution paid. Any further losses can only be offset against future profits
from the same income. The 25% minimum taxable income does neither apply to individuals.

FOREIGN-SOURCED INCOME

A resident company is subject to corporate income tax on its worldwide income. Income from foreign sources
is taxable in Austria according to double taxation treaty rules. Austria does not apply specific controlled foreign
company (CFC) legislation. However, to avoid tax abuse, dividends from international participations located
in tax havens may be taxed in Austria if certain anti-abuse criteria are met.

INVESTMENT ALLOWANCE / INCENTIVES

Under certain circumstances, the taxation of realised capital gains can be avoided or deferred by transferring
the amount to an untaxed roll-over reserve. There are special allowances and/or tax incentives for
apprenticeships and research and development (up to 14% allowance).

A further allowance for individuals and partnerships allows for 13% of annual profits to be exempt from tax
provided the allowance amount (other than the first EUR 30,000 of profit) is invested in certain tangible
assets or specific securities with a holding period of at least four years. The allowance is reduced to 7% for
that proportion of annual profits between EUR 175,000 and EUR 350,000 and to 4.5% for that proportion
of annual profits between EUR 350,000 and EUR 580,000. No allowance is available for annual profits that
exceed EUR 580,000.

TRUSTS (PRIVATE FOUNDATION)

An Austrian Trust is a legal entity in civil law in which a donor transfers assets in order to achieve the objects of
the trust. Quite often, the purpose of a trust is part of estate planning to care for family members (‘family trust').
Trusts enjoy some minor tax advantages as certain forms of income (e.g. certain capital gains, dividends,
interest) are not subject to corporate income tax at the trust level. The transfers to private trusts are subject
to a fixed rate of 2.5% donation tax.

Where real estate is transferred, transfer tax (from 0.5% to 3.5% of the real estate value) and donation tax
must be paid. Transfers by the trust to its beneficiaries (natural persons) are subject to withholding tax. Trusts
(Private Foundations) are subject to special tax regimes that vary from company taxation in quite a number
of significant aspects.

C. FOREIGN TAX RELIEF

Austria has concluded a number of double taxation treaties with other countries. Generally, an Austrian
resident is subject to taxation in Austria. The double taxation treaties may either exempt foreign-sourced
income or grant a credit against Austrian tax for foreign taxes paid on the same income or gain in the same
fiscal period.
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D. CORPORATE GROUPS

There is a special regime for the taxation of corporate groups where profits and losses can be set off within the
group. The parent (or head of the national group) must be a resident corporation or permanent establishment
of an EU-corporation. Basically, the parent must hold more than 50% of the shares and voting rights in any
member of the group directly or indirectly and the group status must be kept for a minimum period of three
years. Losses from non-resident group members (restrictions apply to members in tax havens and countries
where Austria has not concluded a treaty with a comprehensive administrative assistance clause) reduce
the Austrian tax basis (subsequent taxation of these losses applies if the foreign group member can realise
losses carried forward in the future). If a member leaves the group for whatever reason before expiration of
the minimum period, tax will be assessed as if it had never been a group member.

Losses arising in relation to a member's investment in another member of the corporate group are generally
not deductible (for example, a realised loss on disposal of a subsidiary or impairment loss). The group taxation
provides a considerably attractive tax instrument for corporate groups in Austria. However, thorough long-term
tax planning is key to efficient utilisation of these provisions.

E. RELATED PARTY TRANSACTIONS

The arm's length principle applies. In this context, the 'substance-over-form' principle, which is a general
principle of Austrian income tax, has to be strictly observed. This implies that a transaction must be assessed
according to its economic effect and not according to the legal form it takes. The tax administration introduced
guidelines for transfer pricing basically relying on the OECD Transfer Pricing Guidelines. Particular restrictions
apply to deductibility of intra-group interest and royalty payments to related parties in low tax jurisdictions.

F. WITHHOLDING TAX

Austria imposes a withholding tax of 25% (for companies) or 27.5% (for private persons) on dividends, unless
double taxation treaties provide otherwise. A withholding tax exemption applies if the recipient is resident
company in another EU member state, holds at least 10% of the share capital and has done so continuously
for one year prior to the dividend payment. Otherwise, the amount withheld can be credited by the recipient
company against its own tax liability. For international participations, the EU Parent-Subsidiary Directive applies.

If the tax authorities suspect cases of tax avoidance or abuse, the withholding tax exemption can only be
claimed through a refund procedure. In principle, Austria levies a 25% withholding tax not only on dividends
but also on certain interest payments and capital income derived from securities. Corporate investors
may achieve a tax exemption if certain conditions are met, even for portfolio dividends. Austria imposes a
withholding tax regime also on royalties and income from artists, musicians, actors, sportspersons and the
like. The tax rate is usually 20% of the gross receipts. The royalty case, however, is reduced to zero by many
of Austria’s double taxation treaties.

G. EXCHANGE CONTROL

Most exchange controls have been abolished in recent years. There are hardly any restrictions on the
transfer of capital and currency transactions. However, there are reporting requirements for capital outflows
from accounts of individuals exceeding an amount of EUR 50,000 (national or international). In addition, all
accounts of individuals are kept in a register. The tax authorities may be allowed to get information from this
register. Furthermore, even access to the content of accounts is possible under certain circumstances.

H. PERSONAL TAX

Austrian resident individuals are subject to unlimited tax liability on their worldwide income. Non-resident
individuals are only required to pay tax on Austrian-sourced income. Taxable income consists of the following
seven sources:

(1) Agriculture and forestry;

(2) Independent (professional) services (including scientific, artistic, literary, educational, or other professional
services);
(3) Trade or business, including gains on the sale of a business or partnership share;
(4) Employment, e.g. wages and salaries, social security pensions;
(5)
)

®

Capital assets (dividends, interest and capital gains from financial instruments);
Rentals and royalties;
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(7) Annuities and other income of a recurring nature, capital gains from property, speculative gains, and

income from certain non-recurring services.

The current average tax rates are as follows:

Taxable Income (EUR)

Marginal Tax Rate %

0- 11,000 0
11,001 - 18,000 25
18,001 - 31,000 35
31,001 - 60,000 42
60,001 - 90,000 48

90,001 - 1,000,000 50
Over 1,000,000 551

1. The income tax rate of 55% is limited to the years 2016 to 2020.
The tax payable is reduced by certain tax credits, depending on marital status, number of children and other

personal circumstances. Special regulations and rates apply for non-residents. Approximately 1/7 of an

employee's salary is paid as extra payments, e.g. 13th and 14th salary (which are mandatory pays in most
industries) per year is taxed at a fixed rate of 6%. For higher income the reduced rate on extra payments is

not applicable anymore or limited. The favourable taxation rates are as follows:

Extra payments p.a. (EUR)

Tax Rate (%)

0-620 0
621 - 25,000 6
25,001 - 50,000 27
50,001 - 83,333 35.75
I. TREATY AND NON-TREATY WITHHOLDING TAX RATES
Dividends Interest!? Royalties
(%) (%) (%)
Non-treaty countries: 25/27.5 25 20
Treaty countries:
Albania 5/154 0 5
Algeria 5/152 0 10
Armenia 5/152 0 5
Australia 15 0 10
Azerbaijan 5/10/158 0 5/10
Bahrain 0 0 0
Barbados 5/152 0 0
Belarus 5/155 0 5
Belgium 15 0 0/10™
Belize 5/155 0 0
Bosnia and Herzegovina 5/105 0 5
Brazil 15 0 0
Bulgaria 0 0 5
Canada 5/152 0 10
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D Dividends Interest? Royalties
(%) (%) (%)
Chile 15 0 5/10
China 7/10% 0 6/10
Croatia 0/152 0 0
Cuba 5/155 0 0/5
Cyprus 10 0 0
Czech Republic 0/102 0 5
Denmark 0/152 0 0
Egypt 10 0 0/20
Estonia 5/155 0 5/10
Finland 0/102 0 5
France 0/152 0 0
Georgia 0/5/1013 0 0
Germany 5/152 0 0
Greece 5/155 0 7
Hong Kong 0/102 0 3
Hungary 10 0 0
Iceland ' 5/152 0 5
India 10 0 10
Indonesia 10/15° 0 10
Iran 5/10% 0 5
Ireland 10 0 0/1012
Israel 0/102 0 0
Italy 15 0 0/1012
Japan'? 10/202 0 10
Kazakhstan 5/152 0 10
Korea 0/155 0 2/10
Kosovo 0/15 10 0
Kuwait 0 0 10
Kyrgyzstan 5/155 0 10
Latvia 10/15 0 5/10
Liechtenstein 0/152 0 5/10
Lithuania 5/155 0 5/10
Luxembourg 5/155 0 0/1012
Malaysia 5/105 0 10/15
Malta 15 0 0/10
Mexico 5/102 0/10 10
Moldova 5/155 0 5
Mongolia 5/102 0 5/10
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Montenegro 5/10" 0 5/10
Morocco 5/10% 0 10
Nepal 10/1525 0 15
Netherlands 5/15° 0 0/1012
New Zealand 15 0 10
North Macedonia 0/152 0 0
Norway 5/15% 0 0
Pakistan 10/154 0 10
Philippines 10/252 0 15
Poland 5/152 0 5
Portugal 15 0 5/1012
Qatar 0 0 5
Romania 0/5° 0 3
Russia 5/15° 0 0
San Marino 0/152 0 0
Saudi Arabia 5 0 10
Serbia 5/155 0 5/10
Singapore 0/102 0 5
Slovakia 10 0 5
Slovenia 5/155 0 5
South Africa 5/155 0 0
Spain 10/158 0 5
Sweden 5/105 0 0/1012
Switzerland 0/154 0 0
Syria 5/10° 0 12
Taiwan 10 0 10
Tajikistan 5/103 0 8
Thailand 10/25 0 15
Tunisia 20/10° 0 10/15
Turkey 5/15% 0 0/10
Turkmenistan 0/15°% 0 10
Ukraine 5/102 0 5
United Arab Emirates 0 0 0
United Kingdom 0/10/15 0 0
United States 5/152 0 0/10
Uzbekistan 5/152 0 5
Venezuela 5/158 0 5
Vietnam 5/10/1557 10 7.5/10
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Notes:

© N ook DN~

10.
11.

12.

13.

14,
15,
16.

17.

Lower rate applicable where recipient holds an interest of at least 5%.

Lower rate applicable where recipient holds an interest of at least 10%.
Lower rate applicable where recipient holds an interest of at least 15%.
Lower rate applicable where recipient holds an interest of at least 20%.
Lower rate applicable where recipient holds an interest of at least 25%.
Lower rate applicable where recipient holds an interest of at least 50%.
Lower rate applicable where recipient holds an interest of at least 70%.

These rates apply if the interest is at least 25%. In addition, an interest exceeding USD 100,000 is required for
the 10% rate and an interest exceeding USD 250,000 is required for the 5% rate.

Lower rate applicable where recipient holds an interest of at least 10% and share value exceeding USD 100,000.
Lower rate applies to corporate, higher rate to individual shareholders

Normally, the withholding tax rate on bank deposits etc. is 25%. However, a full exemption is frequently available
where the bank receives a written declaration from the recipient that such interest forms part of the recipient's
business income (only possible for non-individual persons). The exemption also applies to non-resident
individuals for interest received on bonds and bank deposits if they disclose their identity and residence to the
depository. Interest on convertible bonds is taxed as dividends.

Royalties to these countries are exempt from withholding tax unless more than 50% of the issued share capital
is held. Where more than 50% of the issued share capital is held the higher withholding tax rate is applicable.

Lower rate applicable where recipient holds an interest of at least 50% and share value exceeding EUR
2,000,000; higher rate applies to 10% and EUR 10,000.

Entry into force: 1 March 2017. Effective date: 1 January 2018.
Entry into force: 1 March 2018. Effective date: 1 January 2019.

The 15% rate applies if the beneficial owner holds directly less than 10% of the capital of the distribution-making
company.

Entry into force: 27 October 2018. Effective date: 27 October 2018 (assistance in the collection of taxes); 1
January 2019 (other tax matters).

Please note: The Austria - Argentina double tax agreement was recalled by Argentina in 2009.

AZERBAIJAN
MEMBER FIRM
City Name Contact Information
Baku Ziya Husseinzadeh +994 50 555 0 333
ziya.husseinzadeh@pkf.az
BASIC FACTS
Full name: Azerbaijan Republic
Capital: Baku
Main languages: Azeri
Population: 10.13 million (2020 estimate)
Monetary unit: 1 Azerbaijani New Manat (AZN) = 59 Cents
Internet domain: .az
Int. dialling code: +994
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KEY TAX POINTS

Azerbaijan has three separate tax regimes:

o Production Sharing Agreements (PSA) — applicable to oil and gas and mining companies operating
under the PSAs;

o Host Government Agreements (HGAs) — applicable to the companies operating under Baku Thilisi
Ceyhan (Main Export) Pipeline and the South Caucasus Pipeline;

o  Statutory regime — applicable to companies operating beyond the scope of PSAs and HGAs. The
Following taxes are applicable to companies operating under the statutory regime: Corporate Profits
Tax, Value Added Tax (VAT), Personal Income Tax (PIT), Simplified Tax, Property Tax, Land Tax,
Road Tax, Mining Tax and Excise Tax.

Tax categories under the Tax code of Azerbaijan include the following:
o  State taxes;

o Taxes levied by the Nakhichevan Autonomous Republic and;

o Local or municipal taxes.

The tax year in Azerbaijan is the same as the calendar year.

Individuals are considered resident for tax purposes if they have spent 183 days or more in Azerbaijan
per calendar year;

All bank payments between local taxpayers must be executed in AZN;

Taxable profits include trading profit, capital gains, income from financial activities and other income.
Residents, including those entities with foreign investment, are taxable on profit generated worldwide.
Non-residents are taxable only on profit from activities performed in Azerbaijan.

VAT payers may perform cash operations with a limit of up to 30,000 AZN per month.
Simplified taxpayers may perform cash operations with a limit of up to 15,000 AZN per month.

Any breach of the rules leads to penalties in the amount of 10% of the operations the first time, 20% the
second time and 40% for three and more infringements.

Any cash withdrawal is subject to 1% simplified tax plus a bank encashment fee to the taxpayer.
1% from the withdrawn amount is accrued and paid by the bank to the State Tax Authorities.
Cash register payments will no longer be accepted as supporting documentation for expenses.

Taxpayers selling goods (works, services) will now be obliged to issue electronic invoices in a prescribed
form.

With regard to the provision of works and services by electronic trade sellers (suppliers) as well as
electronic lotteries or contests, the place for the provision of works and services will be the place where
the purchaser of the works and services is located or registered.

Criteria of businesses are defined as follows:

Category of business Average number of employees Annual income (AZN)

Micro businesses 1-10 Less than 200

More than 200 and

Small businesses 11-50 less than 3,000
. . More than 3,000 and
Medium businesses 51-250 less than 30,000
Large businesses 251 - more More than 30,000
A. TAXES PAYABLE

FEDERAL TAXES AND LEVIES

COMPANY TAX

Legal entities incorporated in Azerbaijan are treated as residents and are taxable on their worldwide income.
Legal entities incorporated abroad are treated as non-residents and are taxable on income from sources in
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Azerbaijan. Companies are required to make quarterly advance tax payments based on the previous year's
net income. Corporate profit tax returns should be submitted by 31 March of the following year. The corporate
profit tax rate is 20%, which is applied to the difference between revenue and taxable expenses.

CAPITAL GAINS TAX
Capital gains are treated as ordinary income and taxed at the corporate profit tax rate of 20%.

BRANCH PROFITS TAX

There is no separate branch profits tax in Azerbaijan Republic. Branches are taxed at the standard corporate
income tax rate of 20%. A branch remittance tax of 10% applies.

SALES TAX / VALUE ADDED TAX (VAT)

Each taxpayer with a sales turnover in excess of 200,000 AZN during consecutive 12 months must register
for VAT. Provision of goods, works, rendering of services and import of goods are subject to taxation. VAT
payers are entitled to recover VAT paid on purchases and are liable to pay VAT generated on sales of goods
and rendering of services. VAT is the difference between VAT on sales and the sum of VAT on purchases
and VAT on import of equipment. Reimbursement of VAT on purchases and import occurs through the receipt
of an electronic tax invoice from the supplier via an electronic tax system (www.e-taxes.gov.az) and customs
declarations appropriately.

The following VAT rates apply in Azerbaijan:
+  18% standard rate;
* 0% for the following categories, among others:

o goods and services intended for use of diplomatic and consular representations accredited in the
Azerbaijan Republic;

o import and supply of goods and services undertaken in the context of receiving financial aid from
abroad;

o export of goods and services;
o international and transit cargo and passenger transportation, except for international postal services;
o  entities operating under Special Economic Regimes for PSAs and HGAs.

The following categories, among others, are exempt from VAT:

« the value of state enterprise property purchased within a privatization program;

« the supply of financial services (banks, etc.);

« supply and import of the national and foreign currencies (except for numismatic purposes) as well as of
securities;

« editing, publishing and printing activities in connection with the production of text books for schools
(except work books), children's literature and state publishing funded by the state budget.

Zero VAT operations can be reimbursed unlike operations exempt from tax.

Under the newly introduced VAT Refund system, consumers would be eligible to receive a refund for VAT
paid on the purchase of goods from retail or public catering businesses.

Consumers are going to be entitled to cashback up to 15% of VAT for cashless payments and 10% for cash
payments. The Regulations prescribing the rules and conditions of the VAT Refund system will be adopted
by the President.

CHANGES IN VAT

The long standing VAT method under the Tax Code of Azerbaijan, i.e. the accrual method, is replaced with
the cash method for the purposes of calculation and payment of VAT. Hence, the taxable period would be the
actual date of payment for the received goods, services and works.

For VAT purposes, payment shall be deemed as made at the following dates:

« The actual cash receipt date when made in cash; the date when the funds are available in the bank
account of the receiver when done cashless;

*  The date of termination of the duty to pay in cases of set-off;
« The expiry date of the statutory limitation period for the unpaid receivables;
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*  The actual receipt date of assets when paid in kind or via barter;
« The actual date of receipt in cases of gratuitous transactions;
«  The date of such assignment when claims as assigned to third parties;

*  The date of inventory loss, deterioration, spoilage, delivery for non-commercial purposes, theft or write-off
without full depreciation;

* A day before tax de-registration takes effect;

*  When the debtor (buyer) of the purchased goods, services or works issues a loan to the taxpayer (seller)
the payment shall be deemed made for VAT purposes as follows:

o Where the loan is issued before the purchase of goods, services or works: the date of delivery of
goods, services or works; or

o Where the loan is issued after the purchase of goods, services or works: the date of loan transfer to
the taxpayer (buyer);

*  Where the payment for goods, services or works is made in several instalments, for the purposes of VAT
each instalment is considered a separate payment. VAT shall therefore be calculated and paid for each
instalment;

« Tax invoicing is repealed and replaced with the e-bill system for VAT purposes: elements of previously
applied tax invoice would be reflected in the e-bill;

*  No e-bill would be issued for advance payments. Advance payments shall be considered as VAT taxable
payments;

« Input VAT would be credited against output VAT obligations where the main amount is paid to the bank
account and the VAT to the VAT deposit account of the seller, provided that the VAT credit may be utilised
only when it is paid in a proportionate amount;

*  Documentation of non-commodity transactions or high-risk transactions shall not be considered valid for
the purposes of VAT credit utilisation.

LOCAL TAXES

Local taxes are applied by resolution of municipalities and obligatory for payment on the territory of
municipalities. The following are the local (municipal) taxes:

« land use tax levied on natural persons;

« property tax levied on natural persons;

* mineral royalty tax on construction materials of local importance;

«  profit tax of enterprises and organisations that are the property of municipalities.

FRINGE BENEFITS TAX

Any fringe benefits provided to employees are considered as employees’ additional income, which is taxable
at personal income tax rates (14% and 25%).

REGISTRATION DUTY

State registration of legal entities is executed by the Ministry of Taxes of Azerbaijan in line with the “one stop
shop” principle, which includes electronic query and lasts 1 day in case of a local shareholder and 2 days in
case of a foreign shareholder.

Foreign companies may open a branch office or representative office in order to carry out activities in
Azerbaijan. The tax treatment is the same for both but the branch office would have more benefits because
of a right to perform commercial operations on behalf of its head office.

REAL ESTATE WITHHOLDING TAX

Rental fees paid to individuals are taxed at the source of payment at the rate of 14%. The minimum threshold
for the rental fee amount from immovable property in Azerbaijan is determined in accordance with market
prices for taxation purposes.

B. DETERMINATION OF TAXABLE INCOME
Taxable income for residents is worldwide generated income. Taxable income of non-residents comprises
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income generated in Azerbaijan. All expenses related to business activities of the company are deductible
from revenue. The following categories relate to non-deductible items:

* expenses that must be capitalized;
* non-commercial expenses which do not relate to the company’s business activities;
« entertainment expenses and food and accommodation costs;

« travel, logistics and other costs spent in excessive of allowed standards established by the Azeri Tax
Code.

DEPRECIATION

Depreciation is a deductible expense. The depreciation rates are:

*  Buildings — up to 7%;

*  Computing techniques which are the product of high technology — up to 25%;
«  Vehicles, equipment and computers — up to 25%;

*  Other fixed assets — up to 20%

* Fixed assets with a determined period of use — at an annual rate, pro-rata to that determined period of
use;

+ Intangible assets — up to 10%.
Land and facilities that are historical or architectural monuments may not be depreciated.

STOCK / INVENTORY

Inventory includes raw materials, work-in-progress and finished goods. Each item of inventory must be valued
at acquisition cost or cost of production. Accepted valuation methods include 'first in, first out' (FIFO), average
cost and specific identifications.

DIVIDENDS

Dividends paid from profit are liable to 10% withholding tax. Income from the distribution of property upon
liquidation of a legal entity, as well as payments made with distribution of shares without changes to
percentage of shares owned by shareholders and shares buy-backs at their nominal price, shall not be
considered as a dividend.

INTEREST DEDUCTIONS

Interest expenses paid or incurred by the company in the course of its business activities are tax deductible.
An exception to the rule relates to loans received from abroad or related parties, which cannot exceed the
expense calculated using an interest rate of 125% of the inter-bank credit auction rate set forth by the Central
Bank of Azerbaijan.

LOSSES

Taxpayers have a right to carry losses forward during a period of 5 years without limitation. In case of a
change in principal ownership of a legal person of at least 50% as compared the previous year’s ownership,
the carry forward of a credit, deduction or loss from a previous taxable year may be disallowed.

TAX INCENTIVES
The following tax incentives have been implemented in Azerbaijan:

« Entities operating in industrial and technology parks are entitled to a VAT exemption on import of
equipment for construction, scientific research and other works in these parks for seven years or an
indefinite period, depending on the nature of their activities.

*  The Law on the Special Economic Regime for Export-Oriented Oil and Gas Activities applies the following
incentives to contractors and subcontractors who should obtain a special confirmation certificate from the
Ministry of Industry and Energy:

o Local companies are permitted to choose between profit tax at a rate of 20% or 5% withholding tax
on gross revenue;

o Foreign subcontractors are subject only to a 5% withholding tax;
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o A 0% VAT rate;

o Exemption from dividend withholding tax and taxation on branch’s net profits;
o Exemption from customs duties and taxes;

o Exemptions from property tax and land tax.

C. FOREIGN TAX RELIEF

Foreign taxes paid on income taxable in Azerbaijan may be credited against tax payable in Azerbaijan. The
amount credited in Azerbaijan may not exceed the domestic tax payable on the foreign income. This limitation
is calculated on the overall basis. The carry-forward of excess credit is not applicable in Azerbaijan. Treaty
relief may be granted upon request by the taxpayer. Azerbaijan has concluded double tax treaties with 49
countries (see Section | below).

D. CORPORATE GROUPS
There is no group taxation in Azerbaijan.

E. RELATED PARTY TRANSACTIONS

The Tax Code provides that relations between associated entities must be based on the arm's length

principle. Associated persons, for the purposes of taxation, are natural and/or legal persons, the relations

between which might have a direct effect on the economic results of their activities or the activities of persons

they represent. As from 1 January 2017, the concept of transfer pricing has been formally introduced in

Azerbaijan whereby transactions between the following entities/persons are covered:

* aresident and an entity established or registered in a jurisdiction with a favourable tax regime;

« aresident and a related non-resident;

* a PE of a non-resident and an entity established or registered in a jurisdiction with a favourable tax
regime; and

« a PE of a non-resident and the non-resident enterprise, as well as between that PE and any PE (or
subsidiary/group member) of the non-resident enterprise in another country.

Only transactions with a total value in excess of AZN 500,000 in a calendar year are targeted by this

legislation. The Administration needs to be notified about such transactions before 31 March of each year.

As per the new article 110.2 of the Tax Code, transfer pricing will be applicable to loans between related

parties. If loans received from abroad (except for loans issued by foreign banks and credit organisations, as

well as loans on bonds traded on foreign stock exchanges) are more than twice the amount of a taxpayer's

net assets (the capital), the interest expenses attributable to the principal amount of loans that exceed at least

twice the taxpayer's net assets will not be deductible for corporate income tax purposes. However, these

provisions will not apply to resident banks and credit organisations.

Country-by-Country reporting

Where the minimum total revenue of a multinational group of companies exceeds EUR 750 million, local
residents of this group shall file a report in the prescribed form and time to the tax authorities for the purposes
of implementing the treaties on the automatic exchange of information. Such a figure shall be obtained from
the financial statements of the multinational group of companies. Failure to file this report is subject to a AZN
500 fine.

The ordinary tax liability of 3 years (i.e. limitation period) is extended to 5 years with regard to income obtained
abroad based on the information submitted by the foreign tax authorities.

F. WITHHOLDING TAX

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: 10%.

* Rental fees for movable and immovable property: 14%.
* Royalties: 14%;

+ Technical or management fees: 14%
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Leasing, risk insurance, or reinsurance payments: 4%.
Telecommunications or international transport services: 6%.
Payments made by Azeri residents to ‘electronic cash wallets’ belonging to non-residents.

Difference between earnings from lotteries and betting games minus the cash investment in connection
with the participation in the same.

Other Azeri-source income: 10%.

Interest on deposits is taxed at a 10% withholding tax rate on the amount in excess of 500 AZN.

G. EXCHANGE CONTROL

Withholding tax at the rate of 20% is introduced for foreign currency transferred outbound Azerbaijan for the
following:

foreign direct investment by resident and non-resident legal entities and individuals;

acquisition of investment securities and immovable property by resident and non-resident legal entities
and individuals;

transfer of capital by resident legal entities to subsidiaries, branches and representative offices and other
affiliated bodies with respect to the amount that exceeds the equivalent of USD 50,000 in a calendar year.

Banks and insurance companies are an exception to the aforementioned rules. A bank transfer by an
individual to the foreign account is subject to a withholding tax of 20% with respect to the amount that exceeds
USD 50,000 in a calendar year. Withholding tax does not apply if the transferred amounts:

H.

are paid back as they were previously transferred to Azerbaijan;

are paid for medical fees of a foreign health care provider, educational fees of a foreign education
institution or bills related to decisions of foreign judicial and law enforcement institutions.

PERSONAL TAX & SOCIAL INSURANCE

Personal income of a resident in Azerbaijan consists of worldwide generated income, while a non-resident’s
income is generated only on the territory of Azerbaijan.

Tax and social insurance payments for those engaged in non-oil and gas sector.

Taxable monthly income (AZN)

Tax amount Social insurance payment
From To
3% paid by employee;
0 200 Exempted o paid by employ
22% paid by employer
10% paid by employee;
200 8,000 Exempted o paid by employ
15% paid by employer
10% paid by employee;
8,000 14% o pald by employ
15% paid by employer

Tax and social insurance payments for those engaged in oil and gas sector.

Taxable monthly income (AZN)

Tax on lower amount (AZN) Tax rate on excess (%)
From To
0 200 - 0
200 2,500 - 14
25 (on the amount exceeding
2,500 350 AZN 2,500)
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Residents and non-residents who generate income in connection with their work in Azerbaijan must contribute
3% of their gross salary to the Social Insurance Fund. Contributions are withheld from employees’ salaries
and paid to the Social Insurance Fund by the employer. In addition to this, the employer pays 22% of
employees’ gross salaries to the Social Insurance Fund.

Taxable income of individuals engaged in business activities without establishing a legal entity is taxed at a
rate of 20%. An individual has a right to choose the type of taxation — VAT (18%), income (20%) or simplified
taxpayer (2% for the entire territory of Azerbaijan). The selected type appears in the electronic tax personal
office (www.e-taxes.gov.az) and serves as a confirmation of the type of taxes paid by the individual.

The following taxpayers are not eligible to be simplified taxpayers:

*  Producers of goods subject to the compulsory marking;

« Taxpayers engaged in the manufacturing industry employing more than 10 people;
*  Taxpayers engaged in the wholesale of goods industry (trade);

* Service providers, with the exception of taxpayers providing services to persons (individuals) not
registered as a taxpayer.

+  Transportation service providers and service providers who are subject to flat tax are subject to simplified tax;
« Sellers of gold and jewellery made of gold, as well as diamonds;
«  Sellers of fur goods.

Previously, businesses engaged in the sale of goods (trade) had a right to opt out to be simplified taxpayers
(6% of turnover) even when their annual income exceeded 200,000 AZN, without becoming VAT payers.
According to new updates, this clause has been removed and such businesses must pay 20% corporate tax
and register as VAT payers when their annual income exceeds 200,000 AZN.

MEDICAL INSURANCE

According to the Law "On medical insurance", the introduction of mandatory medical insurance came into
force as from 1 January 2020. The calculation and payment of mandatory medical insurance will be effective
from April 2020 and determined as follows:

Income Social contribution per employee Social contribution per employer
Up to AZN 8,000 2% 2%

AZN 160 + 0.5% for the amount AZN 160 + 0.5% for the amount
Above AZN 8,000 above AZN 8,000 above AZN 8,000

I. TAX PENALTIES
* New tax penalties have been introduced and some of the current penalties are also amended;

« New penalty for failing to submit social contribution reports or letters by the users of agricultural lands has
been set at 3% of the minimum salary for the first offence and 6% for subsequent offences;

*  Penalty for failing to provide book-keeping and financial documents to the tax authorities is 1,000 AZN;

«  Where tax avoidance has been detected based on the information and filings submitted by the taxpayer,
25% of the avoided tax payment shall be imposed as a penalty;

«  Penalty for failure to provide the client with relevant official receipts (including cash machine receipt) has
been increased to 1,000 AZN from 400 AZN for the first offence and to 3,000 AZN from 800 AZN for the
second offence and 6,000 AZN for the third and subsequent offences. This will be applicable to producers
of agricultural goods starting from 1 January 2020;

*  Penalty for off-record funds, and for failing to keep the registry of income and expenses, as well as where
e-bills and e-VAT invoices are lacking for purchased goods, and where purchase certificates, import
declarations and documents required by the Tax Code are lacking where the goods are manufactured
by the taxpayer: 10% of unrecorded or hidden funds exceeding 1,000 AZN for the first offence and 20%
of the amount exceeding 1,000 AZN for recurrent offences shall be imposed as a penalty (these were
previously 5% and 10% respectively);

* Penalty where income and cost of the taxpayer is not recorded: 10% of the undocumented expenses
shall be imposed as new penalty;
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* New penalty has been introduced regarding failure of tax filing by taxpayers exempted from tax obligation
D or enjoying some tax relief. According to this new penalty, 6% (without deducting expenses) of the non-
declared income or reduced income will be subject to a penalty by such taxpayers. This penalty will be

applicable to producers of agricultural goods as from 1 January 2020.

J. TREATY AND NON-TREATY WITHHOLDING TAX RATES

Azeri tax law allows to claim a refund of taxes withheld from payments to non-residents who are subject to
the provisions of double tax treaties signed between Azerbaijan and 49 countries. DTA-05 statement serves
a confirmation to withholding tax payment. The certificate may be obtained within 20 days of the moment of
application.

In case a non-resident company pays all its taxes in its home country, it must provide a DTA-03 certificate,
which would entitle it to receive full payment from the Azerbaijan resident taxpayer.

Dividends Interest Royalties
(%) (%) (%)

Domestic rates

Companies 10 10 14

Individuals 0/10 0/10 14
Treaty countries
Austria 5/10/15 10 5/10
Belarus 15 10 10
Belgium 5/15 10 5/10
Bosnia and Herzegovina 10 10 10
Bulgaria 8 7 5/10
Canada 10/15 10 5/10
China 10 10 10
Croatia 5/10 0/10 10
Czech Republic 8 5/10 10
Denmark 5/15 0/8 5/10
Estonia 5/10 10 10
Finland 5/10 10 5/10
France 10 10 5/10
Georgia 10 10 10
Germany 5/15 5 5/10
Greece 8 8 8
Hungary 8 8 8
Iran 10 10 10
Israel 15 0/10 5/10
Italy 10 10 5/10
Jordan 8 8 10
Kazakhstan 10 10 10
Korea 7 10 5/10
Kuwait 5/10 7 10
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Latvia 5/10 10 5110
Lithuania 5/10 10 10
Luxembourg 5/10 10 5/10
Malta 8 8 8
Moldova 8/15 10 10
Montenegro 10 0/10 10
Netherlands 5/10 10 5/10
North Macedonia 8 0/8 8
Norway 10/15 10 10
Pakistan 10 10 10
Poland 10 10 10
Qatar 7 7 5
Romania 5/10 8 10
Russia 10 10 10
San Marino 5/10 10 5/10
Saudi Arabia 5/7 7 10
Serbia 10 10 10
Slovenia 8 8 5/10
Sweden 5115 0/8 5/10
Switzerland 5/15 5/10 5/10
Tajikistan 10 10 10
Turkey 12 10 10
Turkmenistan 10 10 10
Ukraine 10 10 10
United Arab Emirates 10 7 5/10
United Kingdom 10/15 10 5/10
Uzbekistan 10 10 10
Vietnam 10 10 10
BAHAMAS
MEMBER FIRM
City Name Contact Information
Nassau Renée D. Lockhart +1 242 322 8560

rlockhart@pkfbahamas.com

BASIC FACTS

Full name: Commonwealth of The Bahamas
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Capital: Nassau

Main languages: English

Population: 392,513 (2020 estimate)

Monetary unit: Bahamian Dollar (BSD); (US dollars widely accepted)
Internet domain: .bs

Int. dialling code: +1242

KEY TAX POINTS

A.

There are no corporate, personal income, capital gains, withholding, inheritance and estate taxes.
Income received in the Bahamas may be subject to tax in the country of origin.
There are some tax information exchange agreements between the Bahamas and other countries.

TAXES PAYABLE

The Bahamas offers the offshore financial sector freedom from corporate, personal income, capital gains,
withholding, inheritance and estate taxes. However, income received in the Bahamas may be subject to the
taxes in the country of origin.

There are tax information exchange agreements (TIEAs) between the Bahamas and other countries. The
financial sector advantages are supported by a strong respect for privacy, flexible exchange controls,
geographical location and continued record of political stability.

Government tax revenue is derived from the following sources:
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Import and export duties are levied at varying percentage rates; these continue to be reduced by varying
percentages since the implementation of VAT on 1 January 2015, (now at the rate of 12%).

12% VAT is payable on taxable supplies at all ports of entry in the Bahamas; Value Added Tax was
initially implemented on 1 January 2015. The VAT registration threshold is a turnover of BSD 100,000
generally;

Real Property tax;
Motor vehicle licences;
Gaming tax;

Tourism tax;

Stamp tax;

Company fees:

o The registration fee for a foreign company is BSD 50 and stamp duty is payable in the amount of BSD
600. All foreign companies must also pay an annual licence fee of BSD 1,000.

o Private companies are required to pay a fee of BSD 300 upon filing their Memorandum of Association
and an additional fee of BSD 30 for the filing of the Articles of Association. An annual licence fee of
BSD 1,000 is also payable.

o Additionally, stamp duty is payable on the authorised capital of a company. Where the authorised
capital is BSD 5,000 or less, the stamp duty is BSD 60. For every additional BSD 1,000 or fraction
thereof, the stamp duty will be BSD 300.

Bank and trust company fees;

Insurance company fees;

Other fees, including business licence fees;

o Under the Business Licence Act of 2010, as recently amended on 1 January 2019, business licence
fees are levied on the turnover of a business at varying percentage rates or amounts from 0.5% to

3%, based on the company's annual turnover. Businesses with an annual turnover not exceeding
BSD 100,000 are exempt from business licence fees.

o Under the Value Added Tax Bill of 2014 (as amended), VAT at the rate of 12% is levied on goods
and services. The increased revenue will be offset by a corresponding reduction in customs duties
on imports.
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BAHRAIN
MEMBER FIRM
City Name Contact Information
Manama Maged Haleem +973 396 424 69
maged.haleem@pkf.com
BASIC FACTS
Full name: Kingdom of Bahrain
Capital: Manama
Main languages: Arabic
Population: 1.7 million (2020 estimate)
Monetary unit: Bahraini Dinar (BHD)
Internet domain: .bh
Int. dialling code: +973

A. TAXES PAYABLE

No form of personal, corporate or withholding tax is applicable In Bahrain. There is no personal tax except for
municipal tax of 10% on the monthly rental of residential and business property. In addition, a 5% government
levy on gross turnover is imposed on hotel services and entertainment.

Customs (Import) duties are generally levied at a rate of 5% but there are many items such as medicines,
most food products, capital goods and raw material for industries which are exempt from customs duty. After
implementation of the new Uniform Customs Tariff which became effective on 1 January 2003, all non-Gulf
Co-operation Council (GCC) products, except for those exempted, are subject to 5% customs duty. However,
the products of GCC countries shall enter into each other's markets free of customs duty subject to the
provision of the required documentation.

Products are considered as originating in a GCC country if the value added to such a product in the said
country is more than 40% of the value of the product in question and if the factory that manufactured the
product is at least 51% owned by GCC nationals. In the event of re-export to non-GCC countries, a customs
deposit has to be made and this will be refunded when proof of re-export is given to the authorities. In the
event of re-export to GCC countries, customs duty at 5% will be levied at the first point of entry. The provisions
of the GCC Customs Union, which was implemented from 1 January 2003, will be applicable.

B. VALUE-ADDED TAX
A 5% VAT rate was implemented effective 1 January 2019.

A person is required to register for VAT if the amount of annual supplies during the previous 12 months
exceeds, or the amount of annual supplies in the next 12 months is expected to exceed the mandatory
registration threshold of BHD 37,500 (approximately USD 100,000). The registration must generally take
place within 30 days from the end of the month in which the mandatory threshold is exceeded, or within 30
days prior the first day of the month in which the mandatory threshold is expected to be exceeded.

However, as a transitional measure for existing taxpayers, the following deadlines for registration were
determined:

« for taxable persons with annual supplies exceeding BHD 5 million (approximately USD 13.28 million): 1
January 2019;

« for taxable persons with annual supplies between BHD 500,000 (approximately USD 1.33 million) and
BHD 5 million (approximately USD 13.28 million): 20 June 2019; and

« for taxable persons with annual supplies between BHD 37,500 (approximately USD 100,000) and BHD
500,000 (approximately USD 1.33 million): 20 December 2019.

Unless a supply is exempt or subject to the 0% rate (among others export of goods, health care services,
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education services, local transport services etc.), it is subject to VAT at the standard rate of 5%.

Excise Tax was introduced in Bahrain with effect from 30 December 2017, with tobacco products subject to
excise tax at 100%, soft drinks at 50% and energy drinks at 100%. Other goods may also become subject

B to the tax.

C. WITHHOLDING TAX

Bahrain currently has 44 double tax treaties with various countries: Algeria, Austria, Bangladesh, Barbados,
Belarus, Belgium, Bermuda, Brunei, Bulgaria, China, Cyprus, Czech Republic, Egypt, Estonia, France,
Georgia, Hungary, Iran, Ireland, Isle of Man, Jordan, Korea, Lebanon, Luxembourg, Malaysia, Malta, Mexico,
Morocco, Netherlands, Pakistan, Philippines, Portugal, Seychelles, Singapore, Sri Lanka, Sudan, Syria,
Tajikistan, Thailand, Turkey, Turkmenistan, United Kingdom, Uzbekistan and Yemen.

Dividends, interest and royalty payments made by Bahraini companies to non-residents under these treaties
are not subject to any withholding tax as Bahrain has no such withholding tax under its domestic tax law.

A Free Trade Treaty agreed between Bahrain and the US was signed on 14 September 2004 by the Kingdom.

BANGLADESH

CORRESPONDENT FIRM

City Name Contact Information

Dhaka Jamshed Choudhury +880 1713 008696
jsachoudhury@ahkcbd.com

BASIC FACTS

Full name: People's Republic of Bangladesh
Capital: Dhaka

Main languages: Bengali, English

Population: 164.45 million (2020 estimate)
Monetary unit: Bangladesh Taka (BDT)

Internet domain: .bd

Int. dialling code: +880

KEY TAX POINTS

« In Bangladesh, the principal taxes are Customs Duty, Value-Added-Tax (VAT), Supplementary Duty,
Personal income tax and corporate income tax.

* According to Finance Act 2019, VAT rates vary from 5% to 15% depending on the types & nature of VAT
imposable goods & services. The previous 15% standard rate is also applicable if so desired by the VAT
payers but in that case, no VAT credit for input tax will be allowed.

« For Bangladesh tax purposes, income is categorised into seven areas, namely, salaries, interest on
securities, income from house property, agricultural income, income from business or profession, capital
gains and income from other sources.

* Among direct taxes, income tax is one of the main sources of revenue. It is a progressive tax system.
Income tax is imposed on the basis of ability to pay, based on the principle of “...the more a taxpayer
earns, the more he should pay”. It aims at ensuring equity and social justice. The income tax rate for
individual who is resident assessee or non-resident Bangladesh vary from 10% to 30% and for individual
who is non-resident assessee (except non-resident Bangladeshi) the flat tax rate is 30%.

*  For the 2018/19 tax year(1 July 2018 to 30 June 2019) the top corporate tax rate is 45%.However,
publicly traded companies registered in Bangladesh are taxed at a lower rate of 25%. Banks (except
Merchant Bank), financial institutions and insurance companies are taxed at 37.5% and such non-publicly
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traded company tax rate is 40% whilst all other non-publicly traded companies are taxed at the 35% rate.
Co-operative Society registered under the Co-operative Society Act 2001 are taxed at the 15% rate and
Manufacturer and Exporter of Knitwear & Woven garments are taxed at the 12% rate (10% for factory
having green building certifications).

* Anindividual is treated as a resident of Bangladesh if that person stays in Bangladesh for 182 days or
more in any income year; or 90 days or more in an income year if that person has previously resided in
Bangladesh for a period of more than 365 days during the 4 preceding years. Residence is determined in
Bangladesh purely on the period of presence in Bangladesh, irrespective of residency in other countries.
Short-term visitors and dependents of foreign nationals not earning any income in Bangladesh are not
taxed and are not required to file a tax return in Bangladesh.

* In general, all remuneration and benefits received by an employee who is resident in Bangladesh, or
for services rendered in Bangladesh, are taxable. Taxable remuneration and benefits include salary,
bonuses, commissions, accommodation allowances, transport benefits, education allowances for
children, employer-provided domestic assistance and medical allowances.

A. TAXES PAYABLE

TAX AUTHORITY ADMINISTRATION

The National Board of Revenue (NBR) is the central authority for tax administration in Bangladesh.
Administratively, it is under the Internal Resources Division (IRD) of the Ministry of Finance (MoF) which is
split into 4 divisions, namely, the Finance Division (FD), the Internal Resources Division (IRD), the Banking
Division (BD) and the Economic Relations Division (ERD). Each division is headed by a Secretary to the
Government. NBR is responsible for formulation and continuous re-appraisal of tax policies and tax laws in
Bangladesh.

Negotiating tax treaties with foreign governments and participating in inter-ministerial deliberations on
economic issues having a bearing on fiscal policies and tax administration are also the NBR's responsibilities.
Its main responsibility is to mobilize domestic resources through collection of import duties and taxes, VAT
and income tax for the government. Side by side with the collection of taxes, facilitation of international
trade through quick clearance of import and export cargoes has also emerged as a key role of NBR. Other
responsibilities include administration of matters related to taxes, duties and other revenue related fees/
charges and prevention of smuggling. Under the overall control of IRD, NBR administers the excise, VAT,
customs and income tax services consisting of 3434 officers of various grades and 10195 supporting staff
positions.

COMPANY TAX
The following rates apply to the taxation of the following companies:
25% Publicly Traded Company
35% Non-publicly Traded Company
37.5% Publicly Trad_ed Bank, insurance and financial Company (except merchant bank);
For non-publicly traded: 40%
37.5 Merchant bank
45% Cigarette manufacturing company and surcharges 2.5%
45% Mobile phone operator company
40% Publicly traded mobile company
15% Co-operative Society registered under the Co-operative Society Act 2001
12% Mgngfacturgr_anc_i export knitwear & woven garments (10% for factory having green
building certifications)

COMPANY TAX ADMINISTRATION

Company tax returns should be submitted by the fifteenth day of the seventh month following the end of
the income year or the fifteenth day of September following the end of the income year where said fifteenth
day falls before the fifteenth day of September. The consequences of not submitting a tax return (including
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a withholding tax return) are that a penalty arises of 10% of the tax of a taxpayer’s last assessed income
(subject to a minimum of BDT 1,000) and in case of continuing default, a further penalty of BDT 50 is levied
for every day of delay (provided that such penalty shall not exceed (a) in case of an assessee, being an
individual, whose income was not assessed previously BDT 5,000 (b) in case of an assessee, being an
individual, whose income was assessed previously, 50% of the tax payable on the last assessed income or
BDT 1,000, whichever is higher).There is also a penalty for using a false Tax payer Identification Number
(TIN) of maximum BDT 20,000.

There is a formal dispute resolution system for taxpayers in Bangladesh, and where a return has been
submitted under the normal scheme a taxpayer can make his case at a Hearing, where a decision
(assessment) will then be made. For returns submitted under the Universal Self-Assessment Scheme, the
issue of an acknowledgement slip is determined to be an Assessment Order. Universal Self-Assessment is
subject to audit.

PERMANENT ESTABLISHMENT CONSIDERATIONS

There is the potential that a permanent establishment (PE) could be created as a result of extended business
travel, but this would be dependent on the type of services performed and the level of authority the employee
has. The concept of a PE primarily exists in tax treaties.

VALUE ADDED TAX

Value Added Tax (VAT) is levied on the importation of goods and services and the making of taxable supplies
in the course of carrying out a taxable activity. According to Finance Act 2019, VAT rates vary from 5% to 15%
depending on the types and nature of VAT imposable on goods and services. The previous 15% standard rate
is also applicable if so desired by the VAT payers but in that case, no VAT credit for input tax will be allowed.
Reduced rates are available depending on the nature of the taxable supply, which range from 0% to 15%.
VAT operates in Bangladesh partly as a sales tax.

FRINGE BENEFITS TAX

There is no separate Fringe Benefits Tax. However, all benefits received by an employee who is a resident
in Bangladesh, or for services rendered in Bangladesh, are taxable.

INCENTIVES - TAX REBATE

An assessee, being a resident or a non-resident Bangladeshi, shall be entitled to a credit from the amount of
tax payable on his total income. Amount of allowable investment is: actual investment or 25% of total (taxable)
income excluding any income for which a tax exemption or a reduced rate is applicable under sub-section (4)
of section 44 or any income from any source or sources mentioned in clause(a) of sub-section (2) of section
82C or BDT 1,50,00,000, whichever is less. The tax rebate amounts to 15% of allowable investment. A tax
rebate of 15% of the allowable investment not exceeding BDT 15 Lack and 10% when the amount exceeds
BDT 15 Lakh can be received depending on the investment satisfying certain conditions.

Types of investment qualified for the tax rebate are:

* Life insurance premium up to 10% of the face value;

*  Contribution to Provident Fund to which Provident Fund Act, 1925 applies;

«  Self-contribution and employer's contribution to Recognised Provident Fund.
« Deferred Annuity up to one-fifth of the salary;

*  Contribution to approved Superannuation Fund;

«  Contribution up to BDT 60,000 to deposit pension scheme sponsored by any scheduled bank or a
financial institution;

* Investment in approved first hand debenture or debenture stock, IPO of stocks or shares;
«  Contribution to Zakat Fund;

+ Donation to charitable hospital approved by National Board of Revenue;

* Any sum paid to an organisation set up for the welfare of retarded people;

« Donation to philanthropic or educational institution approved by the Government;

« Donation to socio-economic or cultural development institution established in Bangladesh by Aga Khan
Development Network;
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+ Donation to National level institution set up in memory of liberation war;

« Donation to National level institution set up in memory of Father of the Nation;

* Any investment by an individual in savings certificate and Bangladesh Government Treasury Bond, etc.;

* Any sum invested in the purchase of Bangladesh Treasury Bond. G

TAX INCENTIVES

The following fiscal incentives are available to taxpayers:

«  Exemption u/s. 44;

«  Exemption of income of an Industrial Undertaking (1U) (u/s. 45);

+  Exemption of income of a tourist industry (TI) (u/s. 46);

« Exemption from tax of newly established industrial undertakings, etc. in certain cases (u/s. 46A);

«  Exemption from tax of newly established industrial undertakings set up between 1 July 2011 and 30 June
2019, etc. in certain cases (u/s.46B);

«  Exemption from tax of newly established industrial undertakings set up between 1 July 2019 and 30 June
2024, etc. in certain cases. (FA-19) (u/s.46BB);

«  Exemption from tax of newly established physical infrastructure facility set up between 1 July 2011 and
30 June 2019, etc. in certain cases.(u/s. 46C);

«  Exemption from tax of newly established physical infrastructure facility set up between 1 July 2019 and
30 June 2024, etc. in certain cases.-FA-19 (u/s. 46CC);

*  Special tax treatment in respect of investment in Economic Zones or Hi-Tech Parks: no question shall be
raised as to the source of any sum invested in any economic zone declared under section 5 of Bangladesh
Economic Zone Act 2010 or in any hi-tech park declared under section 22 of Bangladesh Hi-Tech Park
Authority Act 2010 for setting up industrial undertaking engaged in producing goods or services therein
within the period from 1 July 2019 and 30 June, 2024 (both days inclusive) by a company, if tax at the
rate of 10% is paid on the sum so invested before filing of the return for the concerned income year.

MAJOR AREAS FOR FINAL SETTLEMENT OF TAX LIABILITY

Tax deducted at source for the following cases is treated as a final discharge of tax liabilities. No additional
taxes charged or refund is allowed in the following cases:

Head of Source Tax Rate

As mentioned in section 52C, i.e.

Compensation against acquisition of properties (Sec. 52C) 29,119
0. (]

The amount received as interest from any savings certificate

. ) . ) o
(Sec. 52D) As mentioned in section 52Di.e. 5%

Cash subsidy (Sec. 53DDD) As mentioned in section 53DDD,

i.e. 3%

Deduction at source from interest on saving deposits and fixed As mentioned in section 53F, i.e.
deposits, etc. (53F) 10%/5%

As mentioned in section 53H and

Transfer of property (Sec. 53H) the rule made thereunder(see the

Section and Rule 1711)

B. RELATED PARTY TRANSACTIONS

Transfer pricing was introduced into Bangladesh tax laws in 2012. However, such regulation has become
effective from 1 July 2015.

C. EXCHANGE CONTROL

Expatriates are allowed to open foreign currency bank accounts in Bangladesh and remit a portion of their
post-tax earnings through proper banking channels after obtaining the necessary permissions from the central
bank. The balance can be taken out the country when leaving permanently.
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D. PERSONAL INCOME TAX

RESIDENTIAL STATUS

An individual is treated as a resident of Bangladesh if he/she stays in Bangladesh for 182 days or more in any
income year; or 90 days or more in an income year if that person has previously resided in Bangladesh for a
period of more than 365 days during the 4 preceding years. Residence is determined in Bangladesh purely
on the period of presence in Bangladesh, irrespective of residency in other countries. Short term visitors and
dependents of foreign nationals not earning any income in Bangladesh are not taxed and are not required to
file a tax return in Bangladesh. Otherwise, every taxpayer is required to file an annual tax return.

TAX RATE

For individuals other than female taxpayers, senior taxpayers of 65 years or more and disabled taxpayers, tax
is payable at the following rates on income slabs:

First BDT 250,000 0%
Next BDT 400,000 10%
Next BDT 500,000 15%
Next BDT 600,000 20%
Next BDT 3,000,000 25%
Balancing amount 30%

For an individual who is a non-resident assessee (non-resident Bangladeshi), the rate of income tax is 30%
(flat rate) of his total income.

Tax-exempt income for all female tax payers and senior taxpayers of 65 years is BDT 300,000 while it is BDT
400,000 for a person with disability, and BDT 425,000 for gazetted war-wounded freedom fighters. However,
tax-exempt income of the parents and legal guardians of a person with disability will be BDT 25,000 higher
than the usual amount. Only one of the parents would avail that benefit.

Minimum Tax for any individual category of assessee is as follows:

Dhaka and Chittagong City Corporation BDT 5,000
Other City Corporation BDT 4,000
Other than City Corporation BDT 3,000

TAX RETURN FILING

An individual’s tax return must be filed by 30 November following the end of the income year. The return filing
date may be extended up to 2 months from the date so specified by the Deputy Commissioner of Taxes upon
application by an individual being assessed and the date may be further extended up to 2 months with the
approval of the Inspecting Joint Commissioner.

TAXABLE REMUNERATION AND BENEFITS OF EMPLOYEE

In general, all remuneration and benefits received by an employee who is resident in Bangladesh, or for
services rendered in Bangladesh, are taxable. Taxable remuneration and benefits include salary, bonuses,
commissions, accommodation allowances, transport benefits, education allowances for children, employer-
provided domestic assistance and medical allowances. Employers are required to withhold income tax when
making payments to employees. Employers are also required to file an annual return showing the respective
payments and tax deducted at source for each employee in the tax year.

WORKER PROFIT PARTICIPATION FUND

Exemption for any payment received from workers’ profit participation fund established under Bangladesh
Labour Act 2006 (amended up to 2013) has been restricted up to BDT 50,000 only. There was no such
limitation previously.

WORK PERMITS/VISA REQUIREMENTS
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A visa must be applied for before the individual enters Bangladesh. The type of visa required will depend on
the purpose of the individual’s entry into Bangladesh. Foreigners working in Bangladesh must have a work
permit. Currently, these are issued by the Bangladesh Investment Development Authority (BIDA) (previously
issued by the Board of Investment (BOI)).

LOCAL DATA PRIVACY REQUIREMENTS

Bangladesh does not currently have data privacy laws. However, Bangladesh tax laws provide a certain
protection of information submitted under them.

E. TREATY AND NON-TREATY WITHHOLDING TAX RATES
Bangladesh has concluded double taxation agreements with the following countries:

Dividends
Individuals, | Qualifying Interest"! Royalties
companies companies (%) (%)
(%) (%)
Domestic rates
Companies 20 20 20 20
Individuals 30 - 20 20
Treaty countries:
Bahrain2 15 10° 10 10
Belgium 15 15 15 10
Canada 15 15 15 10
China 10 10 10 10
Denmark 15 10! 10 10
France 15 10? 10 10
Germany 15 15 10 10
India 15 102 10 10
Indonesia 15 10° 10 10
Italy 15 10° 10/158 10
Japan 15 103 10 10
Korea 15 10! 0/107 10
Malaysia 15 15 15 15
Mauritius 10 10 -8 -8
Netherlands 15 10° 0/7.5/10° 10
Norway 15 101 10 10
Pakistan 15 15 15 15
Philippines 15 102 15 15
Poland 15 10! 10 10
Romania 15 10? 10 10
Saudi Arabia 10 10 7.5 10
Singapore 15 15 10 10
Sri Lanka 15 15 15 15
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Dividends
Individuals, | Qualifying Interest'? Royalties
companies | companies (%) (%)
(%) (%)

Sweden 15 10? 10/158 10
Switzerland 15 10* 10 10
Thailand 15 10! 10/158 15
Turkey 10 10 10 10
United Arab Emirates 10 55 10 10
United Kingdom 15 101 10 10
United States 15 10° 5/1010 10
Vietnam 15 15 15 15

Notes:

1.

The reduced rate applies to dividends paid to a beneficial owner which is a company holding directly at least 10%
of the capital of the payer.

2. The reduced rate applies to dividends paid to a beneficial owner which is a company holding directly at least 25%
of the capital of the payer.

3. The reduced rate applies to dividends paid to a beneficial owner which is a company that owns at least 25%
of the voting shares of the payer during the period of six months immediately before the end of the accounting
period for which the distribution of profits takes place.

4. The reduced rate applies to dividends paid to a beneficial owner which is a company holding directly at least 20%
of the capital of the payer.

5. The reduced rate applies to dividends paid to a beneficial owner which is a company that owns at least 3% of
the shares of the payer.

6. The reduced rate applies to interest derived by a bank or any other financial institution (including an insurance
company).

7. The reduced rate applies if interest is paid in connection with sale on credit of any industrial, commercial or
scientific equipment.

8. No reduction under the tax treaty so the domestic rate applies.

9. Exemption for interest related to the construction of industrial, commercial or scientific installations or public
works. The 7.5% reduced rate applies to interest received by a bank or any other financial institution (including an
insurance company) as long as the Netherlands does not levy a withholding tax on interest.

10. The reduced rate applies to interest derived by a bank or any other financial institution (including an insurance
company) or interest paid in connection with sale on credit of any industrial, commercial or scientific equipment
or of any merchandise.

11. Certain tax treaties provide for an exemption or a reduction for some types of interest (but are not listed
here), e.g. interest paid to public bodies and financial institutions or in relation to sales on credit or approved
transactions.

12. Effective date: 1 January 2019 (Bahrain); 1 July 2019 (Bangladesh).

BELARUS

MEMBER FIRM
City Name Contact Information
Minsk Alexey Reneisky +375 17 355 42 23
fok@fbk.by
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BASIC FACTS

Full name: Republic of Belarus

Capital: Minsk

Main languages: Belarusian, Russian
Population: 9.45 million (2020 estimate)
Monetary unit: Belarusian Rouble (BYN)
Internet domain: .by

Int. dialling code: +375

KEY TAX POINTS

A.

Belarus resident companies are subject to tax on their worldwide income. Non-resident companies are
subject to tax on their Belarus source income only which is derived from a permanent establishment
(PE) in Belarus. Where a non-resident's Belarus PE does not have any business activity it will be
subject to withholding tax on its Belarus-sourced income. The standard corporate profits tax rate is
18%. The corporate profits tax rate for banks and insurance companies is 25%. The profit of commercial
organisations included into the register of microlenders received from regular granting microloans to
natural persons secured by movable property intended for personal, family or household use is taxed at
25%. The profit received by a forex-company, the National Forex Centre from activities on conducting
transactions with non-deliverable OTC financial instruments is taxed at 25%.

There is no specific branch profits tax in Belarus.

Capital gains are taxed at 18%.

Broadly, local supplies of goods and services in Belarus provided by a taxpayer as well as the importation
of goods, are subject to VAT. Supplies may be zero-rated, exempt, standard or preferential rated. The
standard rate of VAT is 20%. A preferential rate of 10% applies to certain supplies. Telecommunication
services are subject to 25%.

Belarus does not impose estate tax, gift taxes or a net worth tax.

For company taxation, the net profit shown in the financial statements is adjusted for tax purposes and
expenses incurred in earning income or receiving an economic benefit are allowed to be deducted in
full, unless the Tax Code or Presidential Regulations provide otherwise or limit or restrict the deduction.
Unless otherwise provided by a double tax treaty, dividends paid to foreign legal entities not having
a permanent establishment in Belarus are subject to 12% withholding tax. Dividends distributed by a
resident company to another resident company are subject to 12% withholding tax. Dividend withholding
tax is 6% or 0% subject to certain conditions in the Tax Code.

Thin capitalisation rules apply to legal entities in Belarus which restrict the deduction of interest to a debt-
to-equity ratio of 3:1 and apply to certain controlled debt obligations.

The Tax Code empowers the tax authority to ensure that transactions between related parties reflect a
third party arm’s length price, i.e. an objective market value.

The tax year in Belarus is the calendar year. Belarus resident individuals are subject to personal income tax on
their worldwide income whereas non-resident individuals are taxed on their Belarusian-sourced income only.
Employment income includes salary, any other compensation and bonuses received in cash or in kind.
Employers calculate, deduct and pay the relevant tax on the compensation paid to their employees.
Social security contributions are payable by an employer at a rate of 34% (28% for pension insurance
and 6% for social insurance) and by an employee at a rate of 1% of their gross compensation (withheld
by the employer).

Capital gains are not taxed separately but included in the total income of an individual taxpayer.

TAXES PAYABLE

COMPANY TAX

Belarus resident companies are subject to tax on their worldwide income. Non-resident companies are subject
to tax on their Belarus source income only which is derived from a permanent establishment (PE) in Belarus.
Where a non-resident’'s Belarus PE does not have any business activity it will be subject to withholding tax
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on its Belarus-sourced income. The standard corporate profits tax rate is 18%. However, a reduced tax rate

applies to the following income:

« Dividends paid to Belarus companies (standard rate 12%; dividend withholding tax is 6% or 0% subject
to certain conditions in the Tax Code);

* Income (profits) of producers of high-technology products (10%).

Belarus has several tax regimes as follows:

(1) Simplified system of taxation:
Under the simplified system of taxation business entities are not subject to corporate profits tax and,
under certain conditions, neither to VAT (and some other taxes), but instead pay a unified tax of either
5% of gross revenues or, if the business entity continues to pay VAT, 3% of gross revenues, or 16% for
certain non-sales income.

(2) Unified tax on agricultural producers:
A 1% unified tax rate applies to the gross revenues of agricultural producers from the sale of goods (works
and services) and other property and income derived from non-sales transactions. For an agricultural
entity to apply the unified tax method at least 50% of its annual gross revenue must be from the sale of
its own manufactured crop products (excluding flowers and ornamental plants), livestock products, fish
breeding and bee breeding products, otherwise the unified tax is paid at a rate of 3%.

(3) Tax on gambling industry:
Gambling (except for lotteries) is subject to fixed tax rates. The rate depends on the type and number of
operational gambling equipment used. An additional gambling tax of 4% applies to the positive difference
between the amount of received bids and the fund to be paid to the winner.

(4) Tax on income generated by lottery sales:
Lottery sales are subject to an 8% tax rate on the gross revenue less the awarded prize fund.

(5) Tax on electronic interactive games:

An electronic interactive games tax applies at 8% to the difference between the amount of revenue from
the electronic interactive games and the fund to be paid to the winner(s).

COMPANY TAX - ADMINISTRATION

The basic tax reporting period is the calendar quarter and tax returns must be filed within 20 days of the month
following the end of the reporting quarter. Any corporate profits tax liability must be paid within 22 days of the
month following the end of the respective reporting quarter.

Corporate profits tax for the fourth quarter of a year must be paid by 22 December of the current year in an
amount equal to two-thirds of the tax payable in the third quarter of the current year with subsequent additional
payment or reduction not later than 22 March of the next year.

A fine of 40% of the unpaid tax, at a minimum of 10 base values, may arise where there is non-payment or
an incomplete payment of tax. A fine of up to 1 base value may arise if a tax return is submitted late but not
later than 3 working days. A fine of 2 base values applies increased by 0.5 base values for every complete
month of delay in submission, at a maximum of 10 base values. Furthermore, a penalty is applied for every
calendar day of delay in tax payment. The penalty is assessed on the basis of the refinance rate established
by the National Bank of the Republic of Belarus.

CAPITAL GAINS TAX

Capital gains are taxed at 18%. Capital gains are not taxed separately but included in the total income of an
individual taxpayer.

BRANCH PROFITS TAX

There is no specific branch profits tax however a permanent establishment (PE) of a non-resident legal
entity will pay tax on profits attributable to it. A PE can include any place through which a foreign legal entity
regularly carries out its business activities in Belarus. There is no branch remittance tax in Belarus.

VALUE ADDED TAX (VAT)

Broadly, local supplies of goods and services in Belarus provided by a taxpayer as well as the importation of
goods, are subject to VAT. Supplies may be zero-rated, exempt, standard or preferential rated. The standard
rate of VAT is 20%. A preferential rate of 10% applies to the following:

* Local supplies of crop products (excluding floriculture, cultivation of ornamental plants), beekeeping,
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livestock (except for fur production) and fisheries locally produced; and,
* Import and/or local supplies of certain food products and goods for children.
Telecommunication services are subject to 25%. G

Normally taxpayers recognise revenue for VAT purposes on an accrual basis however, as an exception to
this, revenue is recognised on a cash basis by taxpayers using the simplified taxation system and keeping
simplified tax records without accounting records. VAT returns should be submitted to the tax authority on
either a monthly or quarterly basis, within the first 20 days of the month following the reporting period. The
payment of any VAT liability should be made within the first 22 days of the month following the reporting period.

OTHER TAXES - CUSTOMS DUTIES

The Eurasian Economic Union exists between Russia, Kazakhstan, Belarus, Armenia and Kyrgyzstan with
its unified trade regulations and Customs Code. The following charges are considered as customs duties:

« Import duties;

«  Export duties;

«  Special anti-dumping and countervailing duties;

« VAT and excise taxes due upon importation of goods; and,
«  Fees for customs processing/services.

OTHER TAXES - ESTATE AND GIFT TAXES
Belarus does not impose estate and gift taxes or a net worth tax.

B. DETERMINATION OF TAXABLE INCOME

The net profit shown in the financial statements, calculated in accordance with the Belarus accounting
standards, is adjusted for tax purposes in accordance with the Tax Code. Broadly, all costs are deductible for
tax purposes that are incurred in earning income or receiving an economic benefit, unless the Tax Code of
Belarus or Presidential Regulations provide otherwise or limit or restrict the deduction.

CAPITAL ALLOWANCES

Fixed assets (buildings, premises, equipment and vehicles) may be depreciated using the straight-line
method, the indirect disproportionate method, and the production method in accordance with the rates
prescribed in the Tax Code. Land is not depreciated. Broadly, fixed assets can be divided into five basic
groups and the depreciation rate or rates of each group are as follows:

Group Description of the assets Annual rate of depreciation
1 Immovable property 0.8% to 20%
2 Plant, machinery and equipment 2% to 25%
3 Trademarks, patents and other intangible property 2.5% to 20%
4 Computers 20%
5 Transport vehicles 5% to 20%

INVESTMENT DEDUCTION

For corporate profits tax purposes, a percentage of the initial value of acquiring or reconstructing tangible
assets (value of investments for reconstruction) can be deducted, as follows:

*  Not more than 15% - Buildings and structures.
*  Not more than 30% - Machinery and equipment, and certain transport vehicles.

The tax base (the initial cost of the asset) is not reduced by the investment allowance for tax depreciation purposes.
After taking an investment deduction the taxpayer may accrue depreciation on the initial value of fixed assets.

STOCK / INVENTORY
The domestic accounting legislation allows for the following stock / inventory valuation methods:
«  Firstin first out (FIFO);
«  Cost of each unit; and,
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*  Average cost.

The stock / inventory valuation method used for corporate income tax purposes must be the same as the
taxpayer’s accounting policy.

DIVIDENDS

Unless otherwise provided by a double tax treaty, dividends paid to foreign legal entities not having a permanent
establishment in Belarus are subject to 12% withholding tax. Dividends distributed by a resident company to another
resident company are subject to 12% withholding tax. However, the tax rate is reduced in the following cases:

* To 6% if a resident company has not distributed profit between its members (shareholders) for three
successive calendar years;

+ To 0% if a resident company has not distributed profit between its members (shareholders) for five
successive calendar years.

Since the dividends have been subjected to withholding tax at source they are not again taxed under
corporate income tax in the hands of the recipient. Where a foreign entity pays a dividend to an entity in
Belarus, the dividend received is subject to 12% corporate income tax even though withholding tax may have
been deducted at source by the foreign paying entity.

INTEREST DEDUCTIONS

Thin capitalisation rules apply to legal entities in Belarus which restrict the deduction of interest to a debt-to-
equity ratio of 3:1 and apply to the following controlled debt obligations:

* Between parties being founders (participants) of one company, if direct and/or indirect participation
between each of these persons is not less than 20%;

« Between organisations if one party directly and/or indirectly participates in these organisations and its
participation in each of these organisations is not less than 20%, as well as when their beneficial owner
is one and the same natural person;

« Between organisations in which the collective executive body or board of directors has more than 50% of
the same natural persons in common with related parties as described in the sixth bullet below.

*  When one party (including a natural person together with its related parties as described in the sixths
bullet below) acts as a founder (participant) of another organisation, if direct and/or indirect participation
of the former is not less than 20%;

*  When one party executes (directly or indirectly) control over another (other) party (parties);

*  When natural persons are in accordance with domestic legislation married, close relatives or in an
in-law relationship, an adoptive parent and adopted person, guardian, curator and ward as well as
between organisations in which such natural persons are founders (participants), if direct and/or indirect
participation between such natural persons in these organisations is not less than 20%.

However, the thin capitalisation rules do not apply to banks, insurance companies, or to lessors or landlords
subject to certain conditions.

LOSSES

Tax losses can be carried forward and utilised against future taxable profits arising in the subsequent 10 years
(commencing with 2011 tax losses), although some restrictions apply. Tax losses which have arisen from
certain operations may only be utilised against taxable profits arising from the same operations. If tax losses
are not attributable to a particular group, they are carried forward generally regardless of the operations or
activities in which they were incurred. Tax losses may not be carried back.

INCENTIVES

There are several locations where incentives are available in Belarus:

(1) Taxation of residents of the High Technologies Park;

(2) Taxation of the members of the Augustow Canal Special Tourist and Recreation Park;

(3) Taxation of the members of the China-Belarus Industrial Park;

(4) Free-economic zones; and,
)

(5) Taxation of commercial organisations and individual entrepreneurs engaged in medium-sized or small
towns and rural areas.

Special conditions and procedures apply for claiming the above and other benefits.
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C. FOREIGN TAX RELIEF

Subject to the Belarus tax authorities being provided with the certificate issued by the foreign competent
authority confirming the amount of tax paid (withheld) in the foreign state, a tax credit for the foreign tax paid
by, or withheld from, a Belarusian taxpayer will be granted. Tax paid abroad on foreign-source income derived
by a Belarusian legal entity may be credited against its corporate income tax (CIT) liability. The amount
deducted however cannot exceed the equivalent amount of Belarus tax calculated on the foreign-sourced
income.

D. CORPORATE GROUPS

Each entity in Belarus is taxed separately as a stand-alone entity. The tax legislation does not provide for tax
groups or group taxation.

E. RELATED PARTY TRANSACTIONS

The Tax Code empowers the tax authority to ensure that transactions between related parties reflect a third
party arm’s length price, i.e. an objective market value. The tax authorities can check whether prices set by
particular taxpayers are in line with market prices when conducting a tax audit. In particular, they can apply
the market price to:

(1) A foreign-trade transaction with a related party when the transaction price (sum of transactions prices) in
one calendar year exceeds BYN 400,000 (net of indirect taxes) for organisations not included in the List
of large-scale payers and BYN 2,000,000 (net of indirect taxes) for organisations included in the List of
large-scale payers, except for transactions with an offshore zone resident;

(2) A transaction on sale or acquisition of goods (works, services) property rights with a related party — tax
resident of the Republic of Belarus not calculating and paying profit tax in the year when the transaction
is performed when the transaction price (sum of transactions prices) in one calendar year exceeds BYN
400,000 (net of indirect taxes) for organisations not included in the List of large-scale payers and BYN
2,000,000 (net of indirect taxes) for organisations included in the List of large-scale payers;

(3) A transaction with a related party or a taxpayer applying special tax regimes on sale or acquisition of
immovable property (its part) or housing bonds in the process of their circulation after state registration
of erection of a construction object;

(4) A foreign-trade transaction on sale or acquisition of strategic goods included in the list issued by the
Council of Ministers of the Republic of Belarus when the transaction price (sum of transactions prices) in
one calendar year exceeds BYN 2,000,000 (net of indirect taxes).

The following transactions are equated with related party transactions:

* A set of transactions with participation of (through) a third person not being a related party provided that
such a person does not perform in this set of transactions significant functions, except for sale and/or
acquisition of goods (works, services), property rights by one party for another party recognised as related
to this party; does not use any assets and/or does not take risks for organising sale and/or acquisition of
goods (works, services), property rights by one party for another party recognised as related to this party;

* A transaction on sale or acquisition of goods (works, services), property rights with an offshore zone
resident when the transaction price (sum of transactions prices) in one calendar year exceeds BYN
400,000 (net of indirect taxes).

The Belarus tax authorities apply the following transfer pricing methods:
«  Comparable uncontrolled price method (CUP);

* Resale price method;

*  Cost plus method;

«  Comparable profits method;

*  Profit split method.

F. WITHHOLDING TAX

Dividends paid to non-resident companies are subject to a 12% final withholding tax on their gross amount,
subject to the application of a double tax treaty. Interest and royalties not connected to a permanent
establishment are subject to a 10% and 15% final withholding tax respectively on the gross amount, subject
to the application of a double tax treaty. Non-resident companies without a permanent establishment are
subject to a 6% final withholding tax on freight and forwarding charges connected with international shipping
transactions, subject to the application of a double tax treaty.
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A 15% final withholding tax applies to income derived from:

« Sale of goods in the territory of Belarus under agency agreements, commission agreements, other similar
civil law agreements;

* Holding or participation in cultural and entertainment events in the territory of Belarus, as well as work of
amusement rides and wild beast shows;

« Contractual fines and penalties;

» Research and development, scientific and research, development of design and technological documentation
for pilot units (pilot batch) of goods, production and testing of pilot units (pilot batch) of goods;

*  Provision of guarantees and/or surety;

*  Provision of disc space and/or communication channel for hosting on a server and services related to its
technical maintenance;

« Alienation of immovable property in the territory of Belarus; an enterprise (its part) as an asset complex
owned by a foreign organisation, securities (except for shares) and/or their redemption; stakes in equity
capital (participatory interests, shares) of organisations in the territory of Belarus or their parts;

« Performing works, rendering services: consultancy, accounting, auditing, marketing, legal, engineering;
trust management of immovable property in the territory of Belarus; courier; intermediary; managerial; HR;
educational; storage of property; insurance; advertising; installation, adjustment, inspection, servicing,
measurement, testing lines, mechanisms, equipment, devices, instruments, structures, intangible assets
in the territory of Belarus; cargo escorting and protection;

* Immovable property in the territory of Belarus transferred for trust management;

« Data processing and information hosting, activities of web portals on web sites subject to conditions in
the Tax Code.

G. EXCHANGE CONTROL

Belarus imposes restrictions, special reporting and controls with respect to transactions involving foreign and
national currency. The Belarusian Rouble (BYN) has restricted convertibility. Companies doing business in
Belarus must open a bank account with a bank in Belarus.

H. PERSONAL INCOME TAX

The tax year in Belarus is the calendar year. Belarus resident individuals are subject to personal income tax
on their worldwide income whereas non-resident individuals are taxed on their Belarusian-sourced income
only. For tax purposes, an individual is treated as a tax resident of Belarus if they are present in Belarus for
more than 183 days in a calendar year otherwise they are considered a non-resident.

The general personal income tax rate is 13%. The tax rate of 4% is applied to income in the form of gambling
gains from gambling organisers being legal persons of the Republic of Belarus. Fixed tax amounts are set in
relation to personal income from leasing out to natural persons of residential and/or non-residential premises
and parking spaces in the territory of Belarus.

Employment income includes salary, any other compensation and bonuses received in cash or in kind.
Employment income received by an individual from a foreign company or entrepreneur is treated as foreign
income for personal income tax purposes, regardless of the place where the employment duties were actually
performed. Belarusian tax residents may claim several deductions in determining their taxable income.
Employers calculate, deduct and pay the relevant tax on the compensation paid to their employees. Social
security contributions are payable by an employer at a rate of 34% (28% for pension insurance and 6% for
social insurance) and by an employee at a rate of 1% of their gross compensation (withheld by the employer).
A flat personal income tax rate of 13% applies to all dividends received by a resident. However, the tax rate
is reduced in the following cases:

+ To 6% if a resident company has not distributed profit between its members (shareholders)-residents of
Belarus for three successive calendar years;

+ To 0% if a resident company has not distributed profit between its members (shareholders)-residents of
Belarus for five successive calendar years.

Non-residents receiving dividends from local sources are subject to 13% personal income tax which is
withheld at source.

Generally, interest received from bank deposits in Belarus is subject to personal income tax withheld by the
bank except for cases when at least one of the conditions below are met:
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« Such interest is accrued at an interest rate not exceeding the interest rate for call bank deposits;

« The actual deposit term is not less than one year for deposits in BYN and two years for deposits in a
foreign currency.

Self-employed individuals having a business and being registered as a private entrepreneur with the
appropriate registration authority are subject to (upon their choice):

« Personal income tax at a flat rate of 16% (although a specific flat rate of 9% applies to certain types of income);

«  Simplified taxation (in this case individual entrepreneurs are not subject to corporate profits tax and, under
certain conditions, neither to VAT (and some other taxes), but instead they pay a unified tax of either
5% of gross revenues or, if the individual entrepreneur continues to pay VAT, 3% of gross revenues);

« General taxation (like a legal entity);
« Unified tax under certain types of activities.

Self-employment income, assessed on an annual basis, consists of annual gross income less associated
documented expenses.

Personal income tax is paid on a quarterly basis where a self-employed individual has a business and has
registered as an individual entrepreneur with the appropriate registration authority.

Where a self-employed individual has not registered as a private entrepreneur with the appropriate registration
authority, personal income tax is paid on an annual basis.

Generally, any other income is included in regular income and taxed at 13% (or 9% which applies to certain
types of income). Capital gains are not paid separately but included within the total income of an individual
taxpayer. Under Belarusian tax law, relevant deductions in the following four categories are deductible against
a taxpayer’s personal income tax liability:

*  Social tax deductions;

+ Standard tax deductions;

*  Property tax deductions; and,
«  Professional tax deductions.

I. TREATY AND NON-TREATY WITHHOLDING TAX RATES

Please find below a table showing the withholding tax rates for dividends, interest and royalties under the various
tax treaties including former USSR’s treaties which Belarus still honours. In case the domestic rate is lower than
the treaty rate, the former prevails. In case the treaty rate is lower than the domestic rate, the former prevails.

Dividends
Individuals, | Qualifying Interest Royalties
companies | companies (%) (%)
(%) (%)
Domestic rates
Companies 12 12 0/10 15
Individuals 13 n/a 0/13 13
Treaty countries:
Armenia 15 104 0/10 10
Austria 15 51 0/5 5
Azerbaijan 15 15 0/10 10
Bahrain 5 5 0/5 5
Belgium 15 52 0/10 5
Bulgaria 10 10 0/10 10
China 10 10 0/10 15
Croatia 15 5! 10 10
Cyprus 5/10/15° 5/103 5 5
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Dividends
Individuals, | Qualifying Interest Royalties
B companies companies (%) (%)
(%) (%)
Czech Republic 10 51 0/5 5
Denmark 15 15 0 0
Ecuador® 10 51 10 10
Egypt 15 15 10 15
Estonia 10 10 0/10 10
Finland 15 56 0/5 5
France 15 15 0/10 0
Georgia 10 51 0/5 5
Germany 15 15 0/5 0
Hong Kong?® 0/5 0/57 0/5 3/5
Hungary 15 51 5 5
India 15 109 0/10 15
Indonesia?’ 10 10 0/10 10
Iran 15 1010 0/5 5
Ireland o/10" 0/5™ 0/5 5
Israel 10 10 0/5/10 5/10
Italy 15 51 0/8 6
Japan 15 15 0/10 0/10
Kazakhstan 15 15 0/10 15
Korea (North) 10 10 10 10
Korea (South) 15 51 10 5
Kuwait 0/512 0/512 0/5 10
Kyrgyzstan 15 15 0/10 15
Laos 10 513 0/8 5
Latvia 10 10 0/10 10
Lebanon 7.5 7.5 0/5 5
Lithuania 10 10 0/10 10
Malaysia 15 15 0/15 10/15
Moldova 15 15 0/10 15
Mongolia 10 10 0/10 10
Montenegro 15 51 8 10
Netherlands 15 0'4/51 0/5 5/10
North Macedonia 15 51 10 10
Oman 5 5 0/5 10
Pakistan 15 1115 0/10 15
Poland 15 104 0/10 0
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Qatar 5 5 0/5 5
Romania 10 10 0/10 15
Russia 15 15 0/10 10
Saudi Arabia 5 5 5 10
Serbia 15 5! 8 10
Singapore 5 012 0/5 5
Slovak Republic 15 10° 0/10 5/10
Slovenia 5 5 0/5 5
South Africa 15 516 0/5/10 5/10
Spain 18 18 0 0/5
Sri Lanka 10 7.517 0/10 10
Sweden 10 0/518 0/5 3/5/10
Switzerland 15 51 0/5/8 3/5/10
Syria 15 15 10 18
Tajikistan 15 15 0/10 15
Thailand 10 10 0/10 15
Turkey 15 1010 0/10 10
Turkmenistan 15 15 0/10 15
Ukraine 15 15 10 15
United Arab Emirates 10 5/1019 0/5 5/10
United Kingdom 0 0 0 0
United States 0 0 0 0
Uzbekistan 15 15 0/10 15
Venezuela 15 5 0/5 5/10
Vietnam 15 15 0/10 15
Notes:

1. The 5% rate applies if the beneficial owner is a company (other than a partnership) which holds directly at least

25% of the capital of the dividend-paying company.

2. The 5% rate applies if the beneficial owner is a company which holds directly or indirectly at least 25% of the

capital of the dividend-paying company.

3. The 5% rate applies if the beneficial owner has invested in the share capital of the dividend-paying company
not less than EUR 200,000. The 10% rate applies if the beneficial owner holds directly at least 25% of the share

capital of the dividend-paying company.

4. The 10% rate applies if the beneficial owner is a company which holds at least 30% of the capital of the dividend-

paying company.

5. Effective 1 January 2018.

6. The 5% rate applies if the beneficial owner is a company (other than a partnership) which controls directly at least

25% of the capital of the dividend-paying company.

7. The 0% rate applies to payments to government agencies and financial institutions.

8. Effective 1 January 2018 (Belarus); 1 April 2018 (Hong Kong).

9. The 10% rate applies if the beneficial owner is a company which holds directly at least 25% of the shares of the

dividend-paying company.

10. The 10% rate applies if the recipient is a company (excluding partnership) which holds directly at least 25% of

the capital of the dividend-paying company.
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11. The 5% rate applies if the beneficial owner is a company (other than a partnership) which holds directly at least
25% of the capital of the dividend-paying company. The 0% rate applies to payments to government agencies
and financial institutions.

12. The 0% rate applies to payments to government agencies and financial institutions.

13. The 5% rate applies if the beneficial owner is a company (other than a partnership) which holds directly at least
20% of the capital of the dividend-paying company.

14. The 0% rate applies if the beneficial owner is a company (other than a partnership) (i) which holds directly at least
50% of the dividend-paying capital and provided that an investment of at least 250,000 EUR has been made in
the capital of the dividend-paying company or (ii) which holds directly at least 25% of the capital of the dividend-
paying company and whose investment in the capital of the dividend-paying company is, directly or indirectly,
guaranteed or insured by the government of the other contracting state.

15. The 11% rate applies if the beneficial owner is an individual or a company which holds at least 25% of the capital
of the dividend-paying company.

16. The 5% rate applies if the beneficial owner is a company which holds at least 25% of the capital of the dividend-
paying company.

17. The 7.5% rate applies if the beneficial owner is a company (other than a partnership) which holds directly at least
25% of the capital of the dividend-paying company.

18. The 5% rate applies if the beneficial owner is a company (other than a partnership) which holds directly at least
30% of the capital of the dividend-paying company. The 0% rate applies if the beneficial owner is a company
(other than a partnership) which holds directly 100% of the capital of the dividend-paying company but only to
the extent that the profits out of which the dividends are paid have been derived from industrial or manufacturing
activities or from agriculture, forestry, fishing or tourism (including restaurants and hotels). However, this
exemption shall not apply if the profits out of which the dividends are paid have been exempt from tax in the
source state.

19. The 5% rate applies if the beneficial owner is a company (other than a partnership) which holds directly at least
100,000 USD of the dividend-paying company.

20. Effective date: 1 January 2019.

BELGIUM

MEMBER FIRM

City Name Contact Information

Brussels Wouter Brackx +32 2454 0752
wouter.brackx@pkf-vmb.be

Brussels Kurt De Haen +32 2460 0960
kurt.dehaen@pkf-vmb.be

BASIC FACTS

Full name: Kingdom of Belgium

Capital: Brussels

Main languages: Dutch, French, German

Population: 11.58 million (2020 estimate)

Monetary unit: Euro (EUR)

Internet domain: .be

Int. dialling code: +32
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KEY TAX POINTS

« A resident company is liable for Belgium resident corporate tax on its worldwide profits (with Belgium
tax relief for eligible foreign-source profit). A non-resident company — i.e. a legal branch or permanent
establishment — is liable for Belgium non-resident corporate tax levied on Belgian-source income only.

« Capital gains are normally treated as ordinary business income and are taxable at the normal corporate
tax rates, be it that both tax exemptions and roll-over tax relief are available if certain conditions are met.

«  Belgium tax law comprises controlled foreign company (CFC) legislation as of 2019.

* Belgian tax law comprises group relief for corporate tax purposes as of 2019. In addition and subject to
certain conditions, separate taxable persons can form a VAT unit and hence be considered as a single
taxable person for VAT purposes.

*  The standard Belgium withholding tax rate applicable to dividend, interest or royalty income is 30%. However,
both Belgium domestic tax law and tax treaties concluded by Belgium comprise numerous withholding tax
exemptions that can be claimed by various investors, mainly non-residents and financial institutions.

* An individual resident in Belgium is liable for progressive personal income tax rates that apply to
worldwide income. Qualifying foreign-source income can be eligible for a Belgian personal tax exemption
with progression reserve if conditions are met.

«  Belgium tax law does not comprise asset tax nor a general capital gains taxation for individuals.

* Belgium has a very tax-attractive expatriate tax regime for foreign executives that are temporarily working
in Belgium after being seconded to Belgium or being recruited outside Belgium.

* Belgium has a very extensive tax treaty network and a very active tax treaty policy.

« Belgium has a very active upfront tax ruling practice. No-name pre-filing meetings with the Belgium tax
ruling commission are common practice.

* Taxable persons performing supplies of goods or services have to charge 21% VAT on these supplies

unless these transactions are subject to a reduced rate, 'exempt' from VAT, ‘outside the scope’ of VAT
or subject to ‘reverse charge’.

A. TAXES PAYABLE

COMPANY TAX

A resident company is liable to corporation tax on its worldwide profits. A company is resident in Belgium if
its registered office or centre of management is situated in Belgium. The place of incorporation is irrelevant.

The standard Belgium corporate tax rate is 25%. A small or medium-sized company is subject to 20%
corporate tax on the EUR 100,000 fraction of the taxable basis.

A company with tax residence outside Belgium that has a legal branch or permanent establishment in Belgium
is subject to the same Belgium corporate tax rate of 25% (or the reduced tax rate if the conditions are met),
be it on Belgium-source income only.

A company with tax residence outside Belgium that has no legal branch or permanent establishment in
Belgium is basically only subject to Belgium non-resident corporate tax on income derived from Belgium
based real estate. In addition, Belgium-source dividend, interest or royalty income is subject to 30% Belgium
withholding tax. However, it is very likely that either a reduced tax treaty rate or even 0% withholding tax
applies at the level of a non-resident beneficiary of this type of income.

CAPITAL GAINS TAX

Capital gains are normally treated as ordinary business income and are taxable at the normal corporate tax
rates. However, there are exceptions such as realised capital gains on eligible shares which can be 100%
tax-free. In addition, realised capital gains on business assets can be eligible for spread taxation —i.e. roll-over
tax relief — if, amongst others, the sales proceeds are timely reinvested in qualifying other business assets
(including real estate).

BRANCH PROFITS TAX
There is no separate branch profits (remittance) tax in Belgium.
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VALUE ADDED TAX (VAT)

VAT is a tax on 4 types of transactions: the supply of goods, the supply of services, the importation of goods
from outside the EU, and the acquisition of goods from another EU Member State. In case these transactions
are deemed to take place in Belgium for VAT purposes, as a general rule 21% Belgian VAT will be due.
However, many exceptions to this main rule exist:

*  Certain supplies are zero-rated (e.g. daily and weekly publications) or subject to 6% (e.g. food and water)
or 12% (e.g. restaurant and catering services);

*  Certain supplies are VAT exempt (e.g. export of goods, intra-Community supplies of goods, social-cultural
services, insurance, some financial operations);

«  For certain supplies, the liability to pay the Belgian VAT is shifted to the customer (reverse charge).

Although many of these exceptions stem from EU legislation, the relevant Belgian rules often have a different
scope or are interpreted differently by the Belgian VAT authorities (as is the case in most other EU Member
States as well). It is therefore advised to carefully examine the correct VAT treatment of the operations taking
place in Belgium.

The VAT legislation is formalistic, and imposes various administrative and document retention requirements.
Non-compliance with these rules often leads to adverse VAT consequences, such as the rejection of input VAT
deduction, the rejection of the application of a VAT exemption (resulting to a VAT claim) or administrative penalties.

Businesses that are VAT registered in Belgium need to file periodical VAT returns and an annual client listing.
Depending on the type of transactions performed, possibly also intra-Community sales listings and Intrastat
returns may need to be filed. As a general rule, these returns and listings need to be filed on a monthly basis.
The VAT returns and intra-Community sales listings however only need to be filed on a quarterly basis if
certain thresholds are not exceeded.

VAT should in principle be neutral for businesses, since a taxable person (even foreign businesses that
are not VAT registered in Belgium) can recover the input VAT on goods or services they have purchased.
However in practice this is not always the case, as the business can be faced with:

* Non-recoverable VAT: In some cases, a taxable person cannot fully deduct the input VAT either due to
the fact that it partly/only performs activities that are out of scope or exempt from VAT or due to the fact
that for certain types of costs no VAT deduction is allowed.

* VAT pre-financing: There can be a significant timing difference between the moment the input VAT is paid
and the moment this input VAT is actually recovered.

* VAT penalties: Infringements on the VAT legislation (even minor ones) can lead to severe penalties.

« VAT administration costs: the costs associated with having a Belgian VAT registration, filing returns and
listings, complying with invoicing and bookkeeping requirements.

In many cases, the scenario’s in which VAT can become a cost for a business can be avoided or optimized by
careful planning. The Belgian VAT legislation e.g. contains various simplification rules that, if applied correctly,
can avoid the need to VAT register or to pre-finance VAT.

LOCAL TAXES

Other than some minor and very specific local taxes that may apply to e.g. advertising, office furniture,
producing copies, etc., there are no significant and general local taxes in Belgium.

OTHER TAXES:

REGISTRATION DUTY

Registration duties are indirect taxes and are therefore applied on a transaction basis, in particular when
a notary deed is required. The tax rate can be different in either the Brussels Region, Flemish Region or
Walloon Region. Transactions that are subject to proportional registration duties include the transfer of legal
title of real estate situated in Belgium. A registration duty of 12.5% (10% in the Flemish Region) applies to
the price or market value of the real estate (except in restructuring scenarios in which case an exemption can
apply). However, as of 1 June 2018 the registration duty applied to the price or market value of a family house
in the Flemish Region has decreased from 10% to 6% if certain formalities are met in due time.

In general, no Belgium registration duties are due when increasing the capital of a Belgium based company.
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REAL ESTATE WITHHOLDING TAX

Owners of real estate located in Belgium pay real estate taxes on the deemed rental value — this is a fictitious,
but fairly low income — of their property. The applicable rate depends on the location and use of the property.

B. DETERMINATION OF TAXABLE INCOME

The taxable income of a Belgium company or Belgium permanent establishment is based on its Belgium
GAAP accounting profit as laid down in its annual accounts. This accounting profit is then adjusted for Belgium
corporate tax purposes. We will list the main tax adjustments here under.

DISALLOWED EXPENSES

Some accounting charges are not (fully) tax-deductible. The main disallowed expenses are as follows:
« Restaurant costs are only 69% tax-deductible;

* Reception costs and business gifts are only 50% tax-deductible;

*  As of 2020 the tax-deductibility of both car and fuel costs are calculated as follows: 120% — [ 0,5% * fuel
coefficient * CO? emission rate ];

« Hospitalization insurance premiums are not tax-deductible;
« Meal cheque expenses are not tax-deductible.

INVESTMENT ALLOWANCE

Companies are entitled to “investment allowance” tax relief — called “investment deduction” — if conditions
are satisfied. Specifically, in the event of an investment in qualifying assets that are used for own business
purposes, the taxpayer cannot only amortize the asset for Belgium corporate tax purposes, but is also eligible
for an additional tax deduction. Such tax deduction is either:

« A one-off tax deduction applied to the total investment value, or;
* A spread tax deduction applied to the annual accounting amortization of the asset.

The actual percentage of the investment allowance depends on the type of investment. If the taxpayer at
hand has insufficient tax capacity in a given financial year to fully utilize the investment deduction, the excess
deduction can be carried-forward without limitation in terms of time and amount. In addition, if conditions are
met, an increased investment deduction is available for, amongst others, the following types of investments:

*  Energy-saving investments;

*  Environmental-friendly R&D investments;

* Investments in safety measures;

* Investments contributing towards the re-utilisation of the packaging of beverages and industrial products.

DEPRECIATION

Generally, all tangible and intangible business assets owned by the company and whose value diminishes
over time, are depreciable for both BE GAAP and corporate tax purposes.

STOCK / INVENTORY

Stocks should be valued at the lower of acquisition cost or year-end market value. The most common
acceptable valuation methods are actual cost, FIFO and weighted average. The Belgium tax authorities
require that the method chosen is justified and applied consistently.

CAPITAL GAINS AND LOSSES

Capital gains are treated as ordinary business income and are therefore taxable at normal corporate tax rates.
However, there are a few exceptions:

* Revaluation gains are tax-free provided that they remain recorded on a specific “intangible account” of
the company’s balance-sheet;

* As explained above, under certain conditions roll-over tax relief is granted for eligible realised gains on
business assets;

* Realised capital gains on shares are tax-free if the underlying dividends qualify for the Belgium
participation exemption (see below). There is however one exception to this rule: if the shares are not
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held for at least one year then 25% Belgium capital gains tax is due.

Capital losses are tax-deductible if they relate to fixed assets used for business purposes. Both unrealised
(i.e. impairments recorded for BE GAAP purposes) and realised capital losses on shares are not tax-
deductible. However, capital losses on shares realised upon the liquidation of a subsidiary are tax-deductible
up to the value of the capital actually paid-up by the Belgium corporate shareholder.

DIVIDEND INCOME - PARTICIPATION EXEMPTION

A corporate shareholder can apply a 100% Belgium participation exemption for a shareholding of at least
10% or with an investment value of at least EUR 2.5 million in the distributing company. Also, the Belgium
shareholder needs to hold this minimum shareholding for an uninterrupted period of at least one year, before
or after the dividend distribution date. In addition and in summary: the dividend distributing subsidiary should
be subject to normal taxation. Subsidiaries based in the EU are deemed to anyhow meet this subject-to-tax
test.

Note that the participation exemption cannot be applied if the dividend distributing company can deduct the
distributed dividend amount from its taxable basis and if the overall business structure is “artificial’, i.e. lacks
relevant substance.

If the taxpayer at hand has insufficient tax capacity in a given financial year to fully utilize the participation
exemption, the excess can be carried-forward without limitation in terms of time and amount.

INTEREST DEDUCTIONS

At arm’s length interest expenses are fully tax-deductible.

However, Belgium tax law provides for three specific thin capitalisation rules:

« A 1:1 debt-equity ratio applies to loans granted by individual directors and shareholders to the company;

* A 5:1 debt-equity ratio applies to loans granted by related companies prior to 17 June 2016 and by
lenders based in a tax haven. However, the 5:1 thin capitalisation rule does not apply in the event of a
genuine “finance centre” transaction between related companies that are not based in a tax haven.

* Asof 2019, a 30% fiscal EBITDA thin capitalisation rule applies if the net interest expense exceeds EUR
3 million per annum whilst various exceptions apply.

NOTIONAL INTEREST DEDUCTION (NID)

The notional interest deduction (NID) is a unique Belgium tax deduction. NID is a deduction for Belgium
corporate tax purposes only and thus does not require any BE GAAP accounting entries or any cash-out
cost. NID applies to basically all Belgium corporate taxpayers, regardless of the nature of their business. In
essence, to have an equal treatment between the equity-funding and debt-funding of a Belgium company
or permanent establishment, NID comes down to a corporate tax deduction of a “notional — i.e. fictitious -
interest” expense that is deemed to arise for tax purposes only. The basis for the tax deduction is the average
5 year increase of the company’s qualifying BE GAAP net equity while the interest rate is determined in
function of the market interest rates. Small and medium-sized companies are entitled to an additional 0.5%
NID rate. As market interest rates are currently low, the current (i.e. tax year 2020 — financial year 2019) NID
rate is 0.726% while a small and medium-sized company can claim a 1.226% NID rate.

If a taxpayer has insufficient tax capacity in a given financial year to fully utilize the NID, the excess cannot
be carried-forward and thus permanently forfeits. To avoid double-dips, the NID basis - i.e. the prior-year net
equity - needs to be decreased by the net book value of certain “bad assets”, including:

* Shares, as the latter are generally eligible for the Belgium participation exemption;
« Tax treaty assets, as the latter’'s income is tax-free in Belgium;
« Assets used for private purposes by the company’s director.

PATENT INCOME DEDUCTION (PID) AND INNOVATION DEDUCTION

The patent income deduction (PID) regime is a tax-attractive rule providing for an 80% corporate tax
exemption of at arm’s length patent income. Consequently, only 20% of the patent income is taxable at the
normal corporate tax rate of 25% resulting in a maximum 5% effective corporate tax rate for income derived
from patents. However, as e.g. R&D expenses, the R&D investment deduction and tax losses carry-forward
are also fully tax-deductible, the patent income can be subject to a 0% effective Belgium corporate tax rate.

PID applies to both self-developed and acquired patents. The taxpayer can use the patent to grant licenses
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on the use of the patent and can use the patent for its own production process. In the latter case, the taxpayer
will have to identify the patent income on a stand-alone basis. PID can be claimed if the following conditions
are complied with:

* The Belgium taxpayer needs to hold the legal ownership or usufruct of a patent;

* The Belgium taxpayer needs to have an own R&D centre in Belgium or abroad. R&D activities can be
outsourced, but this process needs to be supervised and coordinated by the Belgium taxpayer.

Note however that the PID has been abolished with a phase-out period until 30 June 2021.

However, meanwhile the so-called Innovation Deduction tax regime has been introduced as an alternative for
PID. The Innovation Deduction has the following features:

« Inessence, the Innovation Deduction is a 85% corporate tax deduction of net royalty income derived from
qualifying IP whose underlying R&D activities were carried on by the Belgium taxpayer;

*  The scope of qualifying IP is much broader than for PID since also royalty income derived from, amongst
others, data and market exclusivity rights and eligible software is included;

*  Non-utilised Innovation Deduction can be carried-forward to a subsequent financial year;
« Also realised capital gains on the IP can benefit from Innovation Deduction tax relief;

*  The Innovation Deduction can already be applied as of the financial year in which the IP approval request
is filed.

LOSSES

Tax losses can be carried-forward indefinitely, i.e. without limitation in terms of time and amount. A carry-back
of tax losses is not allowed. However, tax losses may forfeit in the event of a purely tax-driven change of
control at the level of the Belgium company with tax losses. Furthermore, when a Belgium company with tax
losses is part of a tax-free business restructuring (like e.g. a merger), the tax losses carry-forward may only
survive the tax-free reorganisation on a prorate basis.

Furthermore, if a company or a permanent establishment has a taxable basis exceeding EUR 1 million, a
maximum of 70% of the part of the taxable basis exceeding EUR 1 million can be offset against tax losses
carried-forward, whereas 30% is effectively subject to corporate tax.

FOREIGN SOURCE INCOME

Belgium tax law comprises controlled foreign company (CFC) legislation as of 2019. However, CFC legislation
only applies if the overall business set-up is deemed to be artificial, i.e. lacks genuine local substance and is
not at arm’s length.

C. FOREIGN TAX RELIEF
The following Belgium foreign tax relief rules apply:

* Income derived from tax treaty sources (a permanent establishment or real estate based in a tax treaty
country) is completely tax-free for Belgium corporate tax purposes;

« Definitive tax losses of permanent establishments situated outside Belgium, but within the EEA, are
deductible from Belgium source profits (be it that a future claw-back rule may apply);

«  Foreign-source dividend income can be eligible for the Belgium participation exemption (see above);

« Foreign-source interest and royalty income can be eligible for a Belgium foreign tax credit if that income
was subject to foreign withholding tax or if a tax sparing clause laid down in a tax treaty concluded with
Belgium applies.

D. CORPORATE GROUPS

As of 2019, Belgium tax law is featured by group relief for corporate tax purposes. If conditions are met, group
relief for VAT purposes can currently already be applied for.

E. RELATED PARTY TRANSACTIONS

All transactions with group companies must be conducted on an arm’s length basis. This means that the
prices applied must be set as if the parties involved were genuine independent third party companies, taking
into account the normal market prices for similar transactions in identical or similar circumstances.

For Belgium tax purposes, transfer pricing documentation is only mandatory if the following conditions are
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satisfied in the hands of a group with a presence in various countries. Specifically, every Belgian tax resident
affiliate of a multinational Group which exceeds one of the below criteria in the financial year preceding its
most recently closed financial year according to its BE GAAP annual accounts on a non-consolidated basis
should file both a Local File and a Master File in Belgium:

«  Gross operational and financial turnover (excluding one-off transactions) exceeding EUR 50 million;
« Balance sheet total exceeding EUR 1 billion;
«  Average personnel exceeding 100 full-time equivalents.

In summary, the Group master file should give an overview of the multinational Group as such. The Local File
shares more information about the nature and activities of the Belgian affiliate.

In addition and in summary, “if’ the Group has a consolidated gross turnover of more than EUR 750 million, a
country-by-country (“CbC”) reporting formality will have to be satisfied. Without entering into details, in such a
CbC report the Group has to disclose a general overview of its worldwide income and its economic activities
and in which countries the Group pays its taxes. Such a CbC report will, in principle, have to be filed by the
parent company of the Group in the country of which this parent company is a tax resident. However, in some
cases, a Belgian tax resident company of the Group can be obliged to file the CbC report in Belgium. Every
Belgian tax resident company of a “large” multinational Group will in any event have to inform the Belgian tax
authorities of the identity of the company that will file the CbC report, and this before the financial year of the
parent company is closed.

F. WITHHOLDING TAX

According to Belgian domestic tax law, in principle 30% withholding tax is due on dividend, interest and/
or royalty income that is attributed or made payable by the company. However, Belgium tax law comprises
numerous withholding tax exemptions, especially for corporations, banks and non-residents. Also, pursuant
to tax treaty rules there may be Belgium dividend, interest and royalty withholding tax mitigation and relief.
This includes:

* 0% Belgium dividend withholding tax applies if the shareholder resides in the EU or in a tax treaty country
and has a minimum 10% shareholding for at least 1 year in the Belgium subsidiary;

* 0% Belgium interest or royalty withholding tax applies if the beneficiary resides in the EU and has a direct
or indirect minimum 25% shareholding for at least 1 year in the Belgium company;

* 0% Belgium royalty withholding tax applies based on many tax treaties concluded by Belgium.

G. EXCHANGE CONTROL
There are no exchange controls in Belgium.

H. PERSONAL TAX - EXPATRIATE TAX REGIME

An individual resident in Belgium is liable to progressive personal income tax rates (maximum 50%) on his
worldwide income. There is no general capital gains taxation for individuals. Only in very specific circumstances,
an individual can be subject to capital gains taxation. A non-resident individual is liable to progressive personal
tax rates on his Belgian-source income only. There is no asset tax under Belgium tax law.

However, the Belgium tax practice includes a tax-efficient expatriate tax regime since 1983. The main
objective of this expatriate tax regime is to both lower the overall payroll cost for the employer and to optimise
the net-in-hand salary for the expatriate. If they meet all the conditions, an expatriate — although temporarily
living with his/her family in Belgium — is considered to be a non-resident for Belgium personal tax purposes.
The benefits of the Belgium expatriate tax status are twofold:

* Each calendar year, the expatriate is entitled to so-called “tax-free allowances”, i.e. allowances granted by

the employer to cover additional expenses incurred as a direct result of the assignment to or employment
in Belgium are, within certain limits, tax-free for the expatriate, and;

« Each calendar year, the expatriate is entitled to a so-called “business travel exclusion”, i.e. the part of the
salary that relates to actual business days spent outside Belgium is tax-free in Belgium (and presumably
not taxable in the visited jurisdiction neither).

I. TREATY AND NON-TREATY WITHHOLDING TAX RATES

Dividends Interest Royalties
(%) (%) (%)
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Non-treaty countries 0/15/30 0/30 30
Treaty countries:
Albania 0/5/15 0/5 5
Algeria 0/15 0/15 5/15
Argentina 0/10/15 0/12 5/10/15
Armenia 0/5/15 0/10 8
Australia 0/15 0/10 10
Austria 0/15 0/15 0/10
Azerbaijan 0/5/10/15 0/10 5/10
Bahrain 0/10 0/5 0
Bangladesh 0/15 0/15 10
Belarus 0/5/15 0/10 5
Bosnia-Herzegovina 0/10/15 0/15 10
Brazil 0/10/15 0/10/15 10/15/20
Bulgaria 0/10 0/10 0/5
Canada 0/5/15 0/10 10
Chile 0/15 0/5/15 5/10
China 0/5/10 0/10 7
Croatia 0/5/15 0/10 0
Cyprus 0/10/15 0/10 0
Czech Republic 0/5/15 0/10 0/5/10
Democratic Republic of Congo 0/5/10 0/10 10
Denmark 0/15 0/10 0
Ecuador 0/15 0/10 10
Egypt 0/15/20 0/15 15/25
Estonia 0/5/15 0/10 0/5/10
Finland 0/5/15 0/10 0/5
France 0/10/15 0/15 0
Gabon 0/15 0/15 10
Georgia 0/5/15 0/10 5/10
Germany 0/15 0/15 0
Ghana 0/5/15 0/10 10
Greece 0/5/15 0/5/10 0/5
Hong Kong 0/5/15 0/10
Hungary 0/10 0/15
Iceland 0/5/15 0/10
India 0/15 0/10/15 20
Indonesia 0/10/15 0/10 10
Ireland 0/15 0/15 0
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Dividends Interest Royalties
(%) (%) (%)
B Israel 0/15 0/15 10
Italy 0/15 0/15 0/5
Ivory Cost 0/15 0/16 10
Japan 0/10 0/10 0
Kazakhstan 0/5/15 0/10 10
Korea 0/15 0/10 10
Kosovo 0/10/15 0/15 10
Kyrgyzstan 0/15 0/15 0
Kuwait 0/10 0 10
Latvia 0/5/15 0/10 0/5/10
Lithuania 0/5/15 0/10 0/5/10
Luxembourg 0/10/15 0/15 0
Malaysia 0/15 0/10 10
Malta 0/15 0/10 0/10
Mauritius 0/5/10 0/10 0
Mexico 0/10 0/5/10 10
Moldova 0/15 0/15 0
Mongolia 0/5/15 0/10 5
Montenegro 0/10/15 0/15 10
Morocco 0/6.5/10 0/10 10
Netherlands 0/5/15 0/10 0
New Zealand 0/15 0/10 10
Nigeria 0/12.5/15 0/12.5 12,5
North Macedonia 0/5/15 0/10 10
Norway 0/5/15 0/15 0
Pakistan 0/15 0/15 15/20
Philippines 0/10/15 0/10 15
Poland 0/10 0/5 0/5
Portugal 0/15 0/15 0/10
Romania 0/5/15 0/10 0/5
Russia 0/10 0/10 0
Rwanda 0/15 0/10 10
San Marino 0/5/15 0/10 5
Senegal 0/15 0/15 10
Serbia 0/10/15 0/15 10
Seychelles 0/5/15 0/5/10 5
Singapore 0/5/15 0/5 5
Slovak Republic 0/5/15 0/10 0/5
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Slovenia 0/5/15 0/10 0/5
South Africa 0/5/15 0/10 0
Spain 0/15 0/10 0/5
Sri Lanka 0/15 0/10 10
Sweden 0/5/15 0/10 0
Switzerland 0/15 0/ 10 0
Taiwan 0/10 0/10 10
Tajikistan 0/15 0/15 0
Thailand 0/15/20 0/10/25 5/15
Tunisia 0/5/15 0/5/10 11
Turkey 0/15/20 0/15 10
Turkmenistan 0/15 0/15 0
Ukraine 0/5/15 0/2/10 10
United Arab Emirates 0/5/10 0/5
United Kingdom 0/10 0/10
United States 0/5/15 0/15
Uruguay 0/5/15 0/10 10
Uzbekistan 0/5/15 0/10 5
Venezuela 0/5/15 0/10 5
Vietnam 0/5/10/15 0/10 5/10/15
BELIZE
MEMBER FIRM
City Name Contact Information
Belize City Jose A. Bautista +501 227 7428
jbautista@pkfbelize.com
BASIC FACTS
Full name: Belize
Capital: Belmopan
Main languages: English
Other languages Spanish, Kriol, Garifuna, Maya (Kek'Chi), Maya (Mopan), Maya
(Yucatec), Plautdietsch, Cantonese
Population: 396,548 (2020 estimate)
Monetary unit: Belize Dollar (BZD)
Internet domain: .bz
Int. dialling code: +501

KEY TAX POINTS
* Income tax is levied on the gross revenue receipts (sales) of companies at rates set out from time to time
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in the Ninth Schedule to the Income and Business Tax Act.

* A general sales tax (GST) applies to the supply of goods and services at a standard rate of 12.5%.
Certain supplies are exempted or zero-rated. Registered businesses can set off their input GST (GST
paid to suppliers) against their output GST (GST charged to customers).

«  Other local taxes apply including stamp duty, land and property taxes, customs duties, excise duties,
environmental tax, vehicle licenses, and trade license.

« Personal income tax is chargeable at a flat rate of 25% on persons employed in Belize.

* Residents are entitled to a personal allowance of between BZD 19,600 and BZD 25,600 before being
chargeable to the flat rate.

« Belize has double taxation agreements with the United Kingdom, Austria, and the countries of the
Caribbean Community (CARICOM).

A. TAXES PAYABLE

COMPANY TAX

On 1 July 1998, income tax on the profits or net earnings of companies and self-employed persons was
replaced by a new tax, named ‘business tax’, which is a tax on gross receipts. The tax is charged as a
percentage of gross receipts, without any deductions, and is declared and paid each month to the Tax
Department. The rates vary according to the source of the income and range from 0.75% in respect of receipts
from radio, on-air television and newspaper business to 25% in respect of management fees, rental of plant
and equipment, and charges for technical services paid to a non-resident.

Effective 1 January 1999, income tax on business profits was reintroduced but revised so that it could co-exist
with the business tax regime introduced in 1998. The corporate income tax rate was reduced from its former
level of 35% to 25%. The business tax paid is now considered to be a credit towards income tax payable with
any excess paid being carried forward as an expense to the next basis (tax) year, provided that an income
tax return is duly filed with the Commissioner of Income Tax.

Where the business tax paid is less than the income tax payable, the excess is to be treated as taxes forgone
by the Commissioner, provided that an income tax return is duly filed. Tax returns are to be filed with the
Belize Tax Administration (Income Tax Department) within three months after the close of the taxpayer's fiscal
year. When filing an income tax return, the taxpayer (other than a company engaged in petroleum operations)
has an option to ‘accept the business tax assessed’. This choice is made by ticking a window on the income
tax return form. The business tax paid for the year is then considered to be the tax payable for the year. The
tax return is completed by signing the Certification section.

There is no need to provide financial statements or any additional supporting schedules to support the tax
return submitted. Where losses are incurred and the taxpayer elects not to accept the business tax as a final
tax, the taxpayer must submit a complete tax return which would include an income tax computation, financial
statements and supporting schedules in order to have the trading losses agreed and relief obtained in the form
of tax credits against future business taxes payable.

With effect from 1 January 20086, the rate of income tax for companies engaged in petroleum operations was
increased from 25% to 40%. These companies must file income tax returns and pay income tax; they cannot
elect to be chargeable to tax under the business tax regime. Subsequent amendments made to date to the
Income and Business Tax includes the addition of the following provisions:

* Tointroduce a petroleum surcharge on revenues derived from petroleum operations;
« To facilitate tax information exchange agreements with other countries;
« To abolish the withholding tax on royalties and commissions paid to non-residents;

* To vary the rates of business tax on casinos, commissions, real estate business and utilities that provide
telecommunication and electricity services.

GENERAL SALES TAX

Effective 1 July 2006, the ‘sales tax’ which was in force was repealed and replaced by a general sales tax
(GST). GST is effectively a value added tax, with tax becoming payable at each stage in the supply chain and
with tax incurred on inputs being recoverable by offset against output GST (the tax charged by a business
to customers on taxable supplies). For GST purposes, “business” has a very wide meaning and can include
activities on which no profit is made. “Taxable supply” is a supply of goods and/or services made in the course
or furtherance of any business. Therefore, where a supply is not specifically exempted, it will be considered
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a taxable supply.

Effective 1 April 2010, the rate of GST was increased from 10% to 12.5%. Exempt supplies of goods and
services include:

*  Some financial services and gambling supply;
«  Some supply of goods and services by an educational institution within the meaning of the Education Act;

« Medical, dental, hospital, optical and paramedical services, other than veterinary services and cosmetic
surgery;

«  Supply of residential accommodation or accommodation in a hotel or similar establishment;

+ Public postal services, domestic public transport of passengers, lease of aircraft and maintenance
services in connection with the supply of public air transport;

« International transport of passengers or goods;
+  Some supplies of services provided to diplomatic missions, international and regional organisations; and,
« Goods and services provided to the Government of Belize.

Providers of exempt goods and services are not allowed to charge GST to customers and cannot recover
any GST paid on inputs. Taxable supplies may be zero-rated (chargeable to tax at 0%) or standard-rated
(chargeable to tax at 12.5%). Zero-rated items include:

« Exported goods and services;

*  Some food items for human consumption, water supply (other than bottled water) and some medicines
and medical supplies for human use;

* Some items and supplies for use in education; and,
« Some supplies connected with agriculture, livestock, birds and fish, crustaceans and molluscs.
Iltems not specifically exempted or zero-rated are considered to be standard-rated.

OTHER LOCAL TAXES

These include:

+  Stamp duty on certain transactions, including the transfer of property;

« Land and property taxes;

« Trade licence, motor vehicle licence and other taxes charged by local authorities; and,

« Customs, excise, environmental tax and other taxes charged by the Customs and Excise Department.

B. WITHHOLDING TAXES
*  15%: Dividends paid to non-residents.
*  15%: Interest paid to non-residents.

« 25%: Management fees, rental of plant and equipment and charges for technical services paid to non-
residents.

C. FOREIGN EXCHANGE CONTROL

The Foreign Exchange Control Act provides that only the Central Bank of Belize and authorised dealers may
deal in foreign currencies. A foreign exchange permit must first be obtained from the Central Bank for all
remittances of foreign exchange, including the payment of goods and services procured outside Belize. Central
Bank approval is also required to secure and repay a loan outside Belize denominated in a foreign currency.

D. PERSONAL TAX
Effective 1 January 2010, employed persons, resident in Belize, are allowed a basic deduction of:

(a) BZD 25,600 in the case of an employed person whose total income, from all sources in a basis year, does
not exceed BZD 26,000;

(b) BZD 24,600 in the case of an employed person whose total income, from all sources in a basis year,
exceeds BZD 26,000 but does not exceed BZD 27,000;

(c) BZD 22,600 in the case of an employed person whose total income, from all sources in a basis year,
exceeds BZD 27,000 but does not exceed BZD 29,000; and,
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(d) BZD 19,600 in the case of all other employed persons. There are no other deductions in ascertaining
chargeable income except for allowable charitable donations which is restricted to one-sixth part of the
chargeable income.

The rate of tax on chargeable personal income is a flat rate of 25%, with a standard tax credit deduction of
BZD 100 available to all residents.

E. TREATY AND NON-TREATY WITHHOLDING TAX RATES

Belize has double taxation agreements with the United Kingdom, Austria, and the countries of the Caribbean
Community (CARICOM). Tax information agreements have been signed with Mexico, Poland and South
Africa. Belize enacted legislation in 2017 to give effect to the Convention on Mutual Administrative Assistance
in Tax Matters to provide for the implementation of the obligations of Belize arising under the Convention
with respect to the standard of automatic exchange of financial information in tax matters to give effect to the
Multilateral Competent Authority Agreement, to give effect to the Common Reporting Standard and matters
incidental thereto. The signatories to the Convention are the member states of the Council of Europe and
member countries of the Organisation for Economic Co-operation and Development (OECD).

Dividends®
Individuals, | Qualifying Interest? Royalties®
companies | companies (%) (%)
(%) (%)
Treaty countries:
Austria 15 52 0 0
CARICOM! 0 0 15 15
Switzerland* - - - -
United Kingdom 0 0 -- 0
Notes:

1. Belize is a signatory to the 1994 CARICOM income tax treaty. Countries that have ratified the treaty:
Antigua and Barbuda, Barbados, Belize, Dominica, Grenada, Guyana, Jamaica, St. Kitts and Nevis, St.
Lucia, St. Vincent and the Grenadines and Trinidad and Tobago.

2. The 5% rate applies if the beneficial owner is a company (other than a partnership) which holds directly
at least 25% of the capital of the dividend-paying company.

3. There is no withholding tax. However, business tax must be deducted on payments of dividends and
interest on loans paid to non-residents at the rate of 15%. Royalties received by a non-resident are
exempt and therefore business tax must not be withheld. Business tax must be withheld at a 25% rate on
payments to non-residents of management fees, rental payments for plant or equipment and charges for
technical services. However, business tax must not be withheld on commissions paid to non-residents.

4. The 1963 treaty between the United Kingdom and Switzerland was extended to Belize by an exchange of
notes. It only applies to income tax and not to business tax. Also, certain articles of the treaty, including
those applicable to interest and dividends, do not apply.

BOLIVIA

CORRESPONDENT FIRMS

City Name Contact Information

Santa Cruz Javier Garcia Veramendi +591 3 341 4430
jgveramend@pkfbolivia.com

La Paz Javier Garcia Veramendi +591 2 242 3579
gvlpz@pkfbolivia.com
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Cochabamba Javier Garcia Veramendi +591 4 448 6016
gvcbb@pkfbolivia.com

BASIC FACTS

Full name: Plurinational State of Bolivia
Capital: Sucre

Main languages: Spanish, indigenous
Population: 11.64 million (2020 estimate)
Monetary unit: Bolivian Boliviano (BOB)
Internet domain: .bo

Int. dialling code: +591

A. TAXES PAYABLE
FEDERAL TAXES AND LEVIES

COMPANY TAX

The tax base in Bolivia is territorial, i.e. tax is only due on business income derived from activities performed,
property situated, or economic rights used in Bolivia, regardless of nationality, domicile or residence of those
who take part in the operations. Therefore, business income realized through companies operating outside of
Bolivia is not considered for Bolivian tax purposes.

The standard corporate income tax rate is 25% and the tax year-end is 31 December of each year. Annual
tax returns and financial statements need to be submitted with the IRS and income tax paid within 120 days
from tax year-end. Advance corporate tax payments need to be made.

CAPITAL GAINS TAX

Capital gains derived from the sale of fixed assets immovable property and securities are normally included
in gross income and are subject to the standard corporate income tax rate of 25%. However, capital gains
derived from transactions on the Bolivian Stock Exchange are tax-exempt.

BRANCH PROFITS TAX

Branches of non-resident companies are subject to the standard corporate income tax rate of 25%. However,
a branch remittance tax applies at the rate of 25%, which is levied on 50% of the Bolivian-sourced profits
distributed to the foreign head office, i.e. the effective rate is 12.5%. Branch profits are deemed remitted when
the corporate income tax return is due (120 days after the end of the tax year, see higher).

SALES TAX / VALUE ADDED TAX (VAT)

VAT is levied on taxable supplies of goods and services as well as on imports of taxable goods and services into
Bolivia. Exports are zero-rated. Some specified transactions are exempt without credit for previously paid VAT.

The standard VAT rate is 13% while certain goods and services are tax-exempt:
« bona fide imports made by travellers arriving to the country;

« all transactions of public offer securities registered with the Stock Exchange Register (RMV) performed
in Bolivia and having effect in the national territory;

« cession of goods and assets subject to procedures for issuing securities;
* goods imported by diplomatic service members;

« transactions involving the transfer of financing intermediation, insurance, pensions and stock exchange
portfolios, whether resulting from sale or cession;

+ the importation of printed books, newspapers and magazines.

B. DETERMINATION OF TAXABLE INCOME
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Taxable income is the income reported in the company’s financial statements prepared in accordance with
Bolivian GAAP, subject to certain adjustments for tax purposes. Generally, all expenses necessary to obtain
income and to maintain the existence of the company are deductible. Donations and other gratuitous transfers
to non-profit organisations that are exempt from income tax may be deducted up to a maximum limit of 10% of
taxable income derived in the year of the donation or gratuitous transfer. Non-deductible items include, among
others, income tax itself, penalties and fines and related surcharges, losses incurred in illegal activities,
goodwill and gifts, except for those to qualifying recipients.

DEPRECIATION

Fixed assets are generally depreciated using the straight-line method at rates specified by law. The following
are some of the annual depreciation rates:

Asset Annual rate (%)
Industrial buildings and warehouses 2.5
Machinery, equipment and installations 12.5
Office furniture and equipment 10
Aircraft 20

Motor vehicles 20
Computer hardware 25
Intangibles 5

STOCK / INVENTORY
Inventories are valued at the lower of market value or replacement cost.

CAPITAL GAINS AND LOSSES

Capital gains derived from the sale of fixed assets immovable property and securities are normally included
in gross income and are subject to the standard corporate income tax rate of 25%. However, capital gains
derived from transactions on the Bolivian Stock Exchange are tax-exempt. Capital losses resulting from
“force majeure” or civil and criminal liabilities by third parties are deductible only to the extent that they are
not covered by insurance or indemnity awards, as long as the taxpayer informs the tax authorities within a
15-day period following the relevant incident.

DIVIDENDS

Domestic dividends received by a resident company are not subject to income tax at the level of the recipient
and neither are these dividends subject to withholding tax. Dividends received from non-resident companies,
including those paid by a foreign subsidiary to its parent company in Bolivia, are not subject to tax. A Bolivian
company remitting profits to foreign shareholders or partners has to withhold 12.5% tax on the gross payment.

INTEREST DEDUCTIONS

There are no thin capitalization rules as such in Bolivia. However, interest paid by a domestic company to its
non-resident shareholders or partners that is considered excessive, i.e. higher than LIBOR + 3%, is treated as
a non-deductible expense for the domestic company’s income tax purposes. The excessive interest payment
must be included in the domestic company’s taxable income for tax purposes. Tax-deductible interest cannot
exceed 30% of the total interest paid out by the enterprise to third parties in the reported period.

LOSSES

Losses may be carried forward for 3 tax years, but may not be adjusted for inflationary effects. Losses may
not be carried back.

FOREIGN SOURCE INCOME

The corporate tax system is based on the territoriality principle, whereby tax is only due on income received
or accrued from sources within or deemed to be within Bolivia.
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C. FOREIGN TAX RELIEF

As foreign-source income is not subject to corporate income tax (territoriality principle), no relief is granted
for foreign taxes.

D. CORPORATE GROUPS
There are no generally applicable group consolidation rules in Bolivia.

E. RELATED PARTY TRANSACTIONS

A legal framework for transfer pricing was introduced in 2014, with effect from tax year 2015. The transfer
pricing rules are based on the arm's length principle, established a new concept of related parties and
introduced transfer pricing methods. In the case of income tax, the arm's length principle is applicable to
commercial and/or financial operations performed between related parties.

Related parties are deemed to exist whenever one person takes part in the management, control, or
administration, or possesses capital equity in another company, or whenever a third party directly or indirectly
participates in the management, control, or administration, or possesses capital equity in two or more companies.

The tax administration is empowered to perform adjustments when the transaction values do not comply with
the arm’s length principle. For this purpose, the tax administration can use the following methods: comparable
uncontrolled price, resale price, cost-plus, profit split, transactional net margin or notorious price in transparent
markets (applicable to the import or export of commaodities).

Furthermore, a formal transfer pricing obligation has been established. Taxpayers, within the scope of transfer
pricing rules, are obliged to present transfer pricing documentation which includes a technical transfer pricing
study.

F. WITHHOLDING TAX

Bolivian-sourced dividends and other profit distributions by a domestic subsidiary to its non-resident parent
company are subject to a 25% final withholding tax, which is levied on 50% of the Bolivian-sourced dividend,
thus giving rise to an the effective tax rate of 12.5%.

Bolivian-sourced interest, royalties and fees paid to non-resident recipients are subject to a 25% final
withholding tax, which is levied on 50% of the Bolivian-sourced income, thus giving rise to an effective tax rate
of 12.5%. Rental income derived by non-residents from the leasing, subleasing or other exploitation of any
Bolivian-situs real property is subject to a 25% final withholding tax, which is levied on 50% of the Bolivian-
sourced rental payment, thus giving rise to an effective tax rate of 12.5%).

Bolivian-sourced capital gains derived by non-residents are subject to a 25% final withholding tax, which is
levied on 50% of the Bolivian-sourced capital gain, thus giving rise to an effective tax rate of 12.5%.

G. EXCHANGE CONTROL

No restrictions are imposed on foreign-exchange transactions, including the repatriation of capital and the
remittance of dividends and royalties abroad. A system of free-floating exchange rates exists in Bolivia.

H. PERSONAL TAX

Individuals are subject to tax on all items of income, unless expressly exempt. For income tax purposes, the
term income means the total value or amount in cash or in kind derived from capital investments, dependent
services or a combination of both.

The individual income tax liability is subject to tax at a rate of 25% on professional activities and at 13% on
other activities.
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I. TREATY AND NON-TREATY WITHHOLDING TAX RATES

Dividends Interest Royalties
Individuals, | Qualifying (%) (%)
companies | companies
(%) (%)
Domestic rates
Companies 12.5/25" 12.5/251 12.5/25" 12.5/251
Individuals 12.5/25" - 12.5/25" 12.5/25"
Treaty countries:
Argentina -2 -2 -2 -2
Colombia -2 -2 -2 -2
Ecuador -2 -2 -2 -2
France 15 10/158 0/15 15
Germany 15 15 15 15
Peru 2 2 2 2
Spain 15 104 0/15 0/15
Sweden 15 05 0/15 15
United Kingdom 15 10/153 0/15 15

Notes:

1. Payments made to non-residents are subject to a 25% final withholding tax, which is levied on 50% of the

Bolivian-sourced income, thus giving rise to a 12.5% effective tax rate.

2. Domestic rate applies, no reduction under the tax treaty. Source state has exclusive right to tax.

3. The standard rate under the treaty is 15%. However, the application of a most favoured nation clause (items
5 and 4 of the Treaty’s Protocol for France and the UK respectively) reduces the rate to 10% if the recipient
company owns at least 25% of the capital of the dividend-paying company. The rate for such dividends under

the Bolivia-Spain double tax treaty is 10%

25% of the capital of the dividend-paying company.

5. The 0% rate applies if the beneficial owner is a company (other than a partnership) which holds at least 25% of

the capital of the dividend-paying company.

The 10% rate applies if the beneficial owner is a company (other than a partnership) which holds directly at least

BOTSWANA
MEMBER FIRM
City Name Contact Information
Gaborone Tim Roddy +267 71349866

tim@pkfbotswana.co.bw

BASIC FACTS
Full name: Republic of Botswana
Capital: Gaborone

Main languages:
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Population: 2.34 million (2020 estimate)
Monetary unit: Botswana Pula (BWP)
Internet domain: .bw

Int. dialling code: +267

KEY TAX POINTS
Key changes and updates:

A.

Amendment of Income Tax to introduce Transfer Pricing legislation.

Implementation of Transfer Duty Amendment Act increasing transfer duty from 5% to 30% for non-
citizens.

TAXES PAYABLE

COMPANY TAX

Botswana’s tax system is source-based. All companies registered in Botswana must also register for
corporate income tax (CIT). CIT is levied at a single flat rate of 22%.

Manufacturing companies:

Manufacturing companies which have been approved by the Minister of Finance are taxed at a special
rate of 15%.

International Financial Services Centre (IFSC)

Companies must obtain a certificate and engage in the specified activities only. Profits from an IFSC
(approved services) are taxed at a flat rate of 15%. Other taxable income is taxed at 22%

Mining companies

Profits form mining activities, excluding profits from diamond mining, are taxed by applying the following
formula: Annual tax rate = 70 minus (1,500/x).

X’ in the above formula represents the taxable income as a percentage of gross income. Please note that
the tax rate cannot be less than 22% (the CIT rate) and is normally a rate between 22% and 55%. Diamond
mining is generally taxed in accordance with the terms of a specific agreement agreed with the Botswana
government.

Other tax rates that apply to certain profits or income are as follows:

The corporate income tax rate applying to non-resident companies (branches) is 30%;
Foreign dividends are taxed at 15%;

Other taxable income is taxed at a rate of 22%;

Taxable income of an Accredited Innovation Hub (AIH) business is taxed at 15%.

Standard rate 22%
Approved manufacturing taxable income 15%
Capital gains 22%
Foreign dividends 15%
Mining taxable income (excluding diamonds) 22% - 55%
Accredited innovation hub business 15%
IFSC company — approved service income 15%
IFSC — other taxable income 22%
Non-resident company (branch) 30%

ADMINISTRATION - COMPANY
Companies must file an income tax return (Form ITA22) four months following the year end. Where a
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company’s final tax liability exceeds BWP 50,000 it will be subject to quarterly self-assessment tax (SAT)
payments. SAT payments are calculated to be no less than 80% of the final tax liability.

CAPITAL GAINS TAX

The capital gains tax rate for companies is 22%, the same rate as the CIT rate. Where the gain arises from
the sale of shares, only 75% of the amount realized is taxable. Gains from shares which are listed on the
Botswana Stock Exchange will be tax exempt if the seller holds no more than 49% of the shares. However,
gains from the disposal of IFSC shares are fully exempt from tax.

BRANCH PROFITS TAX

Branches of non-residents companies are subject to 30% corporate tax. There is no branch remittance tax
in Botswana.

VALUE ADDED TAX (VAT)

VAT is imposed comprehensively on an end-user basis at the rate of 12% on standard rated supplies. Certain
specified supplies are either zero rated or exempt from VAT. Registration is mandatory where turnover (12
months) is expected to be BWP 1,000,000 or more.

VAT is payable by the importer of services not utilised in the making of taxable supplies. Input tax includes
Transfer Duty payable under the Transfer Duty Act and any tax deemed to have been paid in respect of the
supply of second hand goods. Input tax claims should be made within the following time limits:

a) Where returns are filed every month, within a period of four months;

b) Where returns are filed every two months, within two tax periods;

c) For tax paid with respect of imports, within two tax periods.

Zero-Rated supplies include:

*  Exports of goods and services;

« International transport services;

«  Supplies of going concerns;

*  Sorghum, maize meal, millet, wheat, sugar and flour for human consumption;
«  Fertilizers for farming purposes, some pesticides and farming tractors;

«  Supplies to the Head of State;

«  First 5,000 litres per month of water supplied to a residential dwelling by the Water Utilities Corporation
(with exceptions).

Exempt supplies include:

*  Prescription drugs and condoms;

* Residential accommodation;

*  Education at approved institutions;

*  Public medical services;

« Non-fee based financial services;

« Passenger transport (excluding the transportation of tourists)

* Donations and grants;

«  Farm implements.

VAT tax returns must be filed on or before the 25th of the month following the end of the tax period.
* Late VAT returns penalty: The greater of BWP 50 per day or 10% per month or part thereof of the tax due.

+ Late payment of VAT: Compound interest at 1.5% per month or part thereof on both outstanding tax,
penalties and interest charged

* VAT refunds: Interest at 1% per month or part of a month is payable if the refund is not made within two
calendar months from the due date of the return (1 month for IFSC companies, approved manufacturers
and exporters)
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LOCAL TAXES

There are no local, provincial government or state taxes on income in Botswana.

B. DETERMINATION OF TAXABLE INCOME G

Income tax is charged on the gross income (i.e. the total amount in cash or otherwise, excluding exempt
income or any amount of a capital nature) of all companies and businesses which is received or accrued
from sources within Botswana or from sources deemed to be in Botswana, less any allowable deductions.

Normal business expenses wholly, exclusively and necessarily incurred in the production of assessable
income are allowed as deductions for tax purposes.

CAPITAL ALLOWANCES

Capital allowances are deductible as follows:
Heavy plant or machinery used in construction 25%
Motor vehicles and aircraft 25%
Plant and machinery used directly in manufacturing or production 15%
Other plant or machinery including farming equipment 15%
Computer hardware 25%
Computer software — off the shelf 100%
Furniture and fittings including soft furnishings 100%

Industrial buildings:

Initial allowance 25%
Annual allowance 2.5%
Commercial buildings 2.5%
Farm buildings, improvements, water suppliers and other farm capital works 100%

DISALLOWED EXPENSES

Standard disallowable expenditure exists which is not deductible from taxable profits such as donations,
general provisions, school fees, etc.

CAPITAL GAINS AND LOSSES

Capital gains are taxed at a rate of 22%. Capital losses may be offset only against capital gains in the year in
which the loss is incurred and in the following year. However, for farming businesses, unutilized losses from
farming (excluding allowances granted in respect of development expenditure) in the year of disposal of the
farm and the five preceding years are deductible in computing capital gains.

LOSSES

Company tax losses (except farming, mining and prospecting losses) can only be carried forward for five
years and if not utilised within five years they are lost. Farming, mining and prospecting losses can be carried
forward indefinitely until utilised by set off against available taxable profits arising in subsequent periods.

C. FOREIGN TAX RELIEF

Unilateral relief is available, the method being an ordinary credit, i.e. the lesser of the foreign tax paid and
the tax charged under domestic income tax law. In other words, the foreign tax credit allowed is equivalent to
the proportion of the domestic tax which the foreign-sourced income bears to the taxable income for the tax
year. Treaty relief is mandatory.

D. CORPORATE GROUPS
There are no generally applicable group consolidation rules in Botswana.
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E. RELATED PARTY TRANSACTIONS

New Transfer Pricing regulations are effective from 1 July 2019 and are based on the Organisation for
Economic Cooperation and Development (OECD) Transfer Pricing guidelines for multinational entities and
B tax administrators.

Impact of the regulations

New regulations stipulate that relevant taxpayers now have an obligation to prepare and provide transfer
pricing policies and procedures for documentation. The documentation should allow the tax administration to
assess the arm’s-length nature of intra-group transactions.

Relevant taxpayers

The regulations indicate that new obligations are applicable for all direct or indirect transactions with
“connected persons”. The term connected persons is defined to refer to the following:

« atleast two companies where either of the companies has control directly or indirectly, of the other, or if
both companies are controlled, directly or indirectly, by the same person or persons; and

« any person that, singly or together with other connected persons, has control of the company.

The transfer pricing regulations exclude transactions between Botswana residents from the scope of transfer
pricing adjustments except when one or both parties are subject to the IFSC tax regime.

Documentation requirements

Documentation content requirements are in line with the elements recommended by the OECD and should
include the following at a minimum:

« specific information about transactions that a taxpayer carries out with connected persons;
« information on all connected persons’ activities including relevant supporting agreements;
« overall transfer pricing policies of the group.

The transfer pricing regulations authorise the Commissioner General to obtain additional information as
deemed necessary including requesting group information, in writing, when in a tax year the taxpayer's
transactions with a related party within a multinational entity (MNE) group exceed BWP 5 million
(approximately USD 453,000).

Transfer Pricing methods
The regulations specifically outline five acceptable Transfer Pricing methods of analysis and comparability

analysis:
« Traditional methods: comparable uncontrolled price method (CUP), resale price method and cost plus
method;

« Transactional methods: transactional net margin method (TNMM) and profit split method.

F. WITHHOLDING TAX

Payment Resident Rate Non-Resident Rate Final / Advanced
Final for residents /

Interest 10% 15% Advanced for non-
residents

Dividends 7.5% 7.5% Final

Commercial Royalties - 15% Final

Management and

consultant fees ) 15% Final
Entertainment fees - 10% Final
Construction 3% 3% Advanced
Mine rehabilitation 10% 10% Final
Rent 5% 5% Advanced
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Brokerage or 10% 10% Advanced

commission

Sale of cattle 4% 4% Advanced
G. EXCHANGE CONTROL

There are no exchange control restrictions.

H.

PERSONAL TAX

Botswana citizens are taxed on their worldwide income whereas non-citizens are only taxed on income
generated in Botswana. Employment Income includes salaries, wages, terminal payments, directors and
other fees, bonuses, commissions, allowances and the value of benefits. Employment income from, or
deemed to be from a source within Botswana is taxable in Botswana All employment income, including
benefits in kind, is subject to monthly withholding tax (PAYE).

Exemption and Tax Free Benefits for Individuals:

The value of contractual travel benefits for employees and their families;
Medical fund contributions and medical attention paid for by the employer;

Contractual terminal gratuities payable to expatriate employees are exempt to the extent of one-third
Bank and building society interest of BWP 7,800 per annum, for resident individuals;

Severance pay and certain gratuities payable to citizen employees are exempt to the extent of one third;

Investment of such payments directly into an approved pension or retirement annuity fund results in
100% exemption;

Retrenchment package: one third or BWP 36,000 whichever is greater is exempt.

Benefits Valuation:
* Housing: 10% of municipal valuation or 8% of current capital valuation, (BWP 250 x floor area);
*  Use of employer’s furniture: 10% of the excess over BWP 15,000 of the cost to the employer;
* Loans: Difference between the concessionary rate interest and the prime lending rate announced by the
Bank of Botswana on 1 July of the tax year;
«  Other benefits such as school fees and utilities: Cost to the employer or market value, whichever is the
greater.
Business and employment income rates:
BWP 0 — BWP 36 000 BWP 0
BWP 36 001 — BWP 72 000 BWP 0 + 5% of excess over BWP 36,000
BWP 72 001 — BWP 108 000 BWP 1,800 + 12.5% of excess over BWP 72,000
BWP 108 001 — BWP 144 000 BWP 6,300 + 18.75% of excess over BWP 108,000
Over BWP 144 000 BWP 13,050 + 25% of excess over BWP 144,000

Individuals are subject to a progressive capital gains tax rate up to a maximum rate of 25% applied to gains
in excess of BWP 144,000.

(';";’v’;') (BR’P) Tax liability

0 18,000 0%
18,001 72,000 BWP 0 + 5% of excess over BWP 18,000
72,001 108,000 BWP 2,700 + 12.50% of excess over BWP 72,000
108,001 144,000 BWP 7,200 + 18.75% of excess over BWP 108,000
144,001 - BWP 13,950 + 25% of excess over 144,000
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TREATY AND NON-TREATY WITHHOLDING TAX RATES

Dividends Interest Royalties Management,
(%) (%) (%) consyltancy and
technical fees (%)
Domestic rates:
Companies 7.5 0/15 0/15
Individuals 7.5 15 15

Treaty countries:

Barbados 5/7.52 10 10 10
France 5/7.52 10 10 75

India 7.58 10 10 10
Ireland 55 75 5/7.5 7.5
Malta* 5/67 8.5 5/7.5 7.5
Mauritius 5/7.52 12 12.5 15
Russia 5/7.52 10 10 10
Seychelles 5/7.52 7.5 10 10
South Africa 7.58 10 10 10
Sweden 7.58 15 15 15
United Kingdom 5/7.52 10 10 7.5
Zambia 5/76 10 10 10
Zimbabwe 5/7.52 10 10 10

Notes:

1.

ARSI S

The lower 5% rate applies to the use or the right to use industrial, commercial or scientific equipment, the higher
7.5% rate to other cases.

The 5% rate applies if the beneficial owner is a company which holds directly at least 25% of the capital of the
dividend-paying company. The domestic 7.5% rate applies in all other cases because the treaty rate is higher
than the domestic rate.

The domestic rate of 7.5% applies because the treaty rate is higher than the domestic rate.
The treaty is effective from 13 December 2018 (withholding taxes), 1 July 2019 (other taxes).
The treaty rate is lower than the domestic rate so the former prevails.

The 5% rate applies if the beneficial owner is a company which holds at least 25% of the capital of the dividend-
paying company. The 7% treaty rate applies in all other cases as it is lower than the domestic rate so the former
prevails.

The 5% rate applies if the beneficial owner is a company which holds at least 25% of the capital of the dividend-
paying company. The 6% rate applies in all other cases.

BRAZIL

City Name

Sé&o Paulo/Rio de Janeiro/
Teresina

MEMBER FIRM

Contact Information

+55 11 3070 1000
+55 11 9 6746 5836
cleverson.lacerda@pkfbrazil.com.br

Cleverson Lacerda
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BASIC FACTS

Full name: Federative Republic of Brazil
Capital: Brasilia

Main languages: Portuguese

Population: 212.24 million (2020 estimate)
Monetary unit: Brazilian Real (BRL)

Internet domain: .br

Int. dialling code: +55

KEY TAX POINTS

»  Corporate income tax (CIT) is charged at a set rate of 15% plus a surcharge of 10% on profits over a set
level, and there is also a social contribution tax on profits charged at a rate of 9% for legal entities in general
or at 15% in case of legal entities considered to be financial institutions, private insurance and capitalization.

*  Most companies with prior year revenue below a prescribed amount can, under certain circumstances,
choose to pay income tax and social contributions calculated under the 'presumed profit method'.

«  Other federal taxes include fringe benefits tax, social security contributions (COFINS), social integration
program contribution (PIS), payroll tax including employer social security contributions (INSS), value
added tax on sales and transfers of products manufactured in or imported into Brazil (IPI), financial
operations tax (IOF), and rural real estate tax (ITR).

*  Municipal taxes include Services Tax (ISS or ISSQN), and estate transfer tax (ITBI) payable at a rate of
up to 4% on inheritances and donations of properties and rights, and a services tax is imposed by many
cities, with rates varying substantially between municipalities.

»  Profits and gains from foreign sources are taxable in Brazil. Tax credits are available to relieve double
taxation subject to a maximum of the Brazilian tax payable on the income.

* Almost all remittances (except for dividends) to companies or persons domiciled abroad are subject to
withholding tax.

« Taxes payable by individuals include personal income tax, social security tax and gift and inheritance tax.

*  Brazilian resident individuals are taxable on their worldwide earnings, as well as gains on the disposal of
worldwide assets and rights.

« Personal income tax is withheld at source (at progressive rates from 7.5% to 27.5%).

« Capital gains arising other than out of financial instruments are subject to income tax at 15%. As from
2019 tax rates applicable to capital gains are as follows:15% up to BRL 5 million;

o 17.5% from BRL 5 million to BRL 10 million;
o 20% from BRL 10 million To BRL 30 million;
o 22.5% over BRL 30 million.

A. TAXES PAYABLE

CORPORATE TAX

There are three different methods to calculate corporate income tax (CIT): the actual profit method (Lucro
Real), the presumed method (Lucro Presumido) and the arbitrated method (Lucro Arbitrado).

ACTUAL PROFIT METHOD

The Actual Profit Method called "Lucro Real" is the method whereby the taxpayer pays CIT called "IRPJ"
based on its actual taxable income, after computing all income, gains and tax deductible costs and expenses,
including net operating losses of prior years. The taxpayer is required to maintain current and accurate
accounting and tax books and records, and also corresponding supporting documentation. Failure to maintain
accurate accounting and supporting documentation may lead to disallowance of an expense requiring it to be
added back to taxable income.

In general, taxable income must be recognised monthly following the accrual basis criteria and subject to
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IRPJ. The tax return must be filed annually. Corporate taxable income is taxed under a unitary system
whereby a single tax rate is applied. This rate is 25%, being 15% plus 10% on pre-tax profits over BRL
240,000 annually. Corporate income tax is generally computed on a calendar year basis. However, payments
are made monthly on estimated advance taxes. Social Contribution on Net Profit called "CSLL" is another
federal tax and is calculated on pre-tax profits. The rate is 9% computed on an annual or quarterly basis.
Calculations and payments are made monthly as estimated advance taxes. Both taxes on profits add up to
34% (25% plus 9%).

PRESUMED PROFIT METHOD

The Presumed Profit Method called "Lucro Presumido" is a simpler IRPJ calculation method that allows the
taxpayer to pay income tax and CSLL based only on its quarterly gross revenues. That means that costs and
expenses are irrelevant to determine IRPJ and CSLL liability at the end of the quarter. Due to its simplicity,
Lucro Presumido is more suitable for small and medium-sized businesses not to mention the method's
limitations and restrictions of use by large companies. Companies with prior year revenue of up to BRL
78 million can choose, under certain circumstances, to pay income tax and social contributions under the
Presumed Profit Method, which is calculated as a percentage of the quarterly gross revenue on a cash basis.

Under Lucro Presumido IRPJ is calculated quarterly and, for most activities the presumed profit margin is
8% of monthly gross income corresponding to sales operational activities and 32% to services revenues, and
depending on the specific industry other rates apply. Based on the presumed net income resulting from the
application of the profit margins on gross income a 15% IRPJ rate applies while net income in excess of BRL
60,000 per quarter is subject to an IRPJ surtax of 10%, similar to the "estimated" calculation for Lucro Real.

ARBITRATED PROFIT METHOD

Lucro Arbitrado applies to only a few situations, most of them related to inaccuracy or unreliability of the
taxpayer's accounting records (under Lucro Real). It is an extreme tool used by the tax administration to
determine unilaterally and ex officio the taxpayer's taxable income and IRPJ due. Lucro Arbitrado has also
consequences for other federal taxes, in particular CSL, PIS and COFINS because they are determined
based on the taxpayer's accurate gross income.

FRINGE BENEFITS TAXATION

Companies participate mandatorily in different forms of social security obligations to federal agencies. These
either directly or indirectly benefit pension programs, working time compensation, social work assistance and
health programs, among others. All contributions are deductible for corporate income tax purposes.

PROGRAM FOR SOCIAL INTEGRATION CONTRIBUTION (PIS)

PIS is a federal social contribution levied on taxpayers' monthly gross income. PIS has been subject to several
changes, many of them creating separate PIS regimes depending on the taxpayer's business or income tax
calculation method. There are two basic PIS regimes dependent on the corporate income tax method elected
by the taxpayer (Lucro Presumido or Lucro Real): the cumulative and the non-cumulative regime.

These contributions are payable each month as a fund to employees. This is calculated based on 1.65%
of monthly gross revenue. The PIS rate is generally 1.65% of the monthly sale, in a non-cumulative way.
It means, deductions are allowed in respect of services and material costs applied in companies' operating
activities. For companies that choose to be taxed by the Presumed Profit Method, PIS will be 0.65% of the
monthly sale in a cumulative way, without the aforementioned allowed deductions.

CONTRIBUTION FOR THE FINANCING OF SOCIAL SECURITY (COFINS)

COFINS is also a federal social contribution levied on the corporate taxpayer's monthly gross income.
COFINS also has three basic tax regimes: the cumulative, the non-cumulative (created in 2004) and the
single-phase regime. The COFINS tax rate under the cumulative regime is 3%, while the rate is 7,6% under
the non-cumulative regime. Rates under the single-phase regime vary from business to business.

Although regulated by different laws, PIS and COFINS regimes, whether cumulative or non-cumulative, are
almost identical. For cumulative COFINS the difference is basically the rate (3% for cumulative COFINS and
0.65% for cumulative PIS). Companies under the Lucro Presumido pay COFINS according to the cumulative
regime, i.e. at the rate of 3% with no COFINS tax credit available.
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PAYROLL TAX
This is @ monthly obligation for social security and other funds levied on payroll.
Tax Rate

Social Security (INSS) 20%
Accident Insurance (SAT) 1% to 3%
Employee Indemnity Guarantee Fund (FGTS) 8%
Education Fund (SE) 2.5%
Other 3.3%

Employees contribute monthly to the social security system at rates from 8% to 11% on a progressive-scale
base salary taking into account a maximum base salary of BRL 5,531.31. Federal law obliges companies
to distribute part of their annual net income to employees. Participation is negotiated by each company and
disputes are settled by arbitration. Amounts distributed are deductible for corporate income tax purposes and
not subject to social security.

The Brazilian Government changed the criteria for companies in some business sectors to calculate the
collection of INSS. Basically, the law changed the basis for calculation of INSS from 20% under payroll salary
to apply 4.5% or 2% under revenue generated monthly by the companies which are subject to the new rules.
According to Law 12.546/2011 and 13.161/2015, companies that render IT services, technologies, and hotels
will be subject to contribute 4.5% of their monthly gross revenue except for call centres that increase to 3%.
Companies that manufacture fluids for hydraulic brakes, plastic, clothing and accessories, fur, leather, silk,
wool, rugs and other coatings to floors, hats and artefacts of similar use, machinery and appliances, pressure
reducing valves, among others will be subject to contribute 2,5% of their monthly gross revenue.

LOCAL TAXES

STATE VALUE ADDED TAX (ICMS)

ICMS is a near Value Added Tax on sales of most goods and certain services. It is payable to state
governments upon imports of goods into Brazil and sales or transfers of goods within Brazil. It is also payable
upon supply of electricity, the provision of interstate and inter-municipal transport services and communication
services. ICMS is levied on the sale or physical movement of goods, freight, transportation, communications
services and electric energy. Intrastate transactions are taxed at 18%, interstate transactions are taxed at 7%
or 12%, and most imports are taxed at a rate between 18% and 25%. The lower rates are normally charged
on transfers to less developed states. Some states offer rate reductions or later payment dates as a tax
incentive for the installation of factories. Communication services are taxed at a rate between 13% and 25%.

As of 1 January 2013, the ICMS rate for interstate transactions involving imported goods is at 4% (instead of
the standard 7% or 12%) subject to certain conditions. The new tax rate, established by Senate Resolution no
13/2012, aims to eliminate unfair competition among Brazilian states to encourage customs clearance (and,
thus, ICMS revenues) of imported goods even when the goods are destined for another state.

REAL ESTATE TRANSFER TAX (ITBI)

ITBI is the municipal real estate transfer tax that applies on most onerous transfers of real estate. The tax
is payable upon each and every taxable transfer of real estate property. Rates vary according to the actual
value of the relevant transaction, or the recipient party value of property (as determined by the municipal tax
administration), whichever is higher. The Constitution allows ITBI rates to be progressive according to the
value of the property. It also allows the application of different rates according to the location and destination
of the relevant property average. The ITBI rate is 2% in most municipalities.

SERVICES TAX (ISS OR ISSQN)

ISS is the municipal tax levied on the provision of services of any kind by taxpayers located within the
jurisdiction of a given municipality. ISS can also include services rendered within the boundaries of a given
municipality even though the services provider is located in another municipality.

The ISS rates vary from municipality to municipality, but rates cannot be lower than 2% and not exceed 5%.
The minimum 2% tax rate for ISS was established businesses to their jurisdictions. But some municipalities
bypass this minimum 2% rate by granting other incentives that reduce the ISS overall tax burden, such as tax
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base reductions. The tax applies to the taxpayer's monthly services gross income and is payable on a monthly
basis. The ISS also applies to imported services.

OTHER TAXES

TAX ON MANUFACTURED PRODUCTS (IPI)

IPI is a federal excise tax levied on manufactures products as they leave the plant where they have been
manufactured. It also applies to imported products at the time of importation and the first resale of the
imported product by the importer. IPI is not levied on exports. IPI tax rates vary depending on the products:
the more essential the lower the rates. The rates are listed per tariff code in the IPI Table called "TIPI", which
uses the Mercosur Common Tariff (NCM) as a basis.

The exports (export of manufactured products) are exempt from IPI. Imports of goods (raw material and
products) are normally taxed at the same rate as Brazilian-made products. Rates change frequently. For
imported goods or products, the IPI (and other taxes due) must be collected upon customs clearance of the
goods or products.

IMPORT TAX

The import tax is a federal tax due upon customs clearance of the imported products, usually pursuant to an
ad valorem tax rate. The tax rate varies according to the tariff classification of the imported goods under the
Mercosur Common Tariff (NCM), as described above in section IPI (Tax on Manufactured Products). The
tax base is the sales price shown in the commercial invoice issued in the country of origin. However, during
customs clearance procedures, the administration has discretionary powers to reject the transaction price if
there is evidence that it is not the market value. A review of the sales price is usually based on international
customs valuation rules.

FINANCIAL OPERATIONS TAX (IOF)

IOF is a federal tax that generally applies to different types of transactions such as loans and credit
operations, insurance policies and foreign exchange operations for certain services rendered. IOF regulations
are extensive and change constantly. The tax is mainly used as an instrument of economic policy to regulate
the credit, currency exchange, insurance, and securities markets rather than to generate tax revenues.

CONTRIBUTION FOR INTERVENTION IN THE ECONOMIC DOMAIN (CIDE)

The government introduced a special contribution in the year 2000. Brazilian legal entities that license,
purchase or otherwise acquire technological knowledge must pay a special contribution of 10% on activities
such as: trademarks, technical services assistance, administrative services and any royalty payments. Based
on the law in force, CIDE must even be paid on activities that do not involve the transfer of technology.

TAX ON FUEL (CIDE)

The CIDE will be paid monthly on the import and export of petroleum, derived and natural gas, and fuel
alcohol. The rate will be based on the value in Reals of the cubic meters or tons of fuel.

RURAL REAL ESTATE TAX (ITR)

Property taxation of rural and urban land receives a different tax treatment. Urban land is subject to the
municipal real estate ownership tax called IPTU and rural land is taxable by ITR. The definition of land as rural
or urban is then relevant because it determines the competent authority to levy tax on property ownership.
Classification stems from exclusion: when land is considered to be urban it will be subject to IPTU while if it is
not considered to be urban it will be treated as rural for tax purposes and will consequently be subject to ITR.

The basic rate is calculated annually based on certain premises on assessed property values and depending
on the stage of use and exploration of the property. Very small properties are exempt and the maximum rate
applied corresponds to 20% of the land value without any improvements.

B. DETERMINATION OF TAXABLE INCOME

IFRS - INTERNATIONAL FINANCIAL REPORTING STANDARDS

Brazil adopted the IASB's International Accounting Standards in 2008 on a gradual basis and the full IFRS
since 2010. As a consequence, there are several important changes to Brazilian accounting practices, the
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most important of which is that these new accounting practices are required not only in consolidated financial
statements but also in the individual financial statements (Law 11638/07). These include the recognition of
leasing transactions, depreciation treatment, the recognition of intangible assets, the impairment concept etc.

Taxable income is generally computed in accordance with accounting rules and tax legislation (i.e. accounting
profits adjusted for tax purposes), subject to certain exceptions. Brazilian GAAP were adjusted in 2007 in
order to be aligned with IFRS. Law 12.973/2014 of 13 May 2014 dealt with the tax effects arising from the
changes to the new accounting standards (previously, a transitory regime applied, in which legal entities could
use old accounting rules for tax purposes). According to this Law, as from 2015 legal entities must observe the
new accounting standards also for tax purposes (and no longer apply the transitory regime), unless regulated
otherwise by the law. In view of this, Law 12.973/2014 brought into force relevant changes to tax legislation
concerning the assessment of CIT, PIS and COFINS, the tax treatment of dividends, interest on net equity,
the equity pick-up (método de equivaléncia patrimonial) and tax amortization of goodwill, among other things.

DEPRECIATION

Fixed assets shall be depreciated over their estimated useful lives for accounting purposes (IFRS). For
tax purposes, the straight-line method is usually adopted, using the following annual rates: buildings 4%;
machinery and equipment 10%; vehicles 20%; IT equipment 25% etc. Assets subject to depletion (mines,
quarries, etc.) may be amortised proportionately to the units extracted in each period.

STOCK / INVENTORY

The cost of goods sold for production is generally valued using the weighted average cost method, although
the FIFO (first in, first out) basis may be elected. The method adopted determines the basis for the valuation
of closing inventory.

DIVIDENDS

Brazil follows a dividend exemption system. Amounts distributed to shareholders resident in Brazil or abroad
(since the investment is registered at the Brazilian Central Bank (BCB)) are not subject to withholding tax.

INTEREST DEDUCTIONS

There is a limitation on interest expenses to be deductible:

a) Loan from non-resident companies (thin capitalisation); and,

b) Loan from abroad must be registered at Central Bank of Brazil (transfer pricing).

Interest due must be at fair market value and necessary to business activities and will be subject to
withholding tax on an accrual basis. The calculation of interest on a partner's or shareholder's capital (JCP) is
allowed. The interest is deductible for income tax and social contribution purposes up to the limit of the official
long-term interest rate (TJLP). Profits for the current period or previous periods must be at least double the

value of the interest to be distributed. Interest is subject to a 15% withholding tax. Interest should be paid or
possibly capitalized.

Thin capitalisation

Brazil has thin capitalization rules in force since 2010 that limit the ability for corporate taxpayers under "Lucro
Real" to fully deduct interest expenses associated with loans contracted with foreign related parties or parties
domiciled in low tax jurisdictions and/or under a favourable tax regime in a foreign location. Such law states
a limitation for corporate income tax purposes related to deductible interest, accrued or paid, in favour of a
foreigner not resident in a tax haven. Under the rules, interest paid to related parties that are not located in
a tax haven jurisdiction or that do not benefit from a preferential tax regime may be deducted on an accrual
basis for corporate income tax purpose only:

« If the expenses are necessary for the company's activities; and,
«  Both of the following thresholds are met:

a) The related party debt-to-equity ratio does not exceed 2:1 (calculated on the proportion of related
party debt to direct equity investment made by related parties); and,

b) The overall debt-to-equity ratio does not exceed 2:1 based on the proportion of total debt to total
direct in investment made by related parties.

If the debt payable to the non-resident investor exceeds the above ratios, then the excess portion of the
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interest expense payable by the Brazilian subsidiary is not deductible for the purposes of corporate income
taxes.

In addition, interest payable by a Brazilian entity to a non-resident creditor (related or not) domiciled in a
low-tax jurisdiction or benefiting from a privileged tax regime may be deducted for the purposes of corporate
income taxes only if the interest expense is necessary for the company’s activities and the amount of the
Brazilian entity’s indebtedness to all entities located in low-tax jurisdictions or benefiting from privileged tax
regimes does not exceed 30% of the equity of the Brazilian borrower.

If the debt payable to the non-resident creditor exceeds the above ratios, then the excess portion of the
interest expense recognized by the Brazilian subsidiary is non-deductible.

Finally, thin capitalization rules also apply to transactions where a non-related financial institution is used as
a mere intermediary between the Brazilian company and its related party domiciled abroad. However, loan
transactions entered into between two Brazilian related residents are not subject to thin capitalization rules,
even if the guarantor, attorney-in-fact or any intervening party is a related party domiciled abroad or a resident
of a low-tax jurisdiction or of a country with a privileged tax regime.

TAX LOSSES CARRIED FORWARD

Tax losses can be carried forward to offset against future profits of up to 30% of the real profits arising in
each period (year). Losses that are offset may be carried forward indefinitely. There are restrictions on losses
transferred as a result of a company merger or where there is a change in the control and activity of the loss
generating company. Loss carry-back is not allowed.

INCENTIVES

Brazil offers incentives through the reduction of domestic taxes or exemption from withholding tax in the
forwarding of royalties or commissions on international financing. In addition to incentives for exports, there
are incentives for the implementation of industrial units in specific regional areas.

ROYALTIES AND TECHNICAL ASSISTANCE EXPENDITURES

Royalties are deductible expenses but are restricted to between 1 % and 5% of sales revenue for companies
that make cross-border trademark and patent royalty payments. Expenditure incurred in the creation
of patents and manufacturing formulas and processes are considered capital intangible assets and are
amortised over the life of the asset. This is also true for trademarks, whereas copyright, software, and
franchising are generally deductible from operational results if they are related to the activities of the company.

Technical, scientific and administrative expenditures and royalties paid to foreign companies which have
direct or indirect control of the Brazilian company are deductible if the contracts are duly registered with
the Brazilian Institute of Industrial Property (INPI) and with the Brazilian Central Bank (BCB). There are no
restrictions for the remittance of these monies abroad. However, some remittances of funds abroad are
subject to 15% withholding tax and 10% CIDE or only 25% withholding tax, depending on the case.

C. FOREIGN TAX RELIEF
Unilateral relief is granted to corporate taxpayers by means of an ordinary foreign tax credit system.

Taxes paid abroad on income directly derived by the Brazilian resident taxpayer may be claimed as a credit
against domestic tax liability. This foreign tax credit is limited to the amount of domestic tax that is imposed on
the foreign-sourced income. For these purposes, the Brazilian tax liability includes both IRPJ and CSLL. The
Brazilian tax administration holds the position that resident entities opting for the presumed profit regime of
taxation (Lucro Presumido) and directly providing services abroad are not allowed to offset taxes paid abroad
with taxes paid in Brazil. However, this exclusion does not apply if the service is provided within countries with
which Brazil has signed a double tax treaty where the elimination of international double taxation is agreed
upon through the use of the credit method, without restrictions connected to the taxation regimes opted by
the taxpayer in Brazil.

An ordinary foreign tax credit is available in respect of the tax on profit distributions by foreign subsidiaries, if any,
and the underlying tax paid by the distributing subsidiary in the jurisdiction where the foreign entity is located.

D. CORPORATE GROUPS

For tax purposes, consolidation of affiliated companies is not allowed. Losses can only be offset against
profits of the same company. However, Law 12.973/2014 introduced a special treatment applicable until
2022 where positive and negative results (excluding foreign exchange results) by foreign entities controlled
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by Brazilian legal entities may be consolidated for purposes of application of the Brazilian CFC rules, subject
to certain conditions.

E. RELATED PARTY TRANSACTIONS

Since 1997 Brazil has transfer pricing rules in place to prevent undue allocation of income in international
transactions between related parties. The system adopted is one of determining the maximum amounts
of deductible expenses, and the minimum amount of taxable income, for Brazilian companies engaged
in transactions with related parties outside of Brazil or non-resident parties domiciled in a listed low-tax
jurisdiction or under a listed favourable tax regime. Domestic transactions are not subject to transfer pricing
regulations as they are governed by other anti-avoidance rules.

As opposed to other countries, where the arm’s length principle and comparable prices are the rule, the
Brazilian rules take another direction by basically establishing fixed formulas to determine the accepted
transfer price. Although Brazil does not completely ignore comparable prices or the arm’s length principle, it
does limit its application by setting accepted standards for their application.

Brazil established a transfer pricing system for imports with affiliated companies of goods, services and rights
acquired abroad. The prices are based on three methods: Comparative Independent Price (PIC), Resale
Price Less Profit (PRL), or Production Cost Plus Profit (CPL) and Commodities Price Method (PCI). The
same system applies to exports to non-resident related parties, with the following methods: Export Revenues
Method - PVEXx, Country Destiny Price of exports revenue Method - PVA and PW, Cost Acquisition or
Manufacture plus Tax and Profit - CAP also known as Method of Price Under Quotation on Export (“PECEX"),
which is briefly defined as the average amounts of the quotation of assets or rights subject to public prices in
internationally recognised commodities and future exchanges.

Since the end of 2012, Brazil has been changing some of the methods applicable to Transfer Pricing on
imports and also creating additional methods. Basically, PRL presumed profit margin was changed from
60% to 40%, 30% and 20% depending on the business sector in which companies operate. According to the
Federal Law 12.715/2012, two new methods were established, one applicable to imports and other applicable
to exports. In accordance with the method applied, the price is defined as the average daily amount of assets
or rights subject to public prices in internationally recognised commodities and future exchanges.

The taxpayer must disclose transfer pricing methods in its annual tax return and eventually prove that the
corresponding costs, expenses and charges that exceed the elected transfer pricing method must be added
back as taxable income and be subjected to the IRPJ and CSLL.

Country-by-Country Reporting (CbCR)

Normative Instruction 1.681/2016 provides for the obligation of submitting CbCR by the ultimate holding of
multinational groups which is a resident for tax purposes in Brazil and whose economic group has generated
consolidated revenue exceeding BRL 2.26 billion or EUR 750 million in the tax year prior to the tax year of the
report. Through the CbCR, the Brazilian tax authorities will have access to information aggregated by each
jurisdiction in which the multinational group operates:

« consolidated revenues, segregating those obtained in transactions with related and unrelated parties;
* income or losses before income tax;

* income tax and, in the case of Brazil, also the amount of CSLL paid;

« retained earnings;

*  capital stock;

¢ income tax due;

* number of employees, workers and other associates;

« tangible assets other than cash and cash equivalents.

In addition to this, the reporting entity shall identify each entity that is a member of the multinational group,
its jurisdiction of residence for tax purposes, the place of incorporation (only when the tax residence does
not correspond to the place of incorporation) and the nature of its main economic activities. Multinational
companies that are obliged to submit CbCR must provide information from the economic group to the
Brazilian tax authorities, who will exchange this information with the other countries under the Multilateral
Agreement of Competent Authority Agreement on the Exchange of Country-by-Country Reports, which was
signed on 21 October 2016.
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F. WITHHOLDING TAX

Almost all remittances (except dividends) to companies or persons domiciled abroad are subject to withholding
tax. Interest, royalties and services paid to non-residents are generally subject to a 15% withholding tax
unless when the beneficiary is resident of a low-tax jurisdiction in which case the rate is 25%.

G. EXCHANGE CONTROL

The Central Bank allows the official exchange rate to float freely within periodically established bands but
participation is restricted to authorised dealers. The bank intervenes when there are signs of speculative
operations. There is an official tourist rate that ranges normally close to the commercial rate.

H. PERSONAL TAX

Brazilian resident individuals are taxable on their worldwide income, as well as gains on the disposal of
worldwide assets and rights. An individual is resident in Brazil if he:

* Has an habitual residence in Brazil;
*  Works for a Brazilian government department or agency outside Brazil;
«  Enters Brazil under a permanent visa;

« Enters Brazil under a temporary visa to work and remains in Brazil for more than 184 days within a
12-month period.

All personal income in general is subject to tax at progressive rates from 0% (monthly taxable income not

exceeding BRL 1,903.98) to 27.5% (monthly taxable income exceeding BRL 4,664.68). Payments are made

monthly and a personal income tax return is filed annually. Capital gains that do not arise from financial

investments are subject to income tax at 15%.

I. TREATY AND NON-TREATY WITHHOLDING RATES

Dividends
Individuals, Qualifying Int(eo/‘rjst Ro;(/;ol;ies
companies (%) companies (%)
Domestic rates
Companies 0 0 0/15/25 15/25
Individuals 0 0 0/15/25 15/25

Treaty countries:
Argentina -1 -1 -1 -1
Austria 15 15 1511 10/15/2518
Belgium 15 108 10/1511. 12 10/15/20"7
Canada -1 154 10/15™. 12 15/2516
Chile 15 10° 15 15
China 15 15 15™ 15/2516
Czech Republic 15 15 10/1511. 14 15/2516
Denmark 25 25 15 15/25'6
Ecuador 15 15 151 15/2516
Finland 10 10 1511 10/15/2517
France 15 15 10/1511. 12 10/15/2517
Hungary 15 15 10/1511. 15 15/2516
India 15 15 1511 15/2516
Israel 15 108 1511 10/1516
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Italy 15 15 1511 15/2516
Japan 12.5 12.5 12.5M 12.5/15/2519
Korea 15 10/15% 10/1511. 12 10/15/2520
Luxembourg 25 154 10/15'1. 12 15/2521
Mexico 15 107 151 10/15%2
Netherlands 15 15 10/15'1. 12 15/2516
Norway -1 -1 -1 15/2516
Peru 15 108 1511 15
Philippines 25 152 1511 15/2521
Portugal 15 109 151 15
Russia?® 15 1024 15 15
Slovak Republic 15 15 10/15 15/2516
South Africa 15 10° 15M 10/15'6
Spain 15 10/158 10/1511. 14 10/15%8
Sweden 25 25 15/2511. 13 15/2516
Turkey 15 1010 15 10/1516
Ukraine 15 10° 1511 15
Venezuela 15 105 1511 15

Notes:

1. There is no reduction under the treaty, the domestic rate applies.

2. The lower 15% rate applies to dividends distributed to companies, including partnerships.

3. The lower rate applies to a direct participation of at least 10% of the capital.

4. The 15% rate applies to an equity percentage of at least 10%.

5. The 10% rate applies to participations of at least 25% of capital or voting power.

6. The general treaty rate is 15%, which is reduced to 10% for participations of at least 25% of capital under the
application of a most favoured nation clause (Brazil-Israel treaty).

7. The lower 10% rate applies to participations of at least 20% of voting power.

8. The lower 10% rate applies when the beneficial owner is a company controlling directly or indirectly at least 20%
of voting power.

9. The 10% rate applies to participations of at least 25% of capital held for an uninterrupted period of 2 years prior
to distributing the dividends.

10. The 10% rate applies to participations of at least 25% of capital.

11. Interest paid to the government of the other contracting state, a political subdivision thereof or an agency (including
a financial institution) wholly owned by that government or political subdivision is exempt from tax.

12. The 10% rate applies to interest on certain bank loans with a minimum term of seven years.

13. The 25% rate applies if the recipient is an individual or a partnership, 15% in all other cases.

14. The 10% rate applies to interest on certain long-term (at least 10 years) bank loans.

15. The 10% rate applies to interest on certain long-term (at least 8 years) bank loans.

16. The higher rate applies to trademark royalties.

17. The general rate under the treaty is 15%. The 10% rate applies to copyright royalties (including films, etc.). The
20% rate applies to trademark royalties (the rate was reduced from 25% to 20% by a protocol that entered into
force on 1 January 2008).

18. The general rate under the treaty is 15%. The 10% rate applies to copyrights royalties (excluding films, etc.). The
25% rate applies to trademark royalties.

19. The general rate under the treaty is 12.5%. The 15% rate applies to copyright royalties of cinematograph films,
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20.

21.

22.

23.

24,

25.

etc., and the 25% rate applies to trademark royalties.

The rates under the treaty are 25% for trademark royalties and 15% for other royalties which are reduced
under the application of a most favoured nation clause: the rates for royalties are reduced to 15% for trademark
royalties and to 10% for other royalties (Brazil-Israel treaty).

The 25% rate applies to trademark royalties and royalties for the use, or right to use, films, tapes etc. while the
15% rate applies to general royalties.

The rate under the treaty is 15%, which is reduced under the application of a most favoured nation clause to 10%
for any royalties other than those from trademarks (Brazil-South Africa treaty).

The rate under the treaty is 10% for copyrights royalties (including films, etc.) and 15% for all other royalties
which are reduced under the application of a most favoured nation clause: the rates for all types of royalties with
the exception of trademark royalties are reduced to 10% while the rate for trademark royalties remains at 15%
(Brazil-Israel treaty).

The 10% rate applies if the beneficial owner holds directly at least 20% of the total capital of the dividend-paying
company.

Effective date: 1 January 2018.

BRITISH VIRGIN ISLANDS

MEMBER FIRM

City Name Contact Information

Road Town Mead Malone +1 284 494 2240
mmalone@pkfbvi.com

BASIC FACTS

Full name: British Virgin Islands

Capital: Road Town

Main languages: English

Population: 30,201 (2020 estimate)

Monetary unit: uUsD

Internet domain: .vg

Int. dialling code: +1

A. TAXES PAYABLE

FEDERAL TAXES AND LEVIES

COMPANY TAX
Income tax is zero rated in the British Virgin Islands and as such there is effectively no corporate income tax.

CAPITAL GAINS TAX
There is no capital gains tax in the British Virgin Islands.

BRANCH PROFITS TAX
There is no branch profits tax in the British Virgin Islands.

SALES TAX / VALUE ADDED TAX (VAT)
There is no VAT on the British Virgin Islands.
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OTHER TAXES

HOTEL ACCOMMODATION TAX

Hotel Accommodation Tax is levied on all charges made to the person in respect of accommodation and all
services rendered to the person by or on behalf of the proprietor. The tax base is the figure to which the tax
rate is applied. The tax base is calculated by deducting the charges that are not associated with those made
to the person in respect of accommodation, and all services rendered to the person by or on behalf of the
proprietor from the gross amount collected for the month. The tax rate is 10%.

STAMP DUTY

Instruments to which stamp duty would typically apply include share transfers, charges over and transfers
of real estate. The amount of stamp duty payable on a particular instrument will depend on the nature of the
instrument.

CUSTOMS DUTY

Customs duties are levied on most goods imported into the British Virgin Islands at ad valorem rates,
expressed as a percentage of the value of the goods. These rates range from 5% to 20%. Goods are valued at
the open market price. Some categories of imports are exempt from customs duties, such as personal effects
of returning residents and diplomatic personnel, specified drugs and medical equipment and aircraft servicing
equipment and fuel, and certain raw materials for local manufactures.

REAL ESTATE TAX

The Property Tax Act establishes an annual tax on real property which is either, or a combination of, land tax
and a building or house tax. British Virgin Islanders are liable for land tax at USD 10 for the first acre and at
USD 3 for each additional acre.

Rates for expatriates are as follows: USD 50 on one half acre or less, USD 150 on more than one half acre
but not exceeding one acre and USD 50 on each additional acre or part thereof exceeding one acre.

PAYROLL TAX

Payroll Tax is charged on actual remuneration paid, given or assessed by any employer or self-employed
person, to every employee and deemed employee, plus any benefits derived by the employee, deemed
employee or self-employed person as a result of his/her employment, whether paid in cash or kind. Payroll
tax rates are as follows:

* The Class 1 employer and the class 1 self-employed person pay at a rate of 10% of the tax base.
* The Class 2 employer and the class 2 self-employed person pay at a rate of 14% of the tax base.
Effective 2007 employment income up to USD 10,000 is tax free.

SOCIAL SECURITY

Social security is deducted from all employment income to a maximum of USD 40,714 (insurable earnings)
as follows:

» Private employees: 8.5% of insurable earnings (employers contribution 4% and employee 4.5%);
*  Civil servants: 7.5% of insurable earnings (employers contribution 3.5% and employee 4%);

«  Self-employed persons: 8.5% of insurable earnings;

*  Voluntary contributors: 7% of earnings by the Board.

NATIONAL HEALTH INSURANCE

Employers are required to from insurable income (wages or salary) contribution rate of 7.5% (employer 3.75%
and employee 3.75%). The maximum amount on which NHI premiums will be assessed, is two times the
upper wage limit for social security contributions, which presently equals USD 6,716.68 per month. Therefore
the maximum amount payable by employees and employers would be USD 251.87 each.
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VARIOUS LEVIES

The following annual fees are levied on BVI companies. The fees vary by authorised share capital and by
type of license.

Details Annual Fees
thJ)piSt:uLéSuEF)) %)508%5)(; :r?;iie%n currency equivalent or authorised USD 450 effective 1 January 2018
uihorised t seue more then 50,000 sharee. | USD 1,200 effective 1 January 2018
General banking license USD 50,000
Restricted Class | bank license USD 32,000
Restricted Class Il banking license USD 32,000
Insurance company license Up to USD 10,000
Class | trust license USD 16,000
Class Il trust license USD 14,000
Class lll trust license USD 12,000
Restricted trust license USD 5,000

B. DETERMINATION OF TAXABLE INCOME
Not applicable.

C. FOREIGN TAX RELIEF
Not applicable.

D. CORPORATE GROUPS
Not applicable.

E. RELATED PARTY TRANSACTIONS
The British Virgin Islands do not have anti-avoidance legislation in force.

Country-by-Country reporting

The BVI International Tax Authority (ITA) has announced that, with effect from March 2020, it is accepting
electronic filings for Country-by-Country Reporting.

An MNE Group is a group that, with respect to any fiscal year, includes:

«  Two or more enterprises which are tax resident in different jurisdictions; or

« An enterprise that is resident for tax purposes in one jurisdiction and is subject to tax through a permanent
establishment in another jurisdiction and, in either case, has a total consolidated group revenue of equal
to or more than EUR 750 million for its preceding fiscal year.

Any Constituent Entity of an MNE Group that is resident for tax purposes in the BVI must register with the ITA
no later than the last day of the reporting fiscal year of the relevant MNE Group.

A Constituent Entity of any MNE Group which fails to register with the ITA within the applicable timeframe will
be liable on conviction to a fine not exceeding USD 100,000.

CbC Reports must be filed within 12 months after the last day of the reporting fiscal year of the relevant MNE
Group.

F. WITHHOLDING TAX

There is no withholding tax on interest, dividends or royalties paid by BVI companies. However the BVI (like
other dependent territories) applies the European Union (EU) Savings Directive effective since 1 July 2005.

G. EXCHANGE CONTROL
Not applicable.
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H. PERSONAL TAX

As income tax in the British Virgin Islands is zero rated, there is effectively no personal income tax in the
British Virgin Islands.

Payroll tax is charged on every employer who carries on business on the British Virgin Islands in respect of:
* remuneration paid by him to every employee; and

* deemed remuneration paid by him to every deemed employee for services rendered by the employee or
deemed employee wholly or mainly on the British Virgin Islands, whether or not the remuneration is paid
on the British Virgin Islands. In addition, a self-employed person is liable to payroll tax on his deemed
remuneration.

An employer may deduct and retain from the remuneration paid to an employee during any financial year
8% of the remuneration to cover the employer’s payroll tax liability. However, no deduction may be made
with respect to the first USD 10,000 of actual remuneration paid to an employee, deemed employee or self-
employed person in any financial year.

A self-employed person is deemed to employ himself and to pay himself “deemed remuneration”, which is the
greater of his actual remuneration or his “notional remuneration”. A self-employed person is an individual who
carries on business, otherwise than as an employee, and benefits from income of the business, otherwise
than by way of being paid actual remuneration.

I. TREATY AND NON-TREATY WITHHOLDING TAX RATES
The British Virgin Islands have concluded double tax treaties with Australia, Denmark, Finland, New-Zealand,
Norway, Sweden and the United Kingdom.

In addition, the BVI has entered into tax information exchange agreements with 28 countries: Aruba,
Australia, Canada, China, Curagao, Czech Republic, Denmark, the Faroe Islands, Finland, France, Germany,
Greenland, Guernsey, Iceland, India, Ireland, Isle of Man, Japan, the Netherlands, New Zealand, Norway,
Poland, Portugal, St. Maarten, South Korea, Sweden, the United Kingdom and the United States.

BRUNEI

CORRESPONDENT FIRM

City Name Contact Information

Brunei Darussalam Lee Yun Chin +673 223 7905
yunchin@lIr-brunei.com

BASIC FACTS

Full name: Brunei Darussalam
Capital: Bandar Seri Begawan
Main languages: English, Malay
Population: 436,858 (2020 estimate)
Monetary unit: Brunei Dollar (BND)
Internet domain: .bn

Int. dialling code: +673

KEY TAX POINTS

* Income tax in Brunei is governed by the Income Tax Act (Chapter 35) and Income Tax (Petroleum) Act
(Chapter 119), Laws of Brunei.

* Resident and non-resident companies are liable for corporate income tax on income accrued in, derived
from or received in Brunei from outside Brunei.
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* Companies with Gross Sales or Turnover that does not exceed BND 1 million are exempted from
corporate tax or taxed at zero rate. Audited financial statements are not required for the submission of
tax return.

« The period of assessment is on a preceding year basis. Year of assessment is based on a calendar year
ending 31 December.

+ Dividends received from a corporation taxable in Brunei are exempt from tax.
« There is no capital gains tax in Brunei.
* There is no goods and services tax in Brunei.

*  Tax exemption is available for pioneer industry companies between 5 to 20 years, depending on certain
criteria being met.

*  There are various tax exemptions and incentives to encourage trading and investment in Brunei.

* Up to a certain amount, chargeable income (CI) of new companies is tax-exempt for the first 3 tax years
of assessment. There are also exemptions on 75% of the first BND 100,000 of Cl and on 50% of the
next BND 150,000 of Cl.

« Transactions involving related resident and non-resident entities must be conducted on an arm’s length
basis. There are no thin capitalisation or controlled foreign company (CFC) provisions.

« Dividends are not subject to withholding tax in Brunei. Interest, royalty and certain other payments by
Bruneian companies to non-resident companies are, however, subject to withholding tax.

« There is no personal income tax in Brunei.
A. TAXES PAYABLE

COMPANY TAX

Resident and non-resident companies are taxed on income accruing in or derived from Brunei as well as
on foreign income received (actual or deemed) in Brunei. Remittance of foreign income (dividends, branch
profits, services income) may be tax exempt when remitted by a resident company under certain conditions.

A company, whether incorporated locally or abroad, is considered to be resident in Brunei for tax purposes
if the control and management of its business are exercised in Brunei. The control and management of a
company are vested in its directors and a company is normally regarded as resident in Brunei if, among other
things, its directors’ meetings are held in Brunei.

A resident company is taxed on its worldwide income to the extent of the income derived or accrued outside
Brunei that is (actually or deemed) to be received in Brunei, whereas a non-resident company is taxed solely
on income that has a source in Brunei or on profits from businesses in Brunei operated through a branch or
permanent establishment.

The standard corporate tax rate for non-oil and gas related companies is 18.5% with effect from the 2015
year of assessment. The corporate tax rate for companies that are engaged in the exploration and production
of oil and gas is 55%.

A partial tax exemption is given for the first BND 250,000 of chargeable income (Cl). Under this scheme,
75% of the first BND 100,000 of Cl is tax exempt and 50% of the next BND 150,000 of Cl is tax exempt.
Qualifying newly incorporated Bruneian companies may enjoy a separate tax exemption scheme for their first
3 consecutive years of assessment. This scheme allows qualifying new companies to enjoy a tax exemption
on the first BND 100,000 of Cl and on 50% on the next BND 150,000 of CI.

The tax year, referred to as the year of assessment (YA), runs from 1 January to 31 December of each year.
Income for the YA is computed based on the income derived in the preceding calendar year (known as the
basis year) from all sources. For businesses with a non-31 December accounting year-end, the Collector of
Income Tax of Brunei (CIT) accepts the accounting year as the basis year instead of the calendar year. Under
such circumstances, tax is assessed for each YA on the income for the accounting year preceding that YA.
A company is required to file an estimate of its Cl along with the estimated tax payment within 3 months after
the end of its financial year. The annual corporate income tax return must be filed along with payment of tax by
30th June of the YA. All completed returns will be accepted under self-assessment and any tax adjustments
must be submitted separately to the tax authority.

Failure to file returns is an offence against the Income Tax Act. Upon conviction, offenders are liable to a fine
of BND 10,000, and in default of payment, can be sentenced to imprisonment for up to 12 months.
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Books of accounts including complete and accurate records of opening and closing inventories, purchases,
sales, receipts, invoices and all other documents relating to the business are to be kept for 7 years from the
YA the income relates to.

GOODS AND SERVICES TAX (GST) G
There is no GST in Brunei.

STAMP DUTY
Stamp duties are levied at fixed or ad valorem rates on various business documents.

B. DETERMINATION OF TAXABLE INCOME

Brunei-incorporated companies are required to prepare their financial accounts according to International
Financial Reporting Standards (IFRS) for Public Interest Entities and Brunei Darussalam Accounting
Standards (BDAS) for Non-Public Interest Entities.

The accounting profits are adjusted in accordance with Brunei tax rules to arrive at the taxable income.

Companies whose financial accounts are prepared with non-Brunei dollar functional currency are required
to furnish their tax computation in Brunei dollar. Expenses must be incurred wholly and exclusively for the
production of income in order to be tax deductible unless specifically disallowed or restricted (e.g. non-
commercial motor vehicles, entertainment, expenses of a capital nature).

INTEREST DEDUCTIONS

Interest expenses are tax deductible unless they are incurred in respect of non-taxable income or are
regarded to be of a capital nature. There are no thin capitalisation rules in Brunei.

STOCK / INVENTORY

There are no prescribed valuation methodologies under domestic income tax law. As such, the CIT will
generally accept the valuation methodology under the IFRS and BDAS.

CAPITAL GAINS AND LOSSES

There is no capital gains tax in Brunei. Gains of a capital nature are not subject to income tax. Similarly,
expenses of a capital nature are not deductible for income tax purposes. The tax authority will look at the
facts and circumstances of the transaction to determine whether the gain is capital in nature or a trading gain
which is subject to income tax.

DIVIDENDS

Dividends accrued in, derived from or received in Brunei by a corporation are included in taxable income.
However, dividends received from a corporation taxable in Brunei are exempt from tax.

Dividends received in Brunei from the United Kingdom or from Commonwealth countries are grossed up in

tax computations, and credit is claimed against the Brunei tax liability for tax suffered either under the double
tax treaty with the United Kingdom or the provision for Commonwealth tax relief.

CAPITAL ALLOWANCE

Capital allowances, instead of accounting depreciation, are granted for plant and machinery acquired and
used in trade or business. Most plant and machinery qualify for three-year straight line tax depreciation. Low
cost items (costing not more than BND 2,000 per item) may be tax depreciated in full, subject to a total claim of
BND 30,000 for each YA. Automation equipment qualifies for 100% tax depreciation in the year of acquisition.

Capital expenditure incurred for the construction or acquisition of an industrial building qualifies for the
Industrial Building Allowance (IBA) if the building is used for qualifying purposes.

Effective from YA 2015, 150% capital allowance is given to companies in the manufacturing sector that have
their plant and machinery installed from 1 January 2014 to 31 December 2019.

Unutilised capital allowances can be carried forward indefinitely but must be set off against income from the
same trade.
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TAX LOSSES

Losses that are incurred by a company can be carried forward for a maximum of 6 years and set off against
future income.

TAX INCENTIVES

Full tax exemption is granted for pioneer status companies between 5 to 20 years, dependant on certain
criteria being met.

Pioneer Status Companies

Exempt from Corporate Income Tax

Exempt from import duties on machinery

Exempt from import duties on raw materials

Tax exemption for up to 11 years

Expansion of Established Enterprise

Exempt from Corporate Income Tax

Minimum capital expenditure of BND 500,000

Additional tax exemption for up to 9 years

Foreign Loans for Productive Equipment

Exemption from withholding tax for interest paid
Minimum amount BND 200,000

Companies dealing with exports can choose to pay tax at a fixed rate of 1% on approved exports, in lieu of
corporate tax. The total turnover of the exporter is treated as exports if local sales do not exceed 20% of total
turnover.

C. FOREIGN TAX RELIEF

Brunei has signed Avoidance of Double Taxation Agreements (DTA) with 18 countries. Brunei will grant a tax
credit for foreign tax suffered in the treaty country. The tax credit granted is limited to the lower of the foreign
tax suffered and the Brunei tax payable on that income.

D. CORPORATE GROUPS

Group taxation is not permitted. The grouping of corporations has no tax implications as the tax laws treat
each corporation in isolation.

E. RELATED PARTY TRANSACTIONS
Related party transactions have to satisfy the arm’s length principle.

F. WITHHOLDING TAX

Withholding tax will arise if the following payments are made and such expenses are borne by a person
resident in Brunei or having a permanent establishment in Brunei or which are deductible against any income
accruing in or derived from Brunei:

Nature of payment Withholding tax rate

Interest, commission, fee or other payment in connection

0,
with any loan or indebtedness 2.5%
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Royalties, lump sum payments or otherwise for the use of

0,
movable properties 10%

Payment for the use of or the right to use scientific,

) ) : : ] . 10%
technical, industrial or commercial knowledge or information °

Payment for rendering assistance or services in connection
4, with the application or use of scientific, technical, industrial 10%
or commercial knowledge or information

Payment for the management or assistance in the

5. : 10%
management of any business

6. Rent or other payments for the use of movable property 10%

7. Non-resident directors’ remuneration 10%

Branch profits being remitted and payment of dividends to non-resident are not subject to withholding tax.

G. EXCHANGE CONTROLS

Since 1967, the local currency has been at par and interchangeable with the Singapore dollar. There are no
restrictions on currency movements or exchange controls; however, in line with international practice to deter
money laundering, money brought in and out of the Brunei exceeding the equivalent of BND 15,000 must
be declared.

H. PERSONAL TAXATION
There is no personal tax on individuals in Brunei (residents and non-residents).

There are no social security taxes in Brunei. However, all citizens and permanent residents of Brunei must
contribute 5% of their salary to a State managed provident fund, Tabung Amanah Perkerja (TAP). The
employer will have to also contribute the same amount for its employees to the provident fund.

In addition to the above, all citizens and permanent residents of Brunei must also contribute 3.5% of their
salary to a Supplemental Contributory Pension Scheme (SCP). The employer will have to also contribute
the same amount (subject to a minimum of BND 17.50) for its employees to the Scheme. However, both the
employer’s and employee’s monthly contributions are capped up to a salary of BND 2,800 per month.

I. TREATY WITHHOLDING TAX RATES

The chart shows the withholding tax rates applicable under the tax treaties that are currently in force. Brunei
adopts a refund method on DTA reliefs to ensure that the non-resident are entitled to the treaty benefits. The
domestic withholding tax will apply when the payments are made to non-resident. The non-resident may claim
treaty benefit for reasons such as having no Permanent Establishment in Brunei.

Brunei does not levy any withholding taxes on dividend payments.

Dividends Interest Royalties

(%) (%) (%)
Treaty countries:
Bahrain - 5 5
Cambodia 10 10 10
China 5 10 10
Hong Kong - 5/101 5
Indonesia 15 15 15
Japan 5/102 10 10
Kuwait - - 15
Laos 5/10°% 10 10
Luxembourg 0/104 10 10
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Dividends Interest Royalties

(%) (%) (%)
Malaysia 10 10 10
Oman 5 10 10
Pakistan 10 15 15
Qatar - - 5
Singapore 10 5/10° 10
South Korea 5/108 10 10
United Arab Emirates - - 5
United Kingdom 20 -
Vietnam 10 10 10

Notes:

1.

2. 5% applies if the beneficial owner is a company that has owned directly or indirectly, for the period of 6 months
ending on the date on which entitlement to the dividends is determined, at least 10% of the voting shares of the
paying company; and 10% of gross dividends in all other cases.

3. 5% applies if the beneficial owner is a company (other than a partnership) which holds directly at least 10% of
the capital of the company paying the dividends; and 10% of gross dividends in all other cases.

4. 0% applies if the beneficial owner is a company (other than a partnership) which holds directly at least 10% of
the capital of the company paying the dividends; and 10% of gross dividends in all other cases.

5. 5% applies to interest payments to any bank or financial institutions; and 10% of interest payments in all other
cases.

6. 5% applies if the beneficial owner is a company (other than a partnership) which holds directly at least 25% of
the capital of the company paying the dividends; and 10% of gross dividends in all other cases.

BULGARIA

5% applies to interest payments to any bank or financial institutions; and 10% of interest payments in all other
cases.

1

MEMBER FIRMS

City Name Contact Information

Sofia Yulia Peeva +359 2 439 42 41
yulia.peeva@pkf.bg

Varna Venzi Vassilev +359 887 854 668
venzi.vassilev@pkf.bg

BASIC FACTS

Full name: Bulgaria

Capital: Sofia

Main languages: Bulgarian

Population:
Monetary unit:
Internet domain:

Int. dialling code:

32

7 million (2020 estimate)
Bulgarian Lev (BGN)

.bg
+359
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KEY TAX POINTS
«  Corporate Income tax in Bulgaria is a 10% flat rate on the taxable profit.
* The standard VAT rate is 20%. There is a reduced rate of 9% for hotel accommodation services.

*  Withholding tax is due on dividends, interest, royalties and various other types of income, when
distributed to a non-resident entity.

* Bulgarian tax residents are taxed on their worldwide income. Non-residents are taxed only on their
Bulgarian-sourced income.

* Aninheritance received by the surviving spouse, children and their descendants is exempt. Various rates
of inheritance tax apply to other relatives.

A. TAXES PAYABLE

COMPANY TAX

Corporate income tax in Bulgaria is levied at a 10% flat rate on taxable profits. Taxable entities are:
«  Companies and partnerships established under Bulgarian law; and,

*  Permanent establishments of non-resident entities in Bulgaria.

The taxable profit is the financial result adjusted for tax purposes. Accounting and reporting rules usually
apply IFRS or use local Bulgarian GAAP (for small and medium-sized enterprises). The annual corporate
tax return has to be submitted by 31 March of the following year. The tax year is the calendar year. The
corporate tax also has to be paid by 31 March. Quarterly or monthly advance corporate tax instalments are
due during the year.

Possibility to file a corrective annual corporate income tax return

Taxpayers are able to file a one-off corrective corporate income tax return in case of errors identified after
31 March of the following year and the submission of the regular corporate income tax return. The corrective
return may be filed by 30 September of the following year.

Mandatory electronic submission of tax returns

As of 1 January 2018, taxpayers are obliged to submit all returns under the Corporate Income Tax Act
electronically.

ONE-OFF TAX ON CERTAIN EXPENSES

Certain expenses paid to employees, or on behalf of employees, are subject to a one-off tax. Expenses
subject to the one-off tax are “representative” expenses; social expenses provided in-kind to the employees
(e.g. fringe benefits) except for food vouchers and voluntary insurance contributions (social, health and life
insurance) up to BGN 60 each per employee per month; expenses related to personal use of company
assets. The one-off tax rate is 10% on the above expenses. Both the respective expense and the one-off
tax applicable to it are deductible for corporate income tax purposes. The taxes are due by 31 March of the
following year.

CAPITAL GAINS TAX

Capital gains of companies are treated as ordinary trading income and are taxed at the corporate tax rate
of 10%.

BRANCH PROFITS TAX
Branch offices of foreign registered companies are taxed as domestic entities.
There is no branch remittance tax in Bulgaria.

VALUE ADDED TAX (VAT)

The Bulgarian VAT legislation is based on the EU VAT rules and Directive 2006/112/ EC. The VAT rates are:
*  20% for domestic supplies, intra-community acquisitions and importation from non-EU countries; and,

* 9% for hotel accommodation services
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Exemptions:

«  With the right to deduct input VAT - intra-community supplies, export to non-EU countries, international
transport of goods and passengers, certain supplies related to international transport, sale of duty-free
goods under certain conditions, certain transactions related to international trade, specific supplies under
international treaties, etc.

* No right to deduct input VAT - transfer or rental of land or rights over land (except for building land
and land adjacent to new buildings), the transfer of old buildings or parts thereof, rental for residential
purposes to individuals (an option to tax these transactions is available); financial and insurance services;
gambling; certain services related to health, education, religion, culture, etc.; other specific supplies (e.g.,
importation of certain goods and up to a certain limit).

VAT Registration:
Entities are obliged to register for Bulgarian VAT purposes if they have performed:

« Transactions with a place of supply in Bulgaria for which VAT should be charged by the supplier
exceeding BGN 50,000 (approximately EUR 25,600) for the last 12 months;

« Intra-community acquisitions exceeding BGN 20,000 (approximately EUR 10,200) during the calendar
year; or,

« Distance sales in Bulgaria exceeding BGN 70,000 (approximately EUR 35,800) during the calendar year;
or,

«  If two or more related parties carry out in succession similar business in the same commercial premises;
or,

» Businesses that are providing telecommunications, broadcasting and electronic services have to register
for local VAT purposes if their customers are established in Bulgaria, subject to certain conditions. This
is in accordance with the provisions of Directive 2008/8/EC, which establishes the rules concerning the
place of supply of telecommunications, broadcasting and electronic services rendered to non-taxable
persons within the EU.

The VAT threshold for foreign taxpayers who have no place of business in Bulgaria but make local taxable
supplies, for which the reverse charge mechanism does not apply, has been removed. Those entities should
register for VAT purposes in Bulgaria no later than seven days prior to the date on which the tax in respect of
their first supply in Bulgaria becomes due.

Entities established in an EU Member State performing supply of goods with installation in Bulgaria to
customers non-registered for VAT purposes are obliged to register irrespective of their taxable turnover.
Foreign entities which receive services with a place of supply in Bulgaria for which the recipient has to self-
charge Bulgarian VAT are also obliged to register irrespective of their taxable turnover. Any entity may apply
for voluntary VAT registration. However, if voluntarily registered, such entity will not be able to deregister for
one year following the year of registration.

VAT Returns and payment:

Monthly VAT returns are filed and the tax is due by the 14th of the following month. The tax period is a
calendar month. European sales list (VIES) returns have to be filed monthly by the same deadline if intra-
community supplies of goods or certain services have been performed during the respective month.

VAT Refund:
VAT can be refunded through a VAT return within:

* 2 months (period for carry forward and offsetting of input VAT against output VAT) and 30 days of filing
the last VAT return (period for effective refund); or,

* 30 days of filing the VAT return for entities which have performed certain zero-rated supplies exceeding
30% of the total turnover from taxable supplies for the last 12 months.

An investor in a large investment project which has received authorization by the Ministry of Finance can
receive a refund within 30 days. The investor can also apply reverse charge for VAT on import of goods
(without effective cash outflow). EU based foreign entities which are not registered and established for VAT
purposes in Bulgaria can receive a refund of the local input VAT incurred for goods and services used for
supplies with a place of supply outside Bulgaria. A specific procedure with the authorities of the EU Member
State of establishment has to be followed. Non-EU based entities may be entitled to a refund on a reciprocal
basis (i.e., if their country of tax residence provides the right to a VAT refund to Bulgarian entities).
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Pro-rata VAT deduction in specific cases:

VAT-registered persons will be obliged to claim a pro-rata VAT credit for the acquisition of long-term assets,
which will be used both for business and personal use. A VAT credit can be claimed only for the part used
for economic activities. The pro-rata should be determined based on an allocation key, which guarantees the
most precise calculation of the VAT which can be deducted.

The pro-rata deduction above is different from the existing proportional (partial) deduction. The latter applies
when the acquired goods or services are used both for taxable and exempt services. For example, if the
part of the long-term asset used for the economic activity of the entity is utilized both for taxable and exempt
supplies, the taxable person will be entitled to claim a pro-rata VAT deduction, as well as a proportional
(partial) VAT deduction.

The definition of long-term assets for VAT purposes includes real estate, vehicles and other goods and
services, which are or would have been long-term assets under the Corporate Income Tax Act with a value
of BGN 5,000 (EUR 2,550) or greater.

Taxable persons will be able to claim a pro-rata VAT credit for the acquisition of goods and services, which
are not or would not have been long-term assets, if these goods and services are used partially for personal
needs or VAT exempt supplies. In this case, the taxable person could claim a VAT credit only for the part used
for taxable supplies. This part should be determined based on a reasonable method. If the taxable persons
decide to use this option, they will not have to observe the rules for proportional (partial) deduction in respect
of the same goods and services, when these are also used for exempt supplies.

LOCAL TAXES

REAL ESTATE TAX

Real estate tax is levied between 0.01% and 0.45% annually on the higher of the gross book value and the
tax value of the immovable property (on the tax value for residential property). The exact rate is determined
by the municipality in which the real estate is situated.

TRANSFER TAX

Transfer tax is levied between 0.1% and 3% on the higher of the sales price and the tax value of the
transferred real estate/the insurance value of cars. The exact rate is determined by each municipality.

VEHICLE TAX

Vehicle tax is levied depending on the type and characteristics of the vehicle. It applies to cars, ships and
airplanes. The tax rate is determined by each municipality within the ranges stipulated in the law.

DONATION TAX

Donation tax is levied between 3.3% and 6.6% on the value of the donation. The exact rate is determined by
each municipality. Lower rates and exemptions apply to donations between relatives.

INHERITANCE TAX

An inheritance received by a surviving spouse, their children and their descendants are exempt. The tax is
between 0.4% and 0.8% on an inheritance exceeding BGN 250,000 (approximately EUR 128,000) in favor of
brothers, sisters and their descendants (between 3.3% and 6.6% for other heirs). The exact rate is determined
by each municipality.

TOURIST TAX

Tourist tax is levied between BGN 0.2 and 3 (approximately EUR 0.1 and 1.5) per night. The exact rate is
determined by the municipality in which the accommodation facilities are located.

B. DETERMINATION OF TAXABLE INCOME

Profits include all income and capital gains. The taxable basis is the accounting profit adjusted for prescribed
items. Broadly, expenses incurred wholly and exclusively for business purposes are deductible. The
accounting profit is adjusted in accordance with the rules of the corporate income tax legislation, the most
important of which are listed below.
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DEPRECIATION

For tax purposes, the straight-line method is normally adopted. Assets purchased during the year should have
the depreciation time apportioned.

Asset Annual rate oof depreciation

(%)

Buildings, industrial facilities, communication devices and 4

lines, electricity grid

Machinery, fittings and manufacturing equipment 30/50*

Vehicles, excluding automobiles; roads and airplane runways 10

Computers, software and rights of using software 50

Automobiles 25

Ass_ets.W|th limited term of use under contract or under legal 100/years of use; not more than 33 1/3

obligations

All other depreciative assets 15

* Possibility to be 50% when new investment is made and the equipment is brand new.

INVENTORY

Inventory is generally valued at the lower of cost or market value. Cost may be determined on the basis of
FIFO or average cost method.

CAPITAL GAINS AND LOSSES

In general, capital gains and losses are included in the trading income of companies, and in normal income
for individuals, and taxed accordingly with the normal rates of corporate or personal income tax.

DIVIDENDS

Subject to 5% withholding tax when distributed to individuals, resident non-profit entities and non-residents
(except for EU/EEA entities). Dividends distributed to resident companies are not included in their taxable
income except for dividends distributed by:

*  Special purpose investment companies; and,
* Non-EU/EEA foreign entities.

INTEREST DEDUCTIONS

Interest paid by a company is treated as an ordinary business expense unless it falls under the provision of
thin capitalisation. Under the thin capitalization rules, if the debt-to-equity ratio of the company exceeds 3:1
(some of) the interest expense may not be tax deductible in the current year.

A new interest limitation rule in the Bulgarian Corporate Income Tax Act came into force as of 1 January
2019. If the threshold of EUR 3 million borrowing costs per year is reached, the excess interest costs will be
deductible up to 30% of the taxpayer’s EBITDA.

If the borrowing costs are under EUR 3 million per year, then a modified version of the existing thin
capitalisation regime will be applied in parallel to the new interest limitation rules where the conditions for that
are fulfilled. The existing 5-year limitation for carry forward of the non-deductible interest expenses under the
thin capitalisation rule has been abolished.

LOSSES

Corporate tax losses can be carried forward over the next five consecutive years. Losses can not be carried
back against profits of previous years.

FOREIGN SOURCED INCOME

The Bulgarian tax authorities levy taxes on resident companies on all profits arising from foreign sources in
the same way as income from local sources.
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INCENTIVES - TAX HOLIDAY

The amount of the annual corporate income tax due by entities on their profits from manufacturing, including
toll manufacturing, may be partly or fully reduced. The application of the tax holiday is subject to certain
limitations and conditions, including EU state aid restrictions.

EXEMPTIONS FROM CORPORATE TAX

Special purpose investment companies, collective investment schemes authorized for public offering in
Bulgaria and national investment funds are not subject to corporate income tax.

C. FOREIGN TAX RELIEF

Bulgaria has some 70 international treaties for avoiding double taxation (see table below and comments in
the "Withholding Tax" section below). Foreigners may also be exempt from social security contributions in
Bulgaria or the contributions they make can be recognized in their home country under an applicable bilateral
or multilateral social security agreement.

D. CORPORATE GROUPS
There is no group taxation for corporate income tax or for VAT purposes in Bulgaria.

E. RELATED PARTY TRANSACTIONS AND TRANSFER PRICING RULES

Although Bulgarian legislation requires entities to prove the arm’s length principle in related party transactions,
there is no Act with legislative power that obliges the multinational entities to publish Local and Master files,
unless specifically required by the tax authorities. The OECD Transfer Pricing Guidelines are generally
followed in such cases. However, Country-by-Country reporting is mandatory.

The taxpayers required to prepare annual transfer pricing documentation are the entities which at 31
December of the prior year exceed two of the following thresholds:

*  Net book value of assets: BGN 38 million; or
¢ Net sales: BGN 76 million; or
«  Average number of employees during the reporting period: 250.

The Bulgarian transfer pricing rules require that taxpayers apply arm’s length prices in their related party
transactions. Bulgarian transfer pricing rules envisage five methods for determining arm’s length prices:

¢ The Resale Minus Method;

*  The Comparable Uncontrolled Price Method;
*  The Cost Plus Method;

«  The Transactional Net Margin Method; and,
*  The Profit Split Method

A taxpayer is obliged to prove the arm’s length character of its related party transactions during a tax audit
by applying one of the above methods. A transfer pricing manual released by the Bulgarian Revenue
Administration in February 2010 mentions the items that would appear appropriate to be included in the
documentation. The manual contains a set of other useful guidelines relating to different transfer pricing
topics. For instance, with respect to intra-group services, the manual suggests specific profit mark-up ranges
that have proved customary for Bulgaria.

F. WITHHOLDING TAX
Withholding tax is due on the following types of income when distributed to a non-resident entity:
« Dividends and liquidation quotas;

« Interest, royalties, franchising and factoring fees; exemptions apply to interest on bonds issued by EU/
EEA entities, traded on regulated markets, and loan interests for loans provided by EU/EEA entities to
local entities, where the EU/EEA entity has issued bonds in order to provide the loan, and these bonds
are traded on a EU/EEA regulated market;

«  Technical (including consultancy) and management services fees;

* Income from hiring out movable or immovable property;

*  Capital gains from transfer of real estate;

« Capital gains from disposal of financial assets issued by resident entities or the State and municipalities
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(exemption for capital gains from disposal of shares on a regulated Bulgarian/EU/EEA market);

« Penalty or damages payments (except for insurance compensation) distributed to entities tax resident in
low tax jurisdictions.

Withholding Tax Rates
* 5% on the gross amount of dividends and liquidation quotas (0% for distributions to EU/EEA entities);

* 0% on interest and royalties distributed to related party legal entities resident in the EU (subject to certain
conditions);

*  10% on the gross amount for all other taxable income.
The withholding tax rates may be reduced under an applicable double tax treaty.

Refund Opportunities

Entities resident in the EU/EEA may declare tax deductible expenses and claim a corresponding refund of
the withholding tax paid on a gross basis. The claim is annual and should be filed by 31 December of the
following year.

Payment

The tax should be withheld by the resident payer and remitted to the budget within one month following the
quarter of accrual of the income. In case of capital gains, it is their recipient which should remit the withholding
tax due within the term indicated above.

Tax Treaty Application

If available, double tax treaty relief may be applied by the income recipient directly if the income accrued for
the calendar year does not exceed BGN 500,000 (approximately EUR 255,000). In all other cases a non-
resident can benefit from tax treaty relief if an advance clearance is obtained from the Bulgarian tax authorities
under a specific procedure.

G. EXCHANGE CONTROLS AND LIMITATIONS OF PAYMENTS IN CASH
There are no exchange controls in Bulgaria. The limit for cash payments is BGN 10,000.

H. PERSONAL TAX

The personal income tax rate is a flat rate of 10% on the taxable income for individuals and 15% for the
taxable income of sole traders. In general, individuals are considered Bulgarian tax residents if:

*  They have stayed in Bulgaria for more than 183 days in any 12-month period;

*  The centre of their vital interests is in Bulgaria (determined in view of their personal and economic ties to
the country, e.g. factors like permanent address in Bulgaria, family, employment, possession of property,
etc.).

Generally, taxable income includes monetary income, as well as benefits received in-kind (except for non-
taxable items and “in-kind social expenses”). Bulgarian tax residents are taxed on their worldwide income,
while non-residents are taxed only on their Bulgarian-sourced income.

EXEMPT INCOME

Certain types of income are exempt from taxation, including capital gains from the disposal of shares on a
regulated Bulgarian/EU/EEA market, income from disposal of certain real estate, etc.

DEDUCTIONS

Tax deductions apply in some cases, including:

* Mandatory social security and health insurance contributions;

«  Statutory deductions for freelancers, for rental income, etc.;

« Voluntary personal insurance up to certain limits;

«  Certain donations and other specific situations (e.g. disabilities).
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LUMP-SUM TAXATION

Lump sum taxation is applicable to certain sole traders with annual turnover less than BGN 50,000
(approximately EUR 25,000).

FILING PERSONAL TAX RETURNS

The annual personal income tax return has to be submitted by 30 April of the following year (the tax year
coincides with the calendar year). The tax has to be paid by the same deadline. A 5% reduction of the
outstanding tax can be applied if:

*  The annual tax return is filed electronically and the tax is paid before 31 March of the following year; and,
«  The taxpayer currently has no outstanding liabilities towards the Budget.

Individuals who fulfil the above requirements may utilise the 5% discount from their outstanding tax liability,
but no more than BGN 500 (EUR 256). Individuals are generally not obliged to file annual tax returns if they
have received only employment income for which the full tax due has been withheld by the employer on a
‘pay as you earn’ basis, non-taxable income and/or income subject to one-off tax.

Individuals will be allowed to file a corrective tax return once until 30 September of the following year if they
find an error in their submitted annual tax return. Certain types of foreign-sourced income under Art. 38 of
the PITA (e.g. dividends, interest, etc.), which was previously subject to quarterly reporting and taxation by
Bulgarian tax residents is now reported and taxed with the individual's annual Bulgarian tax return for the
respective year.

Successors will be able to file annual tax returns for the income of deceased individuals. If one of the
successors submits a tax return, the others are exempted from this obligation.

ONE-OFF TAXATION OF CERTAIN INCOME

One-off tax is due on income received by non-resident individuals from:

« Dividends and liquidation quotas distributed by a Bulgarian resident company;
* Management and technical services fees;

« Interest, royalties, franchising and factoring fees;

* Income from hiring out movable and immovable property;

«  Capital gains from disposal of real estate and financial assets; and,

«  Certain other income.

One-off tax is due on dividends and liquidation quotas distributed to a Bulgarian resident by a Bulgarian or
by a non-resident entity. EU resident individuals may declare deductible expenses and claim a corresponding
refund of the one-off tax paid on a gross basis under certain conditions.

ONE-OFF TAX RATES

* 0% for capital gains from the disposal of shares on a regulated Bulgarian/EU/EEA market by EU/EEA
residents;

* 5% for dividends and liquidation quotas;

e 7% for income from voluntary life insurance received after the termination of the insurance policy (if the
policy term is more than 15 years);

* Interest income from all types of bank accounts is taxed without exceptions at 8%);
*  10% for all other income.
The one-off tax rates may be reduced under an applicable double tax treaty.

SOCIAL SECURITY AND HEALTH INSURANCE

MANDATORY INSURANCE CONTRIBUTIONS

Between 32.7% and 33.4% paid by both the employer and the employee according to 55:45 ratio. This
includes:

*  14.8% - pension fund;
* 5% - universal pension fund;
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* 04% - 1.1 % - occupational accident and professional disease fund (rate depending on the field of
activity);

*  3.5% - general illness and maternity fund;
* 1 % - unemployment fund; and,
* 8% - health insurance fund.

The social security base is the gross remuneration less statutory deductions in some cases and is capped at
BGN 3,000 (approximately EUR 1,500) monthly.

. BULGARIA DOUBLE TAX TREATIES AND RATES

Dividends Interest Royalties

(%) (%) (%)
Treaty countries:
Albania 5 10 10
Algeria 5 10 10
Armenia 5 10 10
Austria 0 0 0
Azerbaijan 8 7 5/10
Bahrain 5 5 5
Belarus 5 10 10
Belgium 0 10 5
Canada 5 10 10
China 5 10 7/10
Croatia 5 5 0
Cyprus 0 7 10
Czech Republic 0 10 10
Denmark 0 0 0
Egypt 5 10 10
Estonia 0/5 5 5
Finland 0 0/5
France 0 0 5
Georgia 5 10 10
Germany 0 0 5
Greece 0 10 10
Hungary 0 10 10
India 5 10 10
Indonesia 5 10 10
Iran 5 5 5
Ireland 0 5 10
Israel 5 5/10 75
Italy 0 0 5
Japan 5 10 10
Jordan 10 10 10
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Kazakhstan 10 10
Korea (North) 10 10
Korea (South) 5 10 5
Kuwait 0/5 5 10
Latvia 0 5 5/7
Lebanon 5 7 5
Lithuania 0 10 10
Luxembourg 0 10 5
Malta 0 0 10
Moldova 5 10 10
Mongolia 5 10 10
Morocco 5 10 10
Netherlands 0 0 0
North Macedonia 5 10 10
Norway 0 0 0
Poland 0 10 5
Portugal 0 10 10
Qatar 0 3 5
Romania 0 10 10
Russia 5 10 10
Serbia 5 10 10
Singapore 5 5 5
Slovakia 0 10 10
Slovenia 0 5/10
South Africa 5 5/10
Spain 0 0
Sweden 0 0 5
Switzerland 0 10 0
Syria 5 10 10
Thailand 5 10 5/10
Turkey 5 10 10
Ukraine 5 10 10
United Arab Emirates 0/5 2 5
United Kingdom 0 0 0
United States 5 0/5/10 5
Uzbekistan 5 10 10
Vietnam 5 10 10
Zimbabwe 5 10 10
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CAMBODIA

City Name Contact Information

Phnom Penh Cheah Chin Mon +855 17 489 983
+60013 314 9419
chinmon@covenant.com.kh

Phnom Penh Lim Ai Chen +603 6203 1888
aichen@pkfmalaysia.com

Phnom Penh Pang Kang Hong +60 16 232 9434
kanghong.pang@pkfmalaysia.com

BASIC FACTS

Full name: Cambodia

Capital: Phnom Penh

Main languages: Khmer (Official), English

Population: 16.69 million (2020 estimate)

Monetary unit: 1 USD = 4,000 Riels (KHR)

Internet domain: .kh

Int. dialling code: +855

KEY TAX POINTS
* General overview
Most business activities and investments in Cambodia will be affected by the following taxes:
«  Corporate income tax/Tax on income
¢ Minimum tax
«  Withholding tax
* Value added tax
* Tax on salary of employees
«  Fringe benefit tax
There are various other taxes that may affect certain activities in specific industries, including:
«  Specific tax on certain merchandise and services (excise tax)
+  Custom duty
«  Public lighting tax
*  Other taxes

« Cambodian tax system

Cambodia’s tax system is a self-declaration regime. The estimated and simplified regimes were eliminated
in 2016, and the term ‘real regime’ has been replaced by the term ‘self-declaration regime’. Taxpayers under
the self-declaration regime are classified into three categories:

1. Small taxpayers are sole proprietorships or partnerships that:

« Have annual turnover from KHR 250 million to KHR 700 million (approximately USD 62,500 to
USD 175,000); or

« Have turnover of at least KHR 60 million (approximately USD 15,000) for any three-month period
ending in the current fiscal year; or
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«  Expect turnover for the next three-month period to be at least KHR 60 million (approximately USD
15,000); or
« Participate in any bidding or quotation for the supply of goods or services, including market stall
management (Phasi).
2. Medium taxpayers are:

* Enterprises that have annual turnover from over KHR 700 million to KHR 4 billion (approximately
USD 175,001 to USD 1 million); or

« Enterprises that have been incorporated as a legal entity, representative office; or

+ National and subnational government institutions, all types of organisations or associations,
including non-governmental organisations; or

« Foreign consulates and embassies, international organisations, and technical cooperation
agencies of other countries.

3. Large taxpayers are:
+  Enterprises that have annual turnover exceeding KHR 4 billion (approximately USD 1 million); or
« Branches of foreign companies or subsidiaries of multinational companies; or
« Enterprises registered as Qualified Investment Projects (“QIPs”).

Anyone falling within one of the above categories is required to begin the tax registration process within 15
working days of commencing business activities or incorporating. One of the main hurdles in registering for
tax is the General Department of Taxation’s (“GDT") requirement that one of the principals of the entity appear
in person at the GDT at the time of registration.

A taxpayer’s classification will determine the amount of patent tax that must be paid. Additionally, small
taxpayers have fewer requirements when it comes to record-keeping. Small taxpayers are permitted to use a
simplified accounting system, whereas medium and large taxpayers are expected to keep proper accounting
records and books in line with Cambodian Accounting Standards.

Currently, Cambodia does not have a comprehensive personal income tax system that requires individuals
to file and pay tax to the GDT directly.

« Tax service agents

On 12 April 2013, Prakas on Tax Service Agents No. 455 SHV.PrK was issued requiring that those who offer
tax services for entities other than their own employer must be licensed as a tax service agent (“TSA”). With
the GDT'’s issuance of Notification No. 17509 GDT on 18 October 2016 advising that TSA licenses had been
issued to 34 companies, this requirement is now being enforced.

For taxpayers, this means that they may continue to file their own monthly and annual returns and represent
themselves at the GDT. However, if they hire outside tax service assistance, a licensed TSA must be
engaged, and they must provide a written power of attorney for the TSA to act as their tax representative.
As of 1 January 2017, individuals or companies that do not have a TSA license are not allowed to provide tax
services, or act as a taxpayer representative. Those found to be in breach of this provision will be penalised
and taxpayers who engage unlicensed TSAs will be subject to a fine of KHR 5 million.

*  Tax Audits

Taxpayers may be subject to tax audits at the discretion of the GDT. These may be conducted up to 10 years

after the initial filing of a tax return.

There are three kinds of tax audits:

1. Desk audit: This level of control is designed to verify the accuracy of declared information by cross-
checking it with the tax return or other information requested by the tax administration.

2. Limited audit: This audit is more extensive. The tax auditors will use all available resources, including
visits to the taxpayer’s place of business, to verify the accuracy of the taxpayer’s returns.

3. Comprehensive tax audit: In practice, this is the same as a limited audit, only more extensive and
thorough. The important distinction between a comprehensive audit and a limited audit is that once the
audit has been completed, and any resulting tax reassessments have been paid, all tax years covered by
the audit will be closed.

Although a comprehensive tax audit is normally final, if the tax administration has reason to believe a

taxpayer has committed tax evasion or fraud, they may re-open the case. Taxpayers achieving Gold or Silver

Compliance Status are exempt from desk audits, and may be subject to other audits on a less frequent basis.
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A. TAXES PAYABLE

CORPORATE INCOME TAX (CIT)/TAX ON INCOME (TOI)

Scope of taxation

Al foreign companies registered in Cambodia fall under the self-declaration regime. Unless otherwise noted,
the content of this publication applies to self-declaration regime taxpayers only.

Residency and source of income

Resident taxpayers are subject to tax on their worldwide income while non-residents are taxed on Cambodian-
sourced income only. Residents earning foreign-sourced income can receive credits for foreign taxes paid, as
Cambodia unilaterally accepts foreign tax credits.

Resident taxpayers include companies organised, managed or having their principal place of business in
Cambodia. A non-Cambodian national will become a resident if they have their residence or principal place
of abode in Cambodia, or are present in Cambodia for more than 182 days in any 12-month period ending
in the current tax year.

A permanent establishment (PE) is subject to tax on its Cambodian-sourced income only.

Tax rates

Type of supply Rate

Standard rate 20%

Oil and gas, and certain mineral exploitation activities 30%

General risk (non-life) insurance activities 5% (on gross premium income)

Resident individuals 0% to 20%

Tax exemption (tax holiday) 0%
Prepayments

A monthly prepayment of TOI (“PTOI”), equal to 1% of monthly turnover including all taxes except VAT, must
be paid by the 20th day of the following month. The PTOI can be offset against the annual TOI liability or the
minimum tax liability. If the PTOI exceeds the annual TOI liability or minimum tax liability, the excess PTOI
can be carried forward indefinitely to offset against a future TOI liability.

If a taxpayer is not subject to minimum tax (see page 10), monthly PTOI must still be made. But unused PTOI
from prior years can be offset against the PTOI due in the current tax year and there may not be any physical
payment required.

A company that has been granted a tax holiday, and is therefore subject to 0% TOl is not required to pay PTOI
on turnover derived from the project that has been granted tax incentives. But the entity must still prepare the
TOI return and submit it to the tax authority.

On 29 January 2020, The Ministry of Economy and Finance (MEF) has issued Prakas No. 098 MEF.Prk to
redefine the PTOI in a way that 1% PTOI is applied to income from both principal business activities and
subsidiary income. Subsidiary income refers to rental income from immovable property, immovable property
given for free use to a third party (the income is at market price), immovable property given for free use to
staff (the income is at market price) unless it is in accordance with the labour law, royalty, sale of scrap, rental
of business equipment, income from packaging.

Tax holidays

Foreign investors seeking to make significant investments into Cambodia outside of the sectors restricted by
law may apply to the Council for the Development of Cambodia (“CDC”) for QIP status in order to become
entitled to a tax holiday. The tax holiday period is composed of:

1. the trigger period, which begins upon issuance of the Final Registration Certificate and ends either upon
the first year of profit or three years after revenue is first derived;

2. athree-year period; and
the priority period, which is between 0 and 3 years, depending on the industry and level of investment.
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Most QIP companies benefit from a tax holiday during which investment activity income is exempt from both
TOI and PTOI. However, as later at distribution, any income generated during this time will be subject to the
additional dividend distribution tax (“ADDT”"), which taxes income not previously subject to TOI at the usual
rate of 20%.

Calculation of taxable income

Taxable income is essentially the difference between total taxable revenue, whether from a domestic or
foreign source, and deductible expenses incurred to carry on the business, plus other passive income such
as interest, royalties and rent.

Taxpayers must prepare an annual TOI return which includes a section for making adjustments to accounting
profit to arrive at the taxable profit and tax payable.

Deductible expenses

As a general rule, expenses are deductible if they are paid or incurred in a tax year to carry on the business
of the taxpayer. There are further provisions which disallow specific types of expenses, as follows:

Type of expenses Deductibility

Personal expense Non-deductible

Donations and grants (not including charitable contributions) | Non-deductible

Tax payments, tax penalties, and interest on penalties Non-deductible

Loss on sale of property between related parties Non-deductible

Expense not related to the business, extravagant expense of

little use to the business Non-deductible

Amusement, recreation, or entertainment expense Non-deductible
WHT, TOS, and FBT paid on behalf of recipients Non-deductible
Expense pertaining to previous or subsequent periods Non-deductible

- Generally non-deductible, with some
Provisions -

exceptions
Depreciation Deductible when calculated using the
P method set out in the tax law

Unpaid expense due to unrelated parties Deductible if it is a genuine liability
Unpaid salary Deductible if paid within 60 days after the

end of the tax year

Deductible if paid within 180 days after the
end of the tax year

Related party expense that is not salary

Deduction is limited to an amount equal to
50% of adjusted income without taking into
account any interest income or expense,
plus the interest income

Interest expense

Deduction limited to an amount equal to
Charitable contribution 5% of taxable income, without taking the
charitable contribution deduction

There is a further limitation on the deductibility of interest expenses with regard to related parties. For loans
from a related party, the interest rate cannot exceed the market interest rate; while for those from an unrelated
party, the allowed interest rate is up to 120% of the market interest rate.

The market interest rate is determined and announced on an annual basis by the GDT and is an average of
the interest rates of at least five large commercial banks. For 2019, the market interest rate was 8.35% per
annum for USD and 9.44% for KHR.
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Utilisation of losses

If a company sustains a loss, this can be offset against future income and can be carried forward for up to
five years.

The accumulated tax losses can be carried forward if all of the following conditions are met:
« There is no change in the business activities of the entity;
* There is no change in the ownership of the entity;

* The loss is recorded in the tax return that has been submitted to the tax administration within the period
of time as specified in the tax provisions; and

* The GDT has not issued a unilateral tax assessment for any of the tax years in question.

MINIMUM TAX

Minimum Tax (“MT”) is a separate and distinct tax from TOI, and is calculated at 1% of annual turnover.
Turnover is not defined under the LOT, but is inclusive of all taxes excluding value added tax (“VAT”).

A taxpayer will be subject to either TOI or MT, whichever is greater. If only MT is due, this should have already
been paid in advance by way of the PTOI payments, which are also calculated at 1% of turnover.

Note that QIPs are not subject to MT, but will still be required to pay PTOI every month after the conclusion
of their TOI deferral period.

Newly-introduced legislation allows for an exemption from MT for all taxpayers maintaining proper accounting
records, imposing MT only on taxpayers found to have “improper accounting records”.

Prakas 638 details what are considered improper accounting records, and states that a GDT committee will
evaluate taxpayers’ accounting records based on the criteria detailed in the Prakas. This evaluation will take
place every two years. At the time of publication, the committee had not yet been formed. However, the GDT
has indicated that taxpayers with audited financial statements, or those having Gold Compliance Status may
be assumed to have proper accounting records.

VALUE ADDED TAX

Overview

VAT is applicable on the taxable supply of goods and services. An entity registered under the VAT provisions
is required to charge VAT on all sales of taxable supplies (output VAT). Such entities can offset the VAT paid
on purchases (input VAT) against their output VAT.

Scope of application

Taxable supplies are the supply of goods, services or imports for taxable sale or for use in producing taxable
supplies. Taxpayers must charge and collect VAT on taxable supplies. The supply of goods includes the
transfer of the rights to movable property; meaning all property except land or money.

Sale of land and buildings

As per Notification No. 1728 dated 9 October 2013, the GDT has confirmed that for the sale of land with
buildings, registered taxpayers are required to charge VAT on the building component (but not on the land
component).

Non-taxable goods and services

In order to promote the provision of certain key public services, specific taxable supplies have been exempted
from VAT. The following is a list of non-taxable supplies under the LOT:

«  Public postal services

* Hospital, clinic, medical and dental services, and the sale of medical and dental goods incidental to the
performance of such services

«  Transportation of passengers by a wholly state-owned public transportation system
* Insurance services

*  Primary financial services

« Imported articles for personal use that are exempt from customs duty
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*  Non-profit activities in the public interest that have been recognised by the Ministry of Economy and
Finance

*  Education services

*  The supply of electricity and clean water

«  Unprocessed agricultural products

«  Services related to the collection and/or cleaning of solid or liquid waste

If a business makes non-taxable supplies only, it will not be able to claim any input VAT; the VAT on
purchases must be borne as a cost. If a business makes a mix of non-taxable and taxable supplies, it will be
able to claim a portion of input VAT based on the portion of taxable supplies.

Registration

Compulsory VAT registration applies to any self-declaration taxpayer who makes taxable supplies. Further,
all companies, import/export businesses and QIPs must register for VAT. Other taxpayers are required to
register as VAT taxpayers if they meet certain turnover thresholds. Other businesses not compelled to register
by law may register voluntarily.

Rates of tax
Taxable supplies made in or imported into Cambodia are subject to VAT at one of two rates:

Type of supply Rate

Standard rate 10%

Zero-rated supplies, which include:

*  Exported goods

»  Exported services

*  The supply of international transportation services

» Services in support of the supply of international 0%
transportation

»  Other specific sectors, including supporting industries
that supply the export-oriented garment, textile and
footwear industries; the supply of rice; and the import

and supply of certain goods for agricultural purposes.

Zero-rated supplies are not the same as non-taxable supplies, as it is possible for entities providing zero-rated
supplies to claim input VAT credit.

Administration

Taxpayers must file VAT returns to declare and pay VAT each month. Payment must be made by the 20th
day of the following month. In the event that the deadline falls on a Saturday, Sunday, or public holiday, it
will be extended to the next working day. VAT on imports is paid to the General Department of Customs and
Excise at the time of import.

If the taxpayer’s input VAT exceeds the output VAT for a period of three months or longer, the taxpayer can
then apply for a refund from the tax authorities.

There are detailed rules about invoicing and record-keeping obligations. There are also specific requirements
for invoices based on whether the invoice is issued to a VAT-registered taxpayer or a non-registered person.
The GDT will seek to deny expense deductions or input VAT claims if they are not supported by proper VAT
invoices.

Specific Tax on Certain Merchandise and Services

Overview

Specific Tax on Certain Merchandise and Services (ST) is a form of excise tax imposed on the importation
or domestic production and supply of certain goods and services. Tax is levied once only: for imports, this
is at the inward checkpoint, and for domestic goods, it is upon the sale from the factory if the products are
locally produced.
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We expect that, in light of the reduction in import duty tariffs as noted in the Customs Duty section, greater
emphasis will be placed on excise tax in the future. Accordingly, it is likely that there will be a number of
changes to the calculation and collection of ST.

Rates of tax

The ST amount due is calculated by applying the applicable rate to the applicable tax base, as per the table
below (not an exhaustive list):

Goods/services Rate
Local and international air tickets sold in Cambodia 10%
Entertainment services 10%
Locally produced or imported cigarettes and cigars (excluding 20%
beer) o
Locally produced or imported beer 35%
Locally produced or imported non-alcoholic beverages 30%
Locally produced or imported non-alcoholic beverages 10%
Lubricant, brake oil, raw material for producing engine oil o

: 10%
(imported)

Local and international telecommunications services 3%

Basis of taxation

For locally supplied goods, ST is calculated on the “ex-factory selling price”, which is defined as 90% of the
selling price excluding VAT and ST. For locally supplied services, the tax base is the invoice price of the
services supplied.

For imported goods, ST is calculated inclusive of customs duty and the cost, insurance and CIF value,
excluding VAT.

CUSTOMS DUTY

Import duties

There are a number of goods on which import duty applies when they are brought into Cambodia, with some
exemptions, including goods temporarily imported into Cambodia, goods for personal use, goods exempted
by international treaty, humanitarian aid, and imports for use by a QIP. Exemptions from import duty may also
be granted by the CDC for specific industries.

Customs duty is levied on goods entering Cambodia at rates ranging from 0% to 35%. Cambodia is part of
ASEAN and therefore party to the ASEAN Free Trade Agreement and Common Effective Preferential Tariff
scheme. This requires ASEAN Member States to offer preferential tariff rates on a broad range of products
originating from other ASEAN countries.

Accordingly, the customs duty rates in Cambodia have been reduced so that now many goods coming from
other ASEAN countries have a maximum 5% import duty imposed.

Export duties

There are no export duties other than on a limited list of restricted products at rates of 2% to 10% as follows:
*  Natural rubber

«  Uncut precious gemstones

* Processed wood

«  Fish, crustaceans, mollusks and other aquatic products.

OTHER TAXES

Tax on property rental

House and land rental tax is set at 10% of gross rental income from the lease of buildings and land, when
the lessor is an individual.
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Fiscal stamp tax

A fiscal stamp tax is due on advertising leaflets and banners, levied at different bands of rates, based on the
dimensions of the advertising item, the number of letters and whether the lettering is Khmer only or includes
a foreign language.

Patent tax

Patent tax is a registration tax that is paid by all business enterprises upon establishment of a business
and by 31 March on an annual basis thereafter. Patent tax ranges from KHR 400,000 to KHR 5,000,000
(approximately USD 100 to USD 1,250) depending on the taxpayer’s classification, and must be paid for each
separate business activity, and for each branch located in a different province.

Registration tax

Also referred to as seal tax or stamp duty, registration tax is a tax imposed on the transfer of ownership or
possession of certain types of property.

It is payable by the person who receives the ownership and is applied to the transfer value at rates as follows:

Applied on Tax rate
Transfer of ownership of all immovable property, including
buildings and other structures, and land, which also 49
includes the contribution of immovable property as capital in °
kind into a Cambodian company
Transfer of ownership of all means of transportation, 49
including passenger vehicles ’
Transfer of ownership or possession of shares in a o

. 0.1%
Cambodian company
Registration of “government contracts related to the supply 0.1%
of goods or services” e
Certain legal documents KHR 1 million

There are certain exemptions and relief available on the transfer of immovable property between relatives.

The tax base used to calculate the registration tax on the transfer of immovable property is the value set by
the Ministry of Economy and Finance for all cities and provinces in Cambodia.

Unused land tax

Land is determined to be unused if it does not have any structure on it or there is a structure, but it is unused.
Unused land tax is levied on an annual basis at a rate of 2% on the market value per square meter, with the
market value determined by the Unused Land Valuation Commission. The unused land tax is paid annually
by the landowner. Since the introduction of property tax, it was understood that if property tax is paid on a
piece of land, then unused land tax no longer applies. This was codified under Article 12 of the 2015 Law on
Financial Management dated 18 December 2014.

Accommodation tax

Accommodation tax (“AT”) is an indirect tax imposed on the supply of accommodation services at a rate of
2%. AT must be charged by hotels, hotel apartments, motels, lodges, guesthouses, campgrounds and similar,
but does not include the rental of houses or apartments.

Public lighting tax

Public lighting tax (“PLT”) is an indirect tax imposed on sales of alcohol and cigarettes at all stages of
supply, on both imports and domestically-produced goods, at a rate of 3%. All types of cigarettes, including
e-cigarettes, and alcohol are subject to PLT, including beer, grape wine and spirits, with the exception of palm
wine. In late 2017, the method of calculating PLT was amended such that for importers and producers the
tax base remains the selling price, but for distributors, the tax base was reduced to 20% of the selling price.
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Property tax

Property tax is a direct tax imposed on the value of immovable property, including land and buildings, on
property valued above KHR 100 million (approximately USD 25,000) at a rate of 0.1%. The property value is
as per the valuation issued by the Property Evaluation Commission.

Property taxpayers may be individuals or companies. Owners, possessors or “final beneficiaries” of
immovable property may be liable for the property tax. A final beneficiary includes those with the right to use

the property, and so includes long-term lessees.

Administration

Type of tax

Filing and payment date

Tax on Income

TOI must be paid and filed within 3 months of the end of the tax year, which
is normally 31 December unless an application to amend the tax year is
approved.

Prepayment of Tax on
Income

PTOI must be paid and filed by the 20th of the following month.

Minimum Tax

MT must be paid at the same time the annual TOI return is due, that is, 3
months after the end of the tax year.

Withholding Tax

WHT must be paid to the GDT by the 20th of the month following the month
in which the payment is made or accrued.

Additional Dividend
Distribution Tax

ADDT must be paid and declared on the PTOI return, by the 20th of the
month following the month the dividend was paid out.

Value Added Tax

VAT is to be paid on the 20th of each month for the VAT liabilities accrued
during the previous month. VAT on imported goods is collected by the
customs administration at the time of import.

Tax on Salary

TOS and FBT are deducted by the employer and remitted to the GDT by
the 20th of the month following the month that the salary and fringe benefits
were provided to the employee.

Specific Tax on Certain
Merchandise and Services

ST on domestic sales must be paid and declared on the PTOI return, by the
20th of the month following the time of supply.

ST on imported goods is due at the time of import, and is collected by the
customs administration along with VAT and customs duty.

Customs Duty

Customs duty is collected by the customs administration at the time of
import.

Patent Tax

Patent tax is payable by 31 March each year.

Registration Tax

Registration tax is due within 3 months of the transfer

Unused Land Tax

Unused land tax is due on an annual basis by 30 September each year.

Accommodation Tax

AT is declared in the PTOI return, due with payment by the 20th of the
month following the time of supply.

Public Lighting Tax

PLT is declared in the PTOI return, due with payment by the 20th of the
month following supply.

Property Tax

Property tax is due on an annual basis by 30 September each year.

B. DETERMINATION OF TAXABLE INCOME

TAX DEPRECIATION

Under Cambodian tax law, depreciation rates and methods are specified based on the asset class, and
therefore, only the depreciation expense allowed under the rate for the asset's particular class may be
deducted in calculating taxable income.
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Asset Depreciation rate Depreciation method
Having no specific useful life | 10% Straight Line
Intangible assets Over the useful life of

Having a specific useful life Straight Line

the property

Class 1: Buildings and basic

5% Straight Line
components

Class 2: Computers,
electronic information 50% Declining Balance
systems, data handling

Tangible ts
Class 3: Automobiles,
trucks, office furniture and 25% Declining Balance
equipment

Class 4: All other tangible

20% Declining Balance
assets

SPECIAL DEPRECIATION

A QIP is entitled to 40% special depreciation of assets in the first year of purchase or the first year the assets
are used. Special depreciation only applies to assets used in ‘manufacturing and processing’ (not defined)
and only if the taxpayer has elected not to use a tax holiday. A claw-back provision exists for assets held for
less than four years.

C. RELATED PARTY TRANSACTIONS

TRANSFER PRICING

In October 2017 the Royal Government issued Prakas 986 concerning the allocation of income and expense
between related parties. This Prakas (the “TP Prakas”) is consistent with OECD guidelines, and requires that
transactions between related parties should be at arm’s length values, as determined under one of the five
acceptable methods listed in the TP Prakas. The five acceptable methods are:

*  Comparable Uncontrolled Price

* Resale Price Method

*  Cost Plus Method

« Transactional Net Margin Method
«  Profit Split Method.

The TP Prakas also requires that taxpayers having related party transactions have a transfer pricing report
with the following content:

«  Corporate Background — including a description of the company, the corporate and ownership structure,
the nature of the business, and summary financial information;

« Business Analysis — including the competitive environment, the market and its trends, added value, and
unique selling points;

+  Overview of Related Party Transactions — describing the nature and volume of such transactions and the
pricing method used;

«  Functional Analysis — describing the activities performed by each party to the related party transactions;

«  Economic Analysis — including a discussion and justification of the appropriate transfer pricing method,
and an analysis of comparable prices for the related party transactions;

*  Conclusion — including an identification of the acceptable range of “arm’s length” prices.

Although not stated in the TP Prakas, the GDT has confirmed that the transfer pricing report must be available
at the time the 2018 TOlI return is filed.

D. WITHHOLDING TAX
Scope of withholding taxes
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Withholding Tax (WHT) needs to be withheld on certain payments (in cash or in kind) made by residents. In
practice, only self-declaration regime taxpayers are required to withhold tax. The withheld tax constitutes a
final tax.

The following types of payments are subject to withholding tax:

Payments to residents:

* Rental: 10%

« Services: 15% (except payments to a registered taxpayer supported by proper tax invoices)

* Royalties: 15%

* Interest: 15% (except payments to a bank in Cambodia)

* Interest on fixed-term deposits: 6% (for payments from a bank in Cambodia only)

« Interest on non-fixed term savings deposits: 4% (for payments from a bank in Cambodia only).
Payments to non-residents:

A resident taxpayer including permanent establishment making payment of Cambodian-sourced income to a

non-resident is required to withhold 14% WHT. This withholding tax does not apply to payment of premium
for reinsurance of property or other risks in Cambodia.

Withholding tax is due when the expense is paid. An expense is considered paid when it is recorded in the
accounting records as an expense or when it is physically paid. Withholding tax must be remitted by the 20th
day of the following month.

On 29 January 2020, The Ministry of Economy and Finance (MEF) has issued Prakas No. 098 MEF.Prk that
became effective on 29 January 2020:

«  Withholding Tax (WHT) exemption additionally includes the following transactions:

o Software payments to a VAT registered company for shrink-wrap software, site license, downloadable
software, and software bundled with computer hardware, provided that a valid VAT invoice is
obtained from the VAT registered company;

o Service payments for taxi, tuk tuk and motorcycle, worth less than KHR 50,000 (approximately USD
12.5);

o Rental payments to a VAT registered company, provided that a valid VAT invoice is obtained from
the VAT registered company.

*  Non-resident WHT

°o  Among other listed items classified as Cambodian source income, Prakas 098 also includes “gain
from financial or investment assets or capital gains from sale of direct shares in a Cambodian
enterprise” as Cambodian source income.

o The terms “management service” and “technical service”, with regards to Cambodian source income,
have also been further defined as follows:

- The term “management service” refers to all services, which are management in nature,
performed to function in the management of business such as recruiting staff, training or
managing sale agents; and

- The term “technical service” refers to all services, which are technical in nature, required to have
technical skill or knowledge in the development or creation of inputs in the business such as
services in science, physics, medicine, dentistry, pharmacology, legal, hydraulics, physiology,
art, education, engineering, architecture, research study, accounting, economy, welfare, nuclear
power including consultation services, etc. The term “consultation service” refers to consultations
by skilled or professional persons relating to the technical services.

Deductibility of withholding taxes

If a taxpayer fails to withhold taxes from suppliers or employees, the taxpayer is not allowed to gross up
the base to calculate those taxes. Any withholding taxes borne by the taxpayer are not deductible for TOI
purposes.

E. PERSONAL TAX

Prior to 2020, there was no personal tax in Cambodia. Instead, a monthly salary tax was imposed on
individuals who derive income from employment.
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However, the Law on Financial Management (LoFM) provides that the progressive Tax on Income rates
for physical persons and the monthly Tax on Salary rates for employees can now be set by the Ministry of
Economy and Finance through a Sub-Decree giving the Ministry more flexibility with respect to how and when
it sets these rates.

Sub-Decree No. 09 dated 13 February 2020 provides the tables of taxable thresholds for the Annual
Progressive Tax on Income rates for physical persons as outlined below:

Progressive Tax on Income rates for physical persons:

Annual taxable income (KHR) Equivalent to USD Tax rate
0 - 16,000,000 0 —4,000 0%
16,000,001 — 24,000,000 4,000 - 6,000 5%
24,000,001 — 102,000,000 6,000 — 25,500 10%
102,000,001 — 150,000,000 25,500 — 37,500 15%
Over 150,000,000 37,500 20%

It should be noted that while the income threshold is updated yet again, there is still no official mechanism
or procedure for individual persons to declare their income for the annual Tol yet. We expect the MEF or the
GDT to issue instructions on the procedure and forms for this sort of individual income tax when they are
ready to implement it.

TAX ON SALARY

Overview

Employers are liable to deduct Tax on Salary (“TOS”) from payments of salaries, wages, and other
remuneration made to all employees. Employees that are tax residents of Cambodia are taxed on their
worldwide employment income at progressive rates, whereas non-residents are taxed only on their
Cambodian sourced employment income at a flat rate.

Residency

An individual is considered a resident for tax purposes if they fulfil any one of the following criteria: (i) their
residence is in Cambodia; or (ii) their principal place of abode is in Cambodia; or (iii) they are present in
Cambodia for more than 182 days in any period of 12 months ending in the current tax year.

Taxable salary

Salary as defined by the LOT includes “remunerations, wages, bonuses and overtime, compensations, and
fringe benefits which are paid to an employee, or which are paid for the direct or indirect advantage of the
employee for the fulfilment of employment activities” and is taxed at TOS rates.

Payments that are exempt from TOS include reimbursements of business expenses incurred by the
employee on a work assignment, indemnity payments upon employee dismissal up to a limit, social security
contributions, and uniforms and equipment required for the performance of employment duties.

Deductions

Deductions for dependent family members reduce the monthly taxable base on which TOS is calculated. A
deduction of KHR 150,000 per month (approximately USD 37.50) may be deducted for each minor dependent
child under 14, or under 25 and in full-time education, and a deduction for the same amount for one non-
working spouse.

Rates of tax
Non-residents are subject to TOS only on their salary income at a flat rate of 20%.

Residents are taxed at progressive rates effective February 2020 accordance to Sub-Decree No. 09 dated
13 February 2020 as follows:
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Taxable part of the monthly salary
From - to (KHR) Equivalent to USD Tax rate
0 - 1,300,000 0-325 0%
1,300,001 — 2,000,000 325 - 500 5%
2,000,001 - 8,500,000 500 — 2,125 10%
8,500,001 — 12,500,000 2,125-3,125 15%
Over 12,500,000 3,125 20%

*Using an exchange rate of KHR4,000:US$1

FRINGE BENEFITS TAX

Employers may also provide employees with additional cash or in-kind employee benefits, such as home
leave air tickets or private use of motor vehicles. These fringe benefits are subject to a flat Fringe Benefit Tax
(“FBT”) of 20% on the market value of the fringe benefits provided to an employee.

The Ministry of Economy and Finance issued Circular No. 011 on 6 October 2016 which allows for certain
benefits provided to all employees to be exempt from FBT. These include items such as meal allowances or
transportation allowances.

Although the circular does not specify that this applies only to Cambodian employees, the practice thus far is
that it does not apply to expatriate employees. In order to access this exemption, an employer must provide

n

otification to the GDT.

F. TREATY AND NON-TREATY WITHHOLDING TAX RATES

Dividends Interest® Royalties Technical
(%) (%) (%) fees (%)

Domestic rates

Companies 14 14 14

Individuals 14 14 14
Treaty countries:
Brunei' 10 10 10 14
China’ 10 10 10 10
Singapore? 10 10 10 10
Thailand? 10 10 10/154 10
Vietnam? 10 10 10 10

Notes:

1.

2.
3.
4

1

Effective date: 1 January 2019.
Effective date: 1 January 2018.
Effective date: 1 January 2020.

company).

authorities, the central bank, export credit institutions or in relation to sales on credit.

54

The 10% reduced rate applies if the interest is received by any financial institution (including an insurance

Certain treaties provide for an exemption for certain types of interest, e.g. interest paid to the state, local
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CAMEROON

CORRESPONDENT FIRM

City Name Contact Information

Douala / Buea Christopher Awungjia +237 676548777
+237 696859024
cawungjia@acncoaccountants.com

BASIC FACTS

Full name: Republic of Cameroon

Capital: Yaoundé

Main languages: English, French

Population: 26.45 million (2020 estimate)
Monetary unit: Central African CFA franc (XAF)
Internet domain: .cm

Int. dialling code: +237

KEY TAX POINTS

« Cameroon operates a declarative tax system in which the taxpayer declares and pays monthly tax
collections to the taxation authorities. False declarations are punishable by penalties and interest on late
payments.

* In Cameroon, there are two types of income taxes:
o Income tax on individuals;
°o Income tax on entities.
* There is a tax on turnover, borne by the final consumer known as the value added tax.

A. TAXES PAYABLE

COMPANY TAX

Income tax in Cameroon is imposed on undertakings deemed to be operating in Cameroon, which are the
following:

* Undertakings headquartered in Cameroon or with an effective management office in Cameroon;

* Undertakings that have a permanent establishment in Cameroon;

« Undertakings that have a dependent representative in Cameroon.

The profits of undertakings that do not fulfil the conditions referred to above are taxed in Cameroon if they
carry out activities that form a full business cycle in Cameroon.

Tax Rates

The regular corporate income tax rate is 30% (plus a 10% additional council tax). For companies operating
under the real earnings tax regime, the minimum tax payable is 2% (plus 10% additional council tax) of
monthly gross sales (turnover). The minimum tax payable is higher for companies under the simplified tax
regime (3.3% for non-importing traders, and 5.5% for producers, service providers and importation traders).
The minimum tax is creditable against corporate tax due for the current financial year.

Introduction of the obligation for investors to use raw materials produced in an economic disaster area in order
to benefit from tax incentives granted for the rehabilitation of the said area. Introduction of a tax credit of 30%
for enterprises that invest in the reconstruction of their production facilities in an economic disaster area. The
tax credit is capped at XAF 100 million and chargeable to taxable income for the three years following the
year of investment, by taxpayers approved by the tax authorities. (Finance Law 2019).
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The 2018 Finance law enshrines the option, already provided by the 2017 Finance Law Circular, between the
income tax instalment on turnover and that on the gross margin (article 21 of the CGTC).

The tax rate on gross margin being 14% while the rates on turnover remain the same as above.

CAPITAL GAINS TAX
Capital gains include gains on the sale of real estate, corporate shares and business assets.

With respect to the Finance law 2019, there is a reduction of the withholding tax due on capital gains earned
on the disposal of real property from 10% to 5%.

BRANCH PROFITS TAX

Profits realised in Cameroon by branches of foreign companies are presumed to be distributed and are
consequently subject to a branch withholding tax of 16.5% on after-tax income. This rate is subject to
reduction by a double tax treaty.

In the 2019 Finance law, a special rate of 2% is payable on remunerations paid by Cameroonian shipping
companies to foreign companies for vessel rentals and charter, space rentals in foreign vessels, as well as
commissions paid to foreign port agents.

SPECIAL INCOME TAX (SIT)

Introduction of a super reduced rate of Special Income Tax (SIT) of 2% applicable on remunerations paid
by Cameroonian shipping companies to foreign companies for vessel rentals and charter, space rentals in
foreign vessels, as well as commissions paid to foreign port agents. (Finance Law 2019)

EXPORT TAX
«  Exports are no longer zero-rated as before though certain essential goods are still exempt;

* Banana, industrial products manufactured in Cameroon, and domestic products of animal, plant or
mineral origin produced or processed in Cameroon as finished products are exempt from export duty.

* Imposition of export duties at a rate of 2% on cash crops (cotton, rubber, palm oil, banana, beans and
pineapple) previously excluded from this levy by the 2017 Finance law (now tax free);

* 1% Export duty on semi-finished products;

* Imposition of export duties at a rate of 10% on the following local products: Gum arabic, rice, palm oil,
chilli, kola nut, millet, sorghum, pepper, vegetable (Gnetum Africanum / Eru Ekok);

*  Taxation of timber exported in logs at a rate of 35% of the taxable value of each gasoline and no longer
at a rate of 30% of the FOB value of each gasoline.

« There is an imposition on the exit duties of the worked and semi-worked timber of tariff headings 44.06,
44.07 and 44.09 at a rate of 10% of the FOB value of their volume;

« Also, an imposition of the import of arms on excise duties except for the one imposed by the general
government as well as customs, software, licenses, royalties regardless of the means of entry into
Cameroon.

There is however an abolition of customs duties at the reduced rate of 5% on imports of capital goods
intended for investment.

SALES TAX / VALUE ADDED TAX (VAT)

The effective standard VAT rate is 19.25% (a 17.25% VAT and 10% surcharge). All corporate businesses with
taxable turnover are required to register. Non-resident VAT payers are required to appoint a solvent resident
representative to be jointly responsible for the payment of VAT and the discharge of other VAT obligations.
E-commerce platform operators are henceforth required to collect VAT on their sales and pay on behalf of
their suppliers.

VAT returns (and any tax payable) are due by the 15th of each month. Late payment incurs interest penalties
at a rate of 1.5% per month up to a maximum of 50% of the principal liability. Fines are levied for various
omissions in discharging VAT obligations. For taxable transactions of at least XAF 100,000, the right to
deduction may be authorised only where they have been carried out through bank transfers.

There is a list of basic necessities that are exempted from VAT in the general tax code, also the following
are exempted from VAT: real estate transactions of all kinds realised by non-professionals, consumption of
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water and electricity by households when these do not exceed 20 m?® per month for water and 220kw per
month for electricity. Contracts and commissions on life insurance products with a savings component are
also exempt from VAT.

It should be noted that only companies in the actual regime with a turnover equal to or above XAF 50 million
are eligible for invoicing VAT in Cameroon.

LOCAL TAXES
No local taxes are payable in respect of income of companies.

OTHER TAXES
Business license tax

New enterprises shall be exempt from the payment of the business licence tax during the first year of
operation. After this first year the enterprises shall be liable to a business license tax. The business licence
tax is paid annually and shall be calculated by applying a rate to the turnover of the previous financial year-
ended as follows:

* 0.159% on the turnover of large companies (those under the jurisdiction of the large taxpayers unit), for
a minimum contribution of XAF 5 million and a maximum contribution of XAF 2.5 billion.

* 0.283% on the turnover of medium-sized companies (those under the jurisdiction of the Medium Size
Taxpayers Centre, Specialised Tax Centre, and Specialised Tax Centre for Liberal Professions and Real
Estate), for a minimum contribution of XAF 141,500 and a maximum contribution of XAF 4.5 million.

¢ 0.494% on the turnover of small-sized companies (those under the jurisdiction of the divisional tax
centres), for a minimum contribution of XAF 50,000 and a maximum contribution of XAF 140,000.

FRINGE BENEFITS TAX (FBT)

Fringe benefits are considered to be a part of the salary paid to an employee: they are subject to social
security and personal income taxes. Taxable fringe benefits are evaluated on the basis of their market value
and there is a maximum amount that can be taxed.

REGISTRATION DUTY

Registration duty on rent contract for commercial use is 10% of annual rent and 5% of annual rent when it is
for residence use. Government Contracts are 4% of the contract amount.

REAL ESTATE WITHHOLDING TAX
Withholding tax on rent is 15% of annual rent retained and paid by the tenant.

B. DETERMINATION OF TAXABLE INCOME

General - Taxable income is based on financial statements prepared according to generally accepted
accounting principles and the OHADA (organisation for the harmonization of business law in French-speaking
Africa) standard statements.

Business expenses are generally deductible unless specifically excluded by law or by the provisions of an
international convention. Expenses that are not deductible include the following:

« Head office overhead, research costs and technical, financial and administrative assistance fees paid to
residents or non-residents that exceed any of the following:

- 5% of taxable profits for ordinary law companies before their deduction;
- 2.5% of turnover for public works projects;
- 7.5% of turnover for design and engineering services.

* Royalties from patents, brands, models or designs paid to a non-CEMAC corporation participating directly
or indirectly in the management of, or owning shares in, the Cameroonian corporation are deductible up
to an overall limit of 2.5% of taxable income before the deduction of the expenses.

* Rent expense for movable equipment paid to a shareholder that manages the company in fact or by right
and holds, directly or indirectly, more than 10% of the capital.

¢ Losses related to bad debts that do not comply with the enforcement measures provided for in the
OHADA Uniform Act relating to the organisation of simplified procedures for collection and enforcement.

157 PKF Worldwide Tax Guide 2020/21



Cameroon

+ Liberalities, gifts and subsidies exceeding 0.5% of the turnover of research, philanthropic, development,
educational, sports, scientific, social and family institutions or bodies.

* Gifts and subsidies exceeding 5% of turnover of clubs participating in official national competitions and
the bodies in charge of organizing these competitions.

* Interest paid to shareholders in excess of the central bank annual rate plus two points. Under the 2014
Financial Law, the deductibility of interest paid to shareholders owning directly or indirectly at least 25%
of the capital or voting rights of the company is subject to the following two cumulative conditions:

o Interest paid may not exceed one and one-half of the amount of real capital for all shareholders;

o Interest paid to such affiliates may not exceed 25% of the income before income tax and deduction
of such interest and depreciation.

+ Commissions and brokerage fees for services on behalf of companies located in Cameroon that exceed
5% of purchased imports and sales of exports.

* Remuneration granted to wage earners that are excessive in comparison to the services rendered and
that do not correspond to effective work and conventional norms.

*  Amounts set aside for self-insurance.

* Certain specific charges (such as contributions other than those for retirement paid to a foreign social
security organisation, which are deductible up to a limit of 15%, and premium insurance paid to
companies located in Cameroon for employees’ retirement indemnities), gifts, subsidies and penalties
(to some extent).

* Expenses paid in cash of XAF 500,000 or more. The XAF 500,000 limit is assessed with respect to the
total amount of specific expenses recorded in the expenditures account. Accordingly, splitting an expense
worth XAF 500,000 into two equal parts of XAF 250,000 each and paying them in cash does not result
in the deductibility of the expenses. Under the 2014 Financial Law, all reimbursements of loan advances
to shareholders paid in cash are treated as dividends and are accordingly subject to dividend withholding
tax.

« Expenses paid to local suppliers without reference to a Cameroonian tax identification number and
without an invoice that complies with the standard requirements for the deductibility of expenses.

* Remuneration paid to liberal professionals in violation of the regulations governing their respective
professions.

+ Expenses for services and certain purchases paid to natural persons or non-resident legal entities
established in territories or states considered to be tax havens.

+ Disbursements from tax havens invoiced to local companies by other companies located in or outside
tax havens.

* Losses resulting from irregularities, misappropriation or fraud within an enterprise where the irregularities,
misappropriation or fraud is directly or indirectly attributable to the directors, shareholders or partners.

CAPITAL ALLOWANCES

Land and intangible assets, such as goodwill, are not depreciable for tax purposes. Other fixed assets may
be depreciated using the straight-line method at rates specified by the tax law. Small equipment and other
items that have a value not exceeding XAF 500,000 without tax are directly accounted for as charges and
considered deductible expenses.

DEPRECIATION

The Cameroon General Tax code specifies allowable depreciation rates: any deviation is disallowed for tax
purposes.

STOCK / INVENTORY

Inventory is normally valued at the acquisition cost or at the lower of cost or market value. Cost must be determined
on a weighted average cost-price method. The first-in, first-out (FIFO) method is also generally acceptable.

CAPITAL GAINS AND LOSSES

Capital gains are taxed at a rate of 16.5%, subject to tax treaties. Capital gains realized in Cameroon or
abroad from the direct or indirect transfer of stocks, bonds and other capital shares of enterprises located in
Cameroon are subject to tax. If the business is totally or partially transferred or discontinued (such as in the
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event of a merger, liquidation or sale of the business), only one-half of the net capital gains is taxed if the event
occurs less than five years after the start-up or purchase of the business, and only one-third of the gains is
taxed if the event occurs five years or more after the business is begun or purchased.

Capital gains realized on the Cameroonian stock market are exempt from corporate income tax and the tax on
movable capital. However, under the 2014 Financial Law, capital gains realized in Cameroon or abroad that
are derived from the sale of shares by an individual or corporate entity holding an exploitation or exploration
permit for natural resources extracted from the Cameroonian subsoil are subject to income tax on the gains.

DIVIDENDS

Dividends paid to residents in Cameroon are subject to a 16.5% withholding tax (15% plus the 10%
council surtax). Resident recipients must include the gross dividend in taxable income, but they receive a
corresponding 16.5% tax credit to prevent double taxation. Dividends paid to non-residents are subject to a
16.5% withholding tax, which is a final tax.

A parent corporation may exclude up to 90% of the dividends received from a 25%-owned subsidiary if the
parent company and the subsidiary have their registered office in a Central African Economic and Monetary
Community (CEMAC) country (Cameroon, Central African Republic, Chad, Congo, Equatorial Guinea and
Gabon). In this case, however, no withholding tax credit is allowed. Instead, the tax can be offset against any
withholding tax due on its own dividend distributions.

INTEREST DEDUCTIONS

Interest paid to shareholders in excess of the central bank annual rate plus two points. Under the 2014
Financial Law, the deductibility of interest paid to shareholders owning directly or indirectly at least 25% of the
capital or voting rights of the company is subject to the following two cumulative conditions:

« Interest paid may not exceed one and one-half of the amount of real capital for all shareholders.

* Interest paid to such affiliates may not exceed 25% of the income before income tax and deduction of
such interest and depreciation.

LOSSES

Losses may be carried forward for four years. Losses attributable to depreciation may be carried forward
indefinitely. Losses may not be carried back.

FOREIGN SOURCED INCOME

Generally, foreign tax credits are not allowed. Foreign-source income is taxable after deduction of any related
foreign tax. Bilateral relief is provided under Cameroonian double tax treaties. Non-resident legal entities are
taxable only on their Cameroon-sourced income.

TAX INCENTIVES
The law of 18 April 2013 introduced investment incentives, which are summarised below.

Installation phase:

Incentives that are available during the installation phase (five years after the issuance of the approval)
include exemption from registration duties, transfer duties, customs duties and VAT for certain items.

Operational phase:

Incentives available during the operational phase (10 years for all companies qualifying for the incentives)
include exemptions or reductions with respect to minimum tax, corporate tax, customs duties on certain items
and other specified taxes and fees.

In the first year of operation, the company is exempt from the tax on the business license. In addition,
companies may carry forward losses to the fifth year following the year in which the losses are incurred.

C. FOREIGN TAX RELIEF

In general, foreign tax credits are not allowed; income of residents and non-residents subject to foreign tax
that is not exempt from Cameroonian tax under the territoriality principle is taxable, net of the foreign tax.

The French tax treaty, however, provides a tax credit that corresponds to withholding tax on passive income.
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D. CORPORATE GROUPS

The Cameroon tax code does not provide for taxation of local group companies: each company is evaluated
and taxed independently.

E. RELATED PARTY TRANSACTIONS

In 2012, Article M19bis in Book Il of the General Tax Code on Manual of Tax Procedures was introduced to
increase the regulation and control of transfer pricing. Under the new rules, if in the course of an accounts
audit, the administration has evidence that a company has indirectly transferred profit, it may request that the
company provides information and documents with respect to certain items, including the following:

* Relationships between the company and one or more companies or groups established outside
Cameroon.

* The pricing method for industrial, commercial or financial operations in which the company engages
with the related parties mentioned in the first bullet and justification for this method and the agreed
consideration in these operations.

* The activities carried out by the related parties mentioned in the first bullet.

* The tax treatment for the company and related parties mentioned in the first bullet with respect to the
operations performed with the related parties.

The 2014 Finance Law requires “a detailed statement of transactions with companies which control or which
are controlled by them up to 25%, in addition to other existing disclosure and documentation requirements.”
Companies in the large taxpayers unit must transmit the following information to the tax authorities by 15
March of each year at the same time as the filing of the annual tax return:

« A statement of their shareholdings in other companies if the holdings exceed 25% of the share capital;
« A detailed statement of intergroup transactions.
* TP documentation as per the 2018 Finance law.

Non-compliance with the above deadline after formal notice or the communication of false information or
incomplete information exposes the taxpayer to penalties provided for in Article L104 of the CGTC, i.e. the
application of a fixed fine that may go up to 50 million FCFA.

The Finance Act for the 2018 financial year strengthens the mechanism to combat indirect transfers of profits
by extending the notion of transfer pricing to transactions with unrelated companies established in tax havens.
A tax haven within the meaning of Article 8ter of the CGTC is considered to be a State or territory whose
income tax rate is less than one-third of that practiced in Cameroon, or considered as non-cooperative in
terms of transparency and exchange of information for tax purposes by the international financial institutions
or the tax affairs committee of the OECD or the Economic and Social Committee of the European Union.
Non-cooperative jurisdiction means any state or territory whose laws and practices are found to be in non-
compliance with the transparency and exchange of information standards for tax purposes established by
the OECD.

F. WITHHOLDING TAX

Description Rate (%)
Dividends 16.5 (a)
Interest 0/16.5 (b)
Rents 15
Royalties from Patents, Know-how, etc. 15

Fees for Technical Services, Digital Services and

Professional Activities 15(0)
Specific Payments to Resident Individuals or Companies 5.5 (d)
Branch Remittance Tax 16.5

a) This withholding tax also applies to directors’ fees, non-deductible expenses and adjustments of profits
following a tax audit. The withholding tax also applies to allowances granted to members of commissions,
ad hoc or permanent committees and to members of public, semi-public, regional or local bodies and
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apply as well to residents and non-residents.

b) Interest on savings of up to XAF 10 million is exempt from withholding tax. Interest on state bonds is
exempt from corporate income tax and the tax on movable capital (this tax is withheld at a rate of 16.5%
from income on shares and negotiable bonds and from certain other income). The 2014 Finance Law
confirms that interest on loans paid to non-resident lenders or creditors is exempt from withholding tax.
Special income tax applies to all types of deliveries that are part of public contracts or orders and that
are paid for by state, regional or local authorities, public institutions, public corporations or semi-public
companies, or that are paid for through external financing. The rate is 15%, which is withheld at source.

c) This withholding tax applies to non-residents. The 2012 Finance Law provides that this tax also applies
to “software,” which is defined as computer applications and programs relating to the operation or
functioning of an enterprise.

d) This withholding tax applies to fees, commissions, emoluments and remuneration for services that are
paid to resident individuals or companies. These payments include the following:

« Payments made to persons in the self-employed professions, such as consultants, experts,
architects, physicians, auditors in charge of damages, trade intermediaries and salesmen;

« Payments made to magistrates and representatives of the law (attorneys, bailiffs and notaries);

* Payments made to forwarding agents, customs brokers, stevedores, accounting firms and internet
service providers.

The withholding tax does not apply to payments made for services related to transport, bank interest,
insurance premiums and commissions, air ticket expenses and commissions, and water, electricity and
telephone expenses. The 10% surtax applies to the withholding tax rate of 5%, resulting in a total withholding
tax rate of 5.5%.

G. EXCHANGE CONTROL

All transfers of funds outside the CEMAC, including loans obtained by resident companies abroad and the
solicitation of foreign securities in the CEMAC Zone must be declared and are subject to special control
measures for statistical purposes. Transfers of amounts in excess of XAF 5 million must be lodged with an
authorised intermediary (i.e. a bank authorized by the Central Bank). Documentation must be submitted to the
authorities for currency transfers in settlement of imports in excess of XAF 100 million. Expatriate employees
may apply for authorization to repatriate their net earnings on a regular basis. Any savings accumulated by
expatriates may be repatriated upon departure from Cameroon. All foreign direct investment exceeding XAF
100 million is subject to prior notification to the Ministry of Finance and a post notification after realization.

H. PERSONAL TAX

Income tax rates for individuals (XAF)

Taxable income exceeds But does not exceed Rate
- 2,000,000 10%

2,000,000 3,000,000 15%
3,000,000 5,000,000 25%
5,000,000 35%

Progressive rates are imposed from 10% to 35%. A surcharge of 10% of the principal tax is also levied on
the rates (for additional council tax).

I. TREATY AND NON-TREATY WITHHOLDING TAX RATES

Dividends Interest Royalties
(%) (%) (%)
Domestic rates
Companies 11/16.5 0/5.5/11/16.5 5/10/15
Individuals 16.5 0/16.5 15
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Treaty countries:
Canada 15/20 (a) 15/20 (a) 15/20 (a)
Central African Republic —(c) 16.5 (b) —(d)
Chad —(c) 16.5 (b) - (d)
Congo —(c) 16.5 (b) —(d)
Equatorial Guinea —(c) 16.5 (b) —(d)
France 15 16.5 (b) 7.5/15 (e)
Gabon —(c) 16.5 (b) —-(d)
Tunisia 12 15 15
Notes:

(a) The 15% rate applies to payments from a Cameroonian source. The 20% rate applies to payments from a

Canadian source.

(b) If from a Cameroonian source, the payments are subject to withholding tax under Cameroonian domestic tax law.

See Section A.

(c) Withholding rates are determined under the domestic tax law of the state of domicile of the payer.

(d) Withholding tax is not imposed. The income is subject to tax in the state of the recipient.

(e) The 7.5% rate applies to payments for financial services, accounting services and technical assistance. The 15%

rate applies to other royalties.

CANADA
MEMBER FIRM
City Name Contact Information
Calgary Erkin Atakhanov +1 403 375 9955

erkin@pfcaccounting.com

BASIC FACTS
Full name: Canada
Capital: Ottawa

Main languages:
Population:
Monetary unit:
Internet domain:

Int. dialling code:

KEY TAX POINTS

English, French

37.61 million (2020 estimate)
Canadian dollar (CAD)

.ca

+1

Companies pay federal, provincial and municipal taxes. The combined federal and provincial or territorial
corporate tax rates vary depending upon the province or territory where a corporation conducts business
and the nature of its operations.

There is a 25% branch tax on non-resident companies carrying on business in Canada, payable on
notional distributions of branch profits to the foreign head office. The rate of tax is subject to reduction
when there is a tax treaty between Canada and the corporation’s country of residence.
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*  The federal government imposes a Goods and Services Tax (GST) of 5% on a wide range of goods and
services. Exemptions are provided for basic foods, health care and education.

* No provision is made for filing consolidated tax returns for corporate groups. However, loss utilisation
among members of a corporate group is often implemented by amalgamation or merger of group
members.

* Non-resident withholding tax applies to many types of income paid or credited to non-residents including
dividends, interest, royalties, pension payments and rents. The statutory rate of withholding is 25% but
this may be reduced or eliminated by treaty provisions.

* Individuals resident in Canada for tax purposes are subject to tax on their worldwide income. Non-
residents are subject to tax in Canada on Canadian-sourced employment income and business income;
50% of the capital gains from the disposition of certain specified Canadian assets; and 100% of gains on
dispositions of certain property such as resource property or certain life insurance policies.

A. TAXES PAYABLE

FEDERAL TAXES AND LEVIES

Legal entities subject to corporate income tax include the following:

« all corporations resident in Canada; and

* non-resident corporations, but only to the extent of income from certain Canadian sources.

The corporate income tax rate depends on the type of income earned, the status of the corporation and the
Canadian province or territory in which the income is earned. The general federal tax rate on corporations is
38%. A 10% rebate applies to the extent the income has been earned in a Canadian province, bringing the
federal rate down to 28%. The tax rate on corporate income that is earned in a Canadian province and that
does not currently benefit from a preferential tax treatment is further reduced by a general rate reduction of
13%. This makes the general rate 15%.

Various types of corporate income currently benefit from a preferential treatment and do therefore not qualify
for the reduced rate, including Canadian manufacturing and processing income, investment income earned
by a Canadian-controlled private corporation, income from non-renewable natural resource activities and
income earned by mutual fund corporations, mortgage investment corporations and investment corporations.

A non-resident company is subject to a 25% branch profits tax on taxable income earned in Canada (after
deduction of federal and provincial income tax and after deduction of an allowance for investments in certain
types of Canadian property), which may be reduced under a double tax treaty.

The appropriate provincial income tax rate is added to the federal rate (general or reduced) to get the effective
combined tax rate. The rates of provincial income tax vary. Following are the combined general federal and
provincial tax rates effective 1 January 2020:

Province General rate (%) General reduced M&P rate _CCPC1
rate (%) (%) active rate (%)

Alberta 38 25 25 11
British Columbia 40 27 27 11
New Brunswick 42 29 29 11.5
Manitoba 40 27 27 9
Northwest Territories 39.5 26.5 26.5 13
Newfoundland 43 30 30 12
Nunavut 40 27 27 12
Nova Scotia 44 29 31 11.5
Prince Edward Island 44 31 31 12
Saskatchewan 39 27 25 11
Quebec 39.5 26.5 26.5 14
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Province General rate (%) General reduced M&P rate ccprc!

° rate (%) (%) active rate (%)
Yukon Territory 40 27 17.5 11
Ontario 39.5 26.5 25 12.2

Corporate income taxes if above the CAD 3,000 threshold are payable in monthly instalments, with balances
owing due two months after the corporation's taxation year-end or, in the case of an eligible CCPC, every
complete quarter with balances due three months after the year-end. Returns must be filed no later than
six months after the year-end, with no extensions available. Even if there is no tax liability, a non-resident
corporation is required to file a return and is subject to a penalty if the filing deadline is not met. Generally, a
refund will not be issued if the income tax return has not been filed within three years of the end of the year
(four years for a Quebec income tax return filed by a non-CCPC).

INVESTMENT TAX CREDITS (ITC)

Qualified expenditures in respect of scientific research and experimental development (SR&ED) in Canada
qualify for a 15% federal ITC. Certain qualifying CCPCs are entitled to a 35% federal ITC on SR&ED up to
specified maximums.

The ITCs may be used to offset federal income taxes payable in the current year, the preceding three
years, or the 20 succeeding years. CCPCs may qualify to receive a cash refund when ITCs claimed exceed
tax payable for the year. Nine provinces (all but Prince Edward Island) and the territories offer provincial
or territorial tax credits as an incentive for conducting qualifying SR&ED activities in their jurisdiction. The
amount of federal ITC claimed is included in taxable income in the year following the claim. Provincial credits
are generally included in taxable income in the year of entitlement.

The acquisition of qualified property for use in Atlantic Canada, the Gaspé Peninsula or prescribed offshore
regions (other than qualified resource property) may qualify for a federal ITC of 10%. Qualified property
encompasses a wide range of assets related to manufacturing and processing operations as well as assets
used in specific industries such as farming, fishing and logging. The acquisition of qualified resource property
used mainly in Atlantic Canada, the Gaspé Peninsula or prescribed offshore regions and used primarily for oil
and gas, and mining activities, if acquired after 28 March 2012, and before 1 January 2016 may qualify for a
5% federal ITC. In 2016, a transitional relief rate applied for certain qualified resource property. This credit is
eliminated for assets acquired after 2015. The federal ITC on certain pre-production mining exploration and
development expenditures was eliminated for amounts incurred after 2015.

BRANCH PROFITS TAX

The federal government imposes a branch tax on profits under Part XIV of the Income tax Act of 25% on non-
resident corporations carrying on business in Canada. The tax is payable on notional distributions of branch
profits to the foreign head office. A treaty may reduce the rate of tax and may provide a cumulative exemption
amount (e.g., CAD 500,000 under Article X(6) of Canada-US Treaty).

GOODS AND SERVICES TAX (GST)

The federal government imposes a goods and services tax (GST) of 5% on a wide range of goods and
services. Exemptions are provided for basic foods, health care and education. All businesses providing
taxable services or selling taxable goods in excess of CAD 30,000 in a single calendar quarter or in the last
four consecutive calendar quarters must register for and collect the GST. All taxable purchases from a GST
registrant bear the GST. GST paid on purchases made by a registrant is credited against its GST collections
on its GST return. A net credit is refunded.

With the exception of the three territories and Alberta, all provinces impose a provincial sales tax on a
wide variety of goods. The application of sales tax to services will vary depending on the province. General
provincial sales tax rates vary from 6% to 10% as described below. The federal government and the provinces
of Newfoundland, New Brunswick, Nova Scotia, Prince Edward Island, and Ontario are parties to a sales tax
harmonisation agreement. Under the harmonised sales tax (HST) agreement, the participating provinces
have ceased to collect provincial sales tax. In its place, the federal government collects HST under the GST
rules. The HST is 13% in Ontario and 15% in Newfoundland, Nova Scotia, New Brunswick and in Prince
Edward Island.

British Columbia, Saskatchewan, Manitoba and Quebec are not harmonized with the Federal government and
have their own Provincial Sales Tax regimes (and independently collect their own Provincial Sales taxes).
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The rates of Provincial Sales Tax for these provinces are as follows: British Columbia (7%-discussed below),
Saskatchewan (6%), Manitoba (8%) and Quebec (9.975% discussed below).

British Columbia was party to the sales tax harmonization agreement, but as a result of a British Columbia
referendum in 2011, British Columbia removed the HST and reinstated the former 7% British Columbia
provincial sales tax (PST) and 5% GST effective 1 April 2013. In Quebec, the GST and Quebec sales
tax (QST) systems are essentially harmonised and administered by Quebec. As of 1 January 2013, QST
was increased to 9.975% but was levied on the price before GST. Therefore, the effective rate will remain
unchanged at 14.975% (GST of 5% and Quebec sales tax of 9.975%).

FRINGE BENEFITS TAX (FBT)

The Northwest Territories and the provinces of Newfoundland, Quebec, Ontario and Manitoba levy a tax on
payroll costs to support provincial health care and other programs. Rates and exemptions vary from province
to province. The territory of Nunavut levies a payroll tax on high income employees.

The federal government does not impose FBT on employers but requires employer (and employee)
contributions to Employment Insurance (El) and the Canada Pension Plan (CPP) based on payroll costs.
Employers are required to remit El, CPP and income tax with respect to their employees who are in regular
and continuous employment in Canada, regardless of whether the employees (or employer) are resident in
Canada. This can be reduced by a social security agreement between Canada and the home country. Certain
fringe benefits are taxable to employees and are required to be reported on their personal income tax returns.

LOCAL TAXES

Provincial, territorial and municipal governments impose various taxes that need to be confirmed in each
particular situation. These taxes include real property taxes, real property transfer taxes, carbon taxes,
business licences and a number of industry-specific taxes such as mining and petroleum resource taxes,
logging tax and hotel tax.

OTHER TAXES

The federal government also imposes certain industry-specific taxes in addition to customs and excise duties.
The federal large corporations tax, which was a minimum tax based on capital, was repealed effective 1
January 2006. There are no provincial capital taxes for general businesses. The federal government and
several provinces still have capital taxes that apply to certain types of financial institutions and life insurance
corporations. For corporations with a permanent establishment in Ontario, Ontario imposes a corporate
minimum tax on corporations with total assets or gross revenues above certain threshold amounts in certain
circumstances.

B. DETERMINATION OF TAXABLE INCOME

The taxable income of a corporation is determined using the accrual method of accounting. Certain
professional, agricultural or fishing businesses are permitted to follow a cash or modified cash method of
accounting. For a corporation resident in Canada, taxable income is based on its worldwide income less
allowable deductions. For a non-resident corporation, taxable income earned in Canada is essentially defined
to include:

« income from carrying on business in Canada;

*  50% of capital gains from the disposition of certain specified Canadian assets or specified foreign assets
with significant values attributable to underlying specified Canadian assets included in the definition of
‘taxable Canadian property’;

« income from the disposition of resource property and certain other assets included in the definition of
‘taxable Canadian property’;

* income from the disposition of certain other assets with a connection to Canada included in the definition
of ‘taxable Canadian property’; and

* recaptured Canadian tax depreciation.

The scope of the definition of ‘taxable Canadian property’ was significantly narrowed effective 4 March 2010
to exclude shares of corporations and certain other interests (such as an interest in certain partnerships and
trusts) that have not derived their fair market value principally from real property situated in Canada, Canadian
resource property or timber resource property, at any time within the 60 months immediately preceding the
disposition. A treaty may limit Canada's ability to tax a non-resident on the various components of taxable
income earned in Canada listed above.
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DEPRECIATION

Canada has a complex system of determining the tax depreciation in respect of capital assets. Depreciable
property is subject to a number of detailed regulations that specify the amount that may be written off in any
particular year. There are also a number of detailed restrictions that have the effect of limiting write-offs for
depreciable property. Expenditures for exploration, development and maintenance of resource properties
are subject to rules that categorise the expenditures and specify the amounts which may be deducted in a
year. Qualifying Canadian exploration costs may be deducted at 100% against any type of income if desired.
Canadian development expenses can be deducted at a rate of 30% per year. Other expenditures are subject
to less generous deductions. Capital assets used for SR&ED are subject to regular tax depreciation rules
rather than a 100% deduction if they were acquired after 2013.

INVENTORY

Inventory must be valued at the lower of cost or fair market value unless the taxpayer elects to value all
inventory at fair market value. Special rules apply for the valuation of animals and certain derivatives.

CAPITAL GAINS AND LOSSES

Taxable capital gains are included in taxable income and taxed at normal rates. A capital gain is essentially
the proceeds of disposition for a capital property less the aggregate of the cost of the property and costs of
disposition. However, only 50% of the gain is taxable. Capital losses may only be used to offset capital gains
but may be carried back three years and forward indefinitely, subject to change of control rules (discussed
under the ‘Losses” heading below). As noted above, under ‘Determination of Taxable Income’, non-residents
are only taxed on certain specified capital gains.

DIVIDENDS

Dividends received by a private Canadian corporation from another resident corporation are subject to a
refundable tax of 38.33% of the amounts received. In the event that the recipient corporation holds more than
10% of the payer-corporation (measured by votes and value), refundable taxes payable are based on the
amount of tax refunded to the payer-corporation as a result of the dividend.

Dividends received by most public corporations from another Canadian corporation are effectively excluded
from income. Dividends received from non-resident corporations are subject to tax unless received from a
subsidiary out of its active business profits from a designated treaty country (a country with which Canada
has entered into a comprehensive agreement or convention for the elimination of double taxation on income,
or a comprehensive tax information exchange agreement).

Other dividends from foreign affiliates are netted against a grossed-up adjustment for the underlying foreign
affiliate tax and withholding tax. Portfolio dividends from foreign corporations are included in taxable income,
but the Canadian-resident recipient is entitled to a foreign tax credit for the foreign withholding tax.

INTEREST DEDUCTIONS

Interest paid on funds borrowed to finance business operations or the acquisition of income-producing
assets is generally fully deductible. In certain cases, interest payable relating to the acquisition of bare land
is only deductible to the extent the land generates net income. The deductibility of interest incurred during
the construction of real property is also restricted. Interest payable on funds borrowed to pay dividends is
deductible as long as the corporation has taxed retained earnings at least equal to the amount of the dividend.

Statutory ‘thin capitalization’ rules restrict the deductibility of interest paid to a non-resident shareholder or
group that owns 25% or more of the shares of a Canadian corporation. Essentially, these rules prevent the
deduction of interest paid to these particular non-residents (or non-residents not dealing at arm's length
with them) where the ratio of outstanding debt to shareholders' equity exceeds 1.5-to-1 for taxation years
beginning after 2012. A ratio of 2-to-1 applies for taxation years that begin prior to 2013. The equity is
measured by taking the aggregate of the retained earnings at the beginning of the year and the average paid-
up capital of shares owned by certain non-resident shareholders and related contributed surplus computed
on a monthly-average basis. Effective 29 March 2012, the disallowed interest will be treated as a deemed
dividend paid to the non-resident and will be subject to withholding tax of 25%, unless reduced by a treaty.

For taxation years beginning on or after 29 March 2012, the thin capitalization rules apply to partnerships which
have a Canadian-resident corporation partner and for taxation years that begin after 2013, the thin capitalization
rules apply to Canadian resident trusts, and non-resident corporations and trusts that operate in Canada.
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LOSSES

Losses arising from business operations may be carried back three years and forward twenty years. The
carry-forward period increased from seven to ten years and from ten to twenty years for losses arising in
taxation years ending after 22 March 2004 and after 31 December 2005, respectively. Capital losses are
discussed separately above. In the event of a change of control of a corporation, there is a deemed taxation
year-end. Business losses incurred prior to the change of control may only be deducted in subsequent years
from income from the same or similar business but only if the business which generated the losses continues
to be carried on with a reasonable expectation of profit. A similar restriction applies to the carry-back of
subsequent business losses to the three years preceding a change of control.

On a change of control, a number of complementary rules come into play that have the effect of deeming most
types of assets to be disposed of at fair market value if fair market value is less than that particular asset's
tax carrying value. The purpose of these rules is to realize any unrealised losses that may exist at the time
of the change of control. These deemed losses are added to the existing losses and are subject to the carry-
forward restrictions mentioned above. Unclaimed net capital losses expire on a change of control. A special
election to crystallize unrealized capital gains to use expiring capital losses should be considered when filing
a change of control tax return. Post-change of control capital losses cannot be carried back to pre-change of
control taxation years.

FOREIGN SOURCE INCOME

Canadian corporations are taxable on worldwide income regardless of source. Income earned by foreign
affiliates in active businesses is generally not subject to taxation in the Canadian parent until the profits are
repatriated (refer to the discussion on Dividends above). Corporations having an investment in a controlled
foreign affiliate earning passive income, or deemed passive income, are subject to tax on that income in the
year it is earned by the foreign corporation.

C. FOREIGN TAX RELIEF

Foreign income earned by a Canadian corporation is generally subject to tax in the year received or
receivable. Credit is given for foreign income taxes paid, including withholding taxes. Depending upon the
tax rate of the foreign country, foreign tax credits may or may not provide full relief for the foreign taxes paid.
The amount of the foreign tax credits are effectively limited to the amount of Canadian tax paid on the foreign
income. Foreign business income taxes not utilized in a particular year may be carried forward ten years
(seven years if incurred before 23 March 2004) and back three years. Excess foreign non-business income
tax paid cannot be carried over but may be available as a deduction in computing income.

Dividends arising from active business income received from foreign affiliates residing in treaty countries are
not subject to further tax in Canada if the business is carried on in Canada or a designated treaty country.
No credit is given for foreign withholding taxes in these cases. Dividends arising from other business income
received from foreign affiliates are netted against a grossed-up adjustment for the underlying foreign tax and
withholding tax. Dividends arising from passive income received from controlled foreign affiliates residing
in treaty countries or arising from all sources in non-treaty countries are subject to tax as ordinary income.
Deductions will be given for underlying foreign tax and withholding tax, as well as Canadian tax which may
have been payable at the time the income was earned.

D. CORPORATE GROUPS

No provision is made for filing consolidated tax returns for corporate groups. Certain tax provisions require
the aggregation of amounts for members of related groups for purposes of determining access to certain
tax incentives and benefits. Loss utilisation among members of a corporate group is often effected by
amalgamation or merger of group members.

E. RELATED PARTY TRANSACTIONS

Domestic transactions between related parties are subject to rules that require such parties to transfer property
at fair market value. Failure to effect transfers at fair market value may result in one-sided adjustments to
income or cost basis. Charges between domestic group members are also subject to reasonableness and
income earning tests. Transactions with related non-residents are subject to both transfer pricing and foreign
reporting rules. Contemporaneous documentation of transfer pricing methodologies is required to avoid
exposure to transfer pricing penalties on adjustments. Substantial penalties may be levied where transactions
with related non-residents are not in compliance with prescribed procedures.

Certain multinational entities, with taxation years commencing after 1 January 2016, will be required to
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disclose information relating to each country in which the multinational group operates; only multinational
entities within multinational groups with combined revenues of EUR 750 million or more will be subject to
such reporting requirements.

F. WITHHOLDING TAX

Canada imposes non-resident withholding tax on many types of income paid or credited to non-residents
including dividends, interest, royalties, pension payments and rents. The statutory rate of withholding is 25%
but may be reduced or eliminated by treaty provisions. Section | Treaty and Non-Treaty Withholding Tax
Rates summarises the rates of withholding under Canada's present income tax treaties. As of 1 January
2008, withholding tax is not payable under Canada’s domestic legislation on most interest payments made by
Canadian borrowers to arm’s length non-resident lenders.

Canada also has a clearance certificate procedure that requires a purchaser to withhold from the proceeds
paid to a non-resident seller on the sale of certain Canadian properties.

The amount of withholding is generally 25% (50% for certain types of properties) of the net gain on disposition
if proper notice is given to the tax authorities and a clearance certificate is provided to the purchaser. If a
clearance certificate is not obtained, the amount of withholding tax increases to 25% (or 50%) of the gross
proceeds instead of the net gain. Amounts withheld are creditable against Canadian taxes payable by the
non-resident seller. In the event that the amount withheld exceeds the Canadian taxes payable by the non-
resident seller, a refund will be given on filing a Canadian federal tax return. The March 2010 changes to
the definition of ‘taxable Canadian property’ have streamlined the withholding and compliance procedures
impacting non-residents and those that acquire property from them. In addition to the federal withholding
tax, Quebec has a similar withholding tax regime on sales of taxable Quebec property. The general rate of
withholding is 12.875% and can be higher for certain types of property.

Non-residents are also subject to a 15% withholding on amounts received for services rendered in Canada.
This particular withholding is credited on the non-resident's Canadian income tax return and will reduce the
tax due or result in a refund. A refund due to a corporation will not be processed if the particular return is not
filed within three years of the end of the taxation year. In addition to the federal withholding tax, Quebec has
a 9% withholding tax on services rendered in Quebec by non-residents of Canada.

G. EXCHANGE CONTROL
Canada imposes no currency or exchange controls.

H. PERSONAL TAX

Individuals resident in Canada for tax purposes are subject to tax on their worldwide income. Non-residents
are subject to tax in Canada on Canadian-sourced employment income and business income; 50% of the
capital gains from the disposition of certain specified Canadian assets; and 100% of gains on dispositions of
certain property such as resource property or certain life insurance policies. Investment or passive income
earned by non-residents is subject to withholding tax as discussed above.

Residency is determined based on common law tests of residency relating to social and economic ties.
Individuals who stay in Canada for 183 days or more in a particular year may be deemed to be resident
in Canada. Canada's tax treaties may contain further provisions regarding determination of residency. Tax
returns are filed based on the calendar year and generally are due by 30th April of the following year. An
extended deadline of 15th June of the following year is available for business proprietors and partners of most
partnerships, as well as their spouses. There is no provision for joint spousal tax returns. Certain pension
benefits may be allocated between two spouses by election.

Virtually all income earned is subject to taxation. Employment income (including certain employment benefits)
and some forms of investment income are included in taxable income on a cash basis. Business income and
some investment income, notably interest, are included in income on an accrual basis. Income earned from
farming, fishing and certain professions is subject to a cash or modified cash method of accounting. Taxable
Canadian dividends received by an individual resident in Canada are subject to a gross-up and dividend tax
credit mechanism.

Employees are subject to withholding on their earnings from employment in respect of income tax and
contributions for Canada Pension Plan and Employment Insurance. Self-employed individuals and those with
income from other non-employment sources are required to make quarterly instalments of estimated taxes
due for the year. The balance of taxes and Canada Pension Plan owing for a calendar year is due by 30th
April of the following year for all individuals.
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Individuals are permitted various deductions including contributions to Registered Pension Plans and
Registered Retirement Savings Plans, interest paid on funds borrowed to earn income, and qualifying alimony
or spousal support payments. Child maintenance payments are neither deductible by the payer nor taxable
to the recipient if paid pursuant to an agreement entered into after 30 April 1997 or if an agreement or Court
Order made before that date is modified after 30 April 1997. There are also tax credits available for personal
exemptions, donations, medical and education expenses and Canada Pension Plan and Employment
Insurance contributions.

Individuals pay income tax at graduated marginal rates, effective 1 January 2020, as follows:

Taxable income (CAD) Tax rate (%)
Up to 48,535 15
48,536 — 97,069 20.5
97,070 — 150,473 26
150,474 — 214,368 29

Over 214,368 33

I. TREATY AND NON-TREATY WITHHOLDING TAX RATES

Due to space limitations, the following summary does not reflect detailed information on the statutory or treaty
provisions relating to withholding tax rates. Rates shown are in effect on 1 January 2018 subject to the notes
at the end of the table below.

The reader should ensure careful reviews of the statutory rules and treaty provisions are undertaken when
considering a particular cross-border transaction. For example, refer to note 1 pertaining to the elimination of
Canadian withholding tax on arm’s length interest payments. The domestic rate may be lower than the treaty
rate. Special care should also be taken to review the effective date of changes for new treaties and protocols.
Particular care should be taken with respect to Canada-US payments involving fiscally transparent entities
with changes effective in 2009 and 2010 (see note 14).

The Canada Revenue Agency (CRA) has provided declaration forms that are recommended for use by
non-residents of Canada to provide the CRA and Canadian resident payers with information regarding their
residency status and eligibility for treaty benefits.

Dividends Interest’ Royalties

(%) (%) (%)
Corporations and individuals resident in Canada: Nil Nil Nil
rl:lé):_-trrzziglegéLj:r?trﬁ:sr:ations / individuals of 25 05 o5
Treaty countries:
Algeria 15 15 156
Argentina 10/152 125 156
Armenia 5/152 10 10
Australia®’ 5/152 10 10
Austria 5/152 10 106
Azerbaijan 10/152 10 108
Bangladesh 15 15 10
Barbados 15 15 108
Belgium 5/152 10 108
Brazil 15/252 15 256
Bulgaria 10/152 10 106
Cameroon 15/20% 15/204 15/204
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Dividends Interest! Royalties

(%) (%) (%)
Chile 10/152 15 15
China (PRC)®: 11 10/152 10 10
Colombia 5/152 10 10
Croatia 5/152 10 10
Cyprus 0/1516 15 108
Czech Republic 5/152 10 10
Denmark 5/152 10 108
Dominican Republic 18 18 186
Ecuador 5/152 15 156
Egypt 15 15 15
Estonia 5/152 10 10
Finland 5/152 10 108
France 5/152 10 108
Gabon 15 10 10
Germany 5/152 10 108
Greece 5/152 10 10
Guyana 15 15/25% 10
Hong Kong 5/152 10 108
Hungary 5/152 10 108
Iceland 5/152 10 108
India 15/252 15 206
Indonesia 10/152 10 10
Ireland, Republic of 5/152 10 108
Israel 5/152 10 108
Italy 5/152 10 108
Ivory Coast 15 15 10
Jamaica 15 15 10
Japan 5/152 10 10
Jordan 10/152 10 10
Kazakhstan 5/152 10 10
Kenya 15/252 15 15
Korea (Rep.) 5/152 10 10
Kuwait 5/152 10 10
Kyrgyzstan 15 15 108
Latvia 5/152 10 10
Lebanon'© 5/152 10 108
Lithuania 5/152 107 10
Luxembourg 5/10/152 10 108
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Madagascar'® 5/152 10 5/108
Malaysia'" 15 15 156
Malta 15 157 10%
Mexico 5/152 10 108
Moldova 5/152 10 10
Mongolia 5/152 10 108
Morocco 15 15 106
Namibia® 5/152 10 10
Netherlands'! 5/152 10 108
New Zealand8 5/152 10 5/15
Nigeria 12.5/152 12.5 12.5
Norway 5/152 10 108
Oman 5/152 10 108
Pakistan 15/20° 15/254 15/2046
Papua New Guinea 15/254 10 10
Peru 10/152 15 15
Philippines 15/254 15 10/25%
Poland 5/152 10 5/108
Portugal 10/152 10 10
Romania 5/152 10 108
Russia 10/152 107 108
San Marino'2 N/A N/A N/A
Senegal 15/164 15/16/204 15
Serbia 5/152 10 10
Singapore 15 15 15
Slovak Republic 5/152 10 10%
Slovenia 5/152 10 10
South Africa 5/152 10 108
Spain 5/152 10 108
Sri Lanka 15 15 108
Sweden 5/152 10 106
Switzerland 5/152 10 108
Taiwan 10/1517 10 10
Tanzania 20/252 157 20
Thailand 15/20° 15/2547 156
Taiwan 10/152 10 10
Trinidad and Tobago 5/152 10 106
Tunisia 15 15 206
Turkey 15/202 15 10
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Dividends Interest’ Royalties

(%) (%) (%)
Ukraine 5/152 10 108
United Arab Emirates 5/152 10 108
United Kingdom 5/152 10 108
United States# 15 5/152 0”3 108
Uzbekistan 5/152 10 106
Venezuela 10/152 10 108
Vietnam 5/10/153 10 10%
Zambia 15 15 15
Zimbabwe 10/152 15 10

NOTES:

1. Effective 1 January 2008, Canada’s Income Tax Act eliminates the Canadian withholding tax on arm’s length
payments of interest (other than participating debt interest) to all non-residents of Canada.

2. Depending upon the particular treaty, the lower rate applies where a corporate recipient of a dividend (beneficial
owner) holds, at least, 10% to 25% of the voting control or at least 10% to 25% of the share capital of the
company paying the dividend.

3. The 5% rate applies if at least 70% of the voting power is controlled by the recipient corporation. The 10% rate
applies if between 25% and 70% of the voting power is controlled by the recipient corporation.

The lower rate only applies if the payment arises in Canada.

5. The 15% rate is applicable where the payment arises in Canada or if paid from a company engaged in an
industrial undertaking.

6. Maximum withholding rate. Lower rates may apply depending on the nature of the royalty.
7. Lower rates apply to banks, insurance companies and lending institutions.

8. A protocol signed on 12 September 2014 entered into force on 26 June 2015 and is effective as of 1 August 2015
(withholding taxes) and 1 January 2016 (other taxes) for Canada and as of 1 August 2015 (withholding taxes)
and 1 April 2016 (other taxes) for New Zealand.

9. See separate listing for treaty with Hong Kong, signed on 11 November 2012 (entry into force on 29 October
2013).

10. Initial treaty which is not in force as of 10 January 2017. Table shows rates which will be in force when
implemented. General rates are in effect until that time.

11. Canada is presently renegotiating a treaty with this country.
12. Canada is presently negotiating an initial treaty with San Marino.

13. The withholding rate for non-arm’s length interest paid to the US was reduced to 0% effective 1 January 2010.
The rate for arm’s length interest payments was reduced to 0% effective 2008. Interest on participating debt is
excluded from these exemptions, but the withholding rate on such interest is limited to a 15% withholding rate.

14. Effective 1 January 2010, changes to the Canada — US Tax Treaty eliminated treaty benefits for payments from
an entity which is treated as a corporation by Canada but as a fiscally transparent entity in the US and certain
other conditions are met. For example, a payment from a Canadian unlimited liability company to its US owner
will not be eligible for a treaty rate reduction where the tax treatment of the transaction under US rules differs
from the treatment it would have received if the payer was not fiscally transparent for US purposes. Effective 1
February 2009, payments from Canada to a US fiscally transparent entity such as a US limited liability company,
or a US partnership require consideration of the US treaty status of the individual members of the recipient entity.
A US S Corporation will also generally be a fiscally transparent entity subject to the same look-through rules but
Canada has indicated that it will give an S Corporation a reduced treaty rate where it qualifies for such rate as
a recognized entity under the treaty. Specific tax advice should be sought to establish the withholding rate for
Canada — US cross-border payments involving fiscally transparent entities. In April 2011, the CRA issued forms
NR302 and NR303 for declaring the eligibility for treaty benefits for a partnership and other fiscally transparent
or hybrid entities. The applicable withholding rate is calculated on worksheets included with these forms.

15. The limitation of benefits clause in the Canada-US Tax Treaty became effective on 1 February 2009 for Canadian
withholding taxes, and may in certain circumstances deny treaty benefits on payments to US entities with non-US
owners.
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16. Dividends paid by a company resident in Cyprus to a Canadian owner are not subject to withholding tax.
Dividends paid by a company resident in Canada to an owner in Cyprus are subject to a withholding tax of 15%.

17. The lower 10% rate applies if the recipient company owns directly or indirectly at least 20% of the capital of the
dividend-paying company.

CAPE VERDE

MEMBER FIRM

City Name Contact Information

Santa Maria José Sousa Santos +238 242 2716
sousasantos@pkf.pt

BASIC FACTS

Full name: Republic of Cabo Verde

Capital: Praia

Main languages: Portuguese, Cape Verdean Creole

Population: 555,080 (2020 estimate)

Monetary unit: Cape Verdean Escudo (CVE)

Internet domain: .cv

Int. dialling code: +238

KEY TAX POINTS

* Resident entities are subject to Cape Verde corporate income tax on their worldwide income.
*  The standard rate of VAT is 15%.

« Payments between resident companies are generally subject to withholding tax.

* Income tax is payable by individuals on employment income. Resident individuals are subject to income
tax on their worldwide income whilst non-residents are liable to income tax only on income sourced in
Cape Verde.

A. TAXES PAYABLE

CORPORATE INCOME TAX: GENERAL REGIME

Resident corporations are subject to Cape Verde corporate income tax (“lmposto sobre o Rendimento das
Pessoas Colectivas”) on their worldwide income. Resident companies are those which have their head
office or place of effective management in Cape Verde. Non-resident companies without a Permanent
Establishment (PE) are subject to a final withholding tax.

Withholding Tax (WHT) is applicable to the profits of non-resident companies without a PE in Cape Verde,
such as (i) companies or other similar entities, (ii) individuals treated as companies, and (jii) individual
enterprises engaged in commercial, industrial, agricultural, fishing or service benefits.

For the purposes of determining taxable income, CIT payers can be taxed under two regimes, as follows:
«  Special regime for micro and small-sized companies:

o Micro-sized company: An entity that employs up to five persons with an annual turnover (gross
amount of sales and services) that does not exceed CVE 5 million.

o Small-sized company: An entity that employs between six and ten persons with an annual turnover
(gross amount of sales and services) of between CVE 5 million and CVE 10 million.

« Standard organised accounting regime (standard/normal regime under which the computation of profits
follows the local accounting rules).
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Resident companies are subject to a tax rate of 22%, where taxable income corresponds to the profit less any
tax benefits and any losses carried forward, as stated in the tax return. The tax rate of 22% is also applicable
to PEs of non-resident companies.

Micro and small-sized companies are subject to a single special tax (SST) of 4% levied on the gross amount
of sales of each taxable year, to be paid quarterly. The SST replaces the CIT, fire brigade surtax, and value-
added tax (VAT), as well as the contribution to social security attributable to the company.

Non-resident companies without a PE are subject to final WHT rates applicable to each income category
foreseen in the Tax Code, which range between 1% and 20%.

The CIT rate is increased by a fire brigade surcharge (“Taxa de Incéndio”), of 2% on the tax due, leading to a
final tax rate of 22.44%. This surcharge is levied in the municipalities of Praia and Mindelo.

Companies’ fiscal year in Cape Verde is normally the same as the calendar year, i.e. the fiscal year ends on
31 December. CIT is payable as follows:

Taxable Persons Tax Payment
Resident entities whose main activity is Payments on account in January. The balance is due
commercial, industrial or agricultural and non- by the date when the tax return is filed — generally
residents companies with PE in Cape Verde 31 May (*).
Tax is payable by the end of the fifth month
Non-profitable entities following the end of the tax year — generally 31
May (*).

Tax is payable by the end of the fifth month
following the end of the tax year — generally 31
May (*).

Non-resident entities with a permanent
establishment

(*) Postponed to 31 July 2020 due to COVID-19 pandemic (only for CIT concerning 2019 fiscal year).

VALUE ADDED TAX (VAT)

Cape Verde VAT is a sales tax levied on the supply of goods and services as well as on the import of goods
into the territory. The VAT system in Cape Verde closely follows the European Union VAT system and is
assessed at the standard rate of 15%.

The standard VAT rate is a general tax on consumption, applicable to the import and sale of goods and
services on Cape Verde territory.

VAT exemptions are mainly applicable to medical services, services related to education and social support,
transactions performed by non-profit-making organisations, banking and financial transactions, insurance and
reinsurance operations, as well as the imports of certain goods considered essential.

PROPERTY TAX (IUP)

IUP (“Imposto Unico Sobre Patrimémio”) is a municipal property tax levied on the value of properties within
the territory of each municipality, calculated in accordance to the classification of each property at a rate of
1.5%. IUP is due on the ownership of immovable property on an annual basis by the owner of the real estate,
registered as such on 31 December of the relevant year. The taxable basis corresponds to 25% of the value
attributed by the Evaluation Commission.

IUP is also due on the transfer of real estate, based on the value of the contract declared by the transferee.
On taxable transfers (not exempt), IUP is payable by the transferee.

Exemption from IUP due on the acquisition is granted to:
« Cape Verdean emigrants who own saving bank accounts;
*  Projects with Tourist Utility Status.

STAMP DUTY (IS)

Stamp Duty (“Imposto do Selo”) is due on several different events, particularly on financial transactions,
capital transfers and documented legal acts. The rates are as follows:
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Item Stamp duty rate
Loans 0.50%
Bank interest 3.50%
Bank fees and commissions 3.50%
Insurance 3.50%
Guarantees 0.50%
Promissory notes, securities 0.50%
Emoluments, registration acts 15%
Contracts CVE 1,000

Stamp duty on corporate transactions was revoked as of 1 January 2018.
B. DETERMINATION OF TAXABLE INCOME (CIT)

GENERAL REGIME

Net income, or taxable income, is calculated by adjusting the accounting profits for non-taxed income,
non-deductible expenses, and prior years' losses. As a general principle, costs are only deductible when
necessarily incurred tor the purpose of producing income.

DEPRECIATION

Depreciation is considered a deductible cost with respect to all fixed assets (except land), up to the
limits determined by the applicable tax law. As general rule, depreciation must be computed by using the
straight-line method. The tax authorities may allow other depreciation methods on the basis that the actual
depreciation is higher than the one calculated at regular rates or according to the taxpayer's accounting
practice. Under the straight-line method, the maximum depreciation that is deductible is calculated by applying
the general depreciation rates set out by Decree No. 42/2015 of 24 August to the adjusted purchase cost or
production cost. Land is not depreciable.

GOODWILL
Gooduwill is subject to impairment tests. Goodwill’'s impairment is not a deductible cost for tax purposes.

START-UP EXPENSES

Expenses incurred at the occasion of a company’s incorporation are considered a deductible cost up to the
limits derived from the applicable tax law, i.e. 33.33% per year being deductible over a period of three years.

STOCKS / INVENTORY

Tax law does not foresee any mandatory inventory valuation method that should be adopted by Cape Verdean
taxpayers. For tax purposes, accepted inventory methods should be consistent with the accounting rules in
force and with generally accepted policies. Such methods should be applied in a consistent manner over the
financial years and based on the prices effectively paid or established by official documents. Inventory must
normally be valued at the effective cost of acquisition or production (historic cost). Other methods which may
be adopted include: (i) standard cost method, which must be calculated in accordance with the appropriate
technical and accounting principles; and (ii) sale price method, based on the market value less a normal
profit margin.

DOUBTFUL DEBTS

Debts are considered doubtful or bad when recovery risk is considered to be relevant. According to the
applicable law, recovery risk exists whenever there is a: (i) company insolvency and/or recovery proceeding;
(i) law court or arbitration court claimed debt; (iii) overdue debt.

The deduction for tax purposes of impairment losses on overdue debt is limited to the following percentages,
computed on the amount of the debt:
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Delay on payment Limit

More than 6 and up to 12 months 25%
More than 12 and up to 18 months 50%
More than 18 and up to 24 months 75%
More than 24 months 100%

NET OPERATING LOSSES

Operating losses incurred by resident companies may be carried forward to be set off against taxable profits
for seven years, capped at 50% of taxable profit. According to the transitional regime, tax losses generated
before 2015 can be carried forward for three years without limitation.

Tax losses incurred by a company are not transferable to another company unless previously accepted by
the tax authorities.

FOREIGN SOURCED INCOME
Resident companies are taxed on their worldwide income.

C. WITHHOLDING TAX

Payments between resident companies are generally not subject to withholding tax (WHT). However,
withholding tax is applicable in the following cases:

Type of income Tax rate

Income capital application:

- Bank deposits interest, with the exception of emigrant deposits 20%
- Dividends and other income derived from capital investment including o
) ) ; . : s 10%
shares in profits of companies, profits and capital gains anticipation
Royalties 20%
Revenue from games gains, lotteries and betting 15%
Services paid to non-resident entities 15%

WHT on dividends may be waived if participation exemption conditions are met, i.e.:

< Direct or indirect participation in share capital of at least 10%;

« Participation is held for more than one year prior to the date at which profits are made available;
* None of the entities benefit from a favourable tax regime as defined in the applicable Law.

For Cape Verde resident entities, WHT is a payment on account against the final income tax due when the
beneficiary of such income files the tax return form. Any non-resident company carrying out an economic
activity in Cape Verde is subject to final WHT computed in accordance with the rates applicable to each
income category foreseen in the Tax Code.

D. PERSONAL INCOME TAX

Personal Income Tax (PIT) will be due by tax resident individuals on a worldwide basis, also by those not
residing in Cape Verde, but obtaining income within the territory. PIT is applicable to income for the following
categories: property income, commercial and industrial income, including capital gains and the provision
of services, income from agriculture, livestock and fishing, capital income and other income, such as from
gambling, lotteries and betting, and finally, income from work, dependent and independent, including pensions
and annuities or temporary. Taxable income results from the aggregation of the various categories of income,
although exempt, earned each year, after the deductions and rebates defined in PIT Code.

Individuals can be taxed under two different tax methods: (i) declarative (self-assessment method), or (ii) final
withholding method.
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Under the declarative method, individuals are taxed according to their annual income statement. This method
is mandatory for taxpayers included in Category B (business and professional income) with organised
accounting, and individuals taxed under Category C (rental income). This method is also applicable to
dependent workers (Category A) who opt to file the tax return, to income obtained abroad by resident
taxpayers, and to income obtained in Cape Verde by non-resident taxpayers that could not be taxed at flat
rates. Total income will be subject to taxation at rates ranging between 16.5% and 27.5%.

The final withholding method is applied to taxpayers who are not obligated to submit their annual income
statement in the following cases: Categories A, D, E, and under the Special Regime for Small and Micro-Sized
Companies (SRSMC).

There are specific deductions for each category of income, using as criteria the costs or charges necessary
to obtain them. Thus, expenditure on health and education, pensions, housing rents, housing debt interest,
construction and improvement of real estate, amounts paid for health or personal accident insurance, as
well as some life insurance, and amounts invested annually in government bonds and contributions to social
security or single social tax for the taxable person or their dependents may be deducted from taxable income.
Donations to certain entities can also be deducted from total income.

Employment and pension income

Employment and pension income is generally subject to monthly WHT. As a rule, the monthly WHT is levied
as a final tax, unless the taxpayer chooses to file a tax return in which case the withheld tax acts as an
advance payment.

Taxable income WHT rate (%)
From To
0 80,000 15%
80,000 150,000 21%
150,000 - 25%

Employees are subject to social security contributions of 8% on their monthly gross income. Social security
contribution due by the employer is 15%. Self-employed individuals are subject to monthly social security
contributions calculated in accordance with a rate ranging between 11% an 19.5%. The payment of
contributions shall take place by the 15th of the subsequent month to which they are related.

Non-habitual tax Residents

A regime has been introduced for non-habitual resident taxpayers, according to which non-habitual residents
who obtain income from activities considered to be of ‘high added value with a scientific, artistic or technical
character’, to be defined by the Government, will be subject to tax at a special rate of 10%. In addition, the
regime establishes a tax exemption for foreign source income, subject to certain conditions. This regime shall
apply for a period of 10 consecutive years.

Non-habitual resident status is acquired upon registration with the Tax Authorities until March 31 of the year
following that in which one becomes tax resident in Cape Verde.

Rental income

Rental income is subject to WHT at the rate of 20% as an advance payment to the final annual income tax
liability. To calculate the net income, taxpayers may deduct maintenance and repair expenses of up to 30%
of gross rental income.

Investment income

In general, investment income is subject to a flat rate of 20%. However, some exceptions apply: (i) dividends
are subject to a flat rate of 10%; (ii) interest on bonds is subject to a flat rate of 10%; (iii) a special tax regime
foreseen in the Tax Benefits Code provides for a tax exemption for interest on long-term deposits received by
Cape Verdean emigrants; (iv) income derived from bonds or similar products (except debt securities listed on
the securities market) obtained until 31 December 2017 benefits from a 5% flat rate; dividends from shares
listed on the stock exchange and placed at the disposal of their holders until 31 December 2017, are exempt
from PIT.
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Capital gains

Capital gains earned by individual taxpayers are subject to a flat rate of 1% in the case of gains on the
disposal of real estate property, intellectual property, or shareholdings. A flat rate of 20% applies in the case
of gains on gambling, lotteries, betting, prizes awarded in sweepstakes, or contests.

Capital gains and losses derived from transactions related to shares and other securities are subject to WHT.
In determining the tax base, the gains must be subject to aggregation and are taken into account at 50% of
their value.

E. TREATY AND NON-TREATY WITHHOLDING TAX RATES

Foreign tax relief

A resident employee, entrepreneur, or professional may deduct the lower of the following amounts in order to
mitigate the double taxation on foreign income taxed in another jurisdiction:

* Income tax paid abroad; or
*  PIT fraction calculated before deductions due on the income taxed in the source state.

Double tax treaties

Cape Verde has signed double tax treaties with Portugal and Macau. In addition, negotiations are ongoing to
conclude a double tax treaty with Guinea-Bissau, Senegal, and Spain.

Dividends Interest Royalties
(%) (%) (%)
Non-treaty countries 10 10/202 208
Treaty countries:
Portugal 10 0/10? 10
Macau 10 10 10
Notes:

1. The 0% rate applies, among others, to interest paid by public bodies.

2. As from 1 January 2015, interest paid to non-residents is subject to a final withholding tax of 20%, except
interest on bonds, government bonds and similar public securities derived from public debt, financial investment
instruments such as promissory notes and bills of exchange, which are subject to a final withholding tax of 10%.

3. Royalties (representing know-how, technical assistance and leasing of equipment) paid to non-resident
companies are subject to a final withholding tax of 20%.

CHILE
MEMBER FIRM
City Name Contact Information
Santiago Antonio Melys +56 22650 4332
amelys@pkfchile.cl
BASIC FACTS
Full name: Republic of Chile
Capital: Santiago
Main languages: Spanish

Population: 19.09 million (2020 estimate)
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Monetary unit: Chilean Peso (CLP)
Internet domain: cl
Int. dialling code: +56

KEY TAX POINTS

A.

The Chilean income tax system applies to all individuals and entities domiciled or resident in Chile in
respect of their worldwide income. Non-residents are subject to tax on Chilean-sourced income.

Two categories of income tax apply in relation to different types of income (activities). The rules for
calculating tax under each category are different.

In general, profits from commercial activities (including relevant capital gains) are taxed at 25 % under
'First Category tax'.

Notwithstanding the foregoing, since 1 January 2017 two tax systems co-exist affecting profits made by
enterprises that determine the income tax taking into account the results of financial statements based on
full accounting records. These systems have a maximum tax burden of 35% (Attributed income system)
and 44,45% (Partially integrated system), taking into account both the tax of the company (First Category
tax) and the owners (Additional tax or Global Complementary tax). Under the Partially integrated system
the higher burden results from the owners having to refund 35% of corporate tax (First Category Tax)
on the same taxable profit distributed or withdrawn. There are exceptions that make the tax burden
similar in both systems. In fact, the restriction in the use of corporate tax as a credit will not be applicable
to investors domiciled or resident in countries that have a double tax treaty with Chile, in which the
application of the Additional Tax on the income distributed or withdrawn has been agreed upon provided
that the First Category Tax is deductible of said tax, or another clause is contemplated producing the
same effect. This beneficial rule is also applicable when a double tax treaty with Chile has been signed
before 1 January 2020 although it is not in force yet. This last rule will stay applicable up to 2026, the year
when it is expected those conventions will be in force.

Gross taxable income arising from wages, salaries, overtime payments, bonuses, fees, gratuities, profit
sharing and any other form of remuneration is taxed under the Second Category which is a progressive
tax, the highest rate of which is 40% from 2020 onwards.

Profits remitted or withdrawn from Chile (such as by way of payment of dividends to non-residents in
enterprises subject to the Partially Integrated System) are subject to a 35% 'Additional Tax', although
relief is given for any First Category tax paid on the relevant profits. Some of the taxpayers domiciled or
resident abroad may have to refund the 35% of the tax credit, which means that in practice they could
only use the 65% of the First Category tax as a tax credit. This restriction is applicable only to taxable
income generated since 1 January 2017.

Transfers and other operations regarded as sales, as well as services other than those rendered by
employees and consultants, are subject to 19% Value Added Tax (VAT). Exports of all products and
services qualified as exports by the Customs Service are exempt for VAT purposes. VAT paid on imports
and on local sales and services may be deducted from VAT surcharged on sales or services rendered.

There are various other types of payments to non-residents which are subject to withholding tax. Chile
has signed double tax treaties with a number of countries under which the withholding tax rate may be
reduced or the tax may not be applicable.

Credits are available for overseas taxes paid on foreign-sourced income. Where the income consists of
dividends or overseas profits, the credit is capped at a maximum of 35% of the gross dividends or profits.
Although individuals resident in Chile generally pay income tax on their worldwide income, foreigners
who establish their domicile or residence in Chile pay income tax only on their Chilean-sourced income
for the first three years of residence.

TAXES PAYABLE

COMPANY TAX
The income tax legislation provides for a scheduler system divided as follows:

FIRST CATEGORY TAX
First Category tax is due on income derived from commercial, industrial and agricultural activities, mining,
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fishing and other extractive activities, investment, and real estate. All income not specifically taxed under
another category and not tax exempt is included. Capital gains are included in gross income subject to First
Category tax with certain exceptions which include:

(a) Gains from the sale of publicly traded Chilean corporations’ stock acquired and sold under certain
conditions such as to be carried out on the Stock Exchange, which are tax exempt.

(b) Sale of mining rights up to the amount represented by the variation in the cost of living index between
the date of purchase and that of sale, carried out by taxpayers not subject to the First Category tax on
effective income.

(c) Sale of real estate other than that included in the assets of a taxpayer subject to the First Category tax
on effective income. The maximum cumulative income not taxable under this rule amounts to 8,000 UF
(USD 274.000), regardless of the number of operations made by the taxpayer.

FIRST CATEGORY INCOME TAX SYSTEMS

The structure of income taxes is the same for taxpayers that obtain income other than those generated by
employees and professionals. However, enterprises determining the First Category income tax taking into
account the results of financial statements based on full accounting records could be subject to one of the
two following income tax systems in force since 2017:

a) Attributed income system. The corporate First Category income tax rate is 25% and it is fully credited
against the income tax affecting stockholders, partners and individual entrepreneurs subject to personal
income tax on such profits (Global Complementary Tax or Additional Tax, as the case may be). All of
them must include such profits in their own income tax return, regardless of whether they have been
distributed by the company. The tax burden on profits affecting investors without a domicile or residence
in Chile under this system is 35% (Additional Tax). Income tax rates applicable to national investors
range from 0% to 35% (Global Complementary Tax). This system has been repealed by Law 21.210
published in the Official Gazette on 24 February 2020 and will not be applicable to income produced from
2020 onwards. Instead a new system came into force applicable only to micro, small and medium-sized
enterprises (Pymes) which must meet certain conditions and income not exceeding 75.000 UF in average
over the last three years (approximately USD 2,570,000). Broadly speaking, the Pro Pyme tax regime is
based on the difference between the proceeds, i.e. income effectively received by the taxpayers, and the
disbursements made in the same period, regardless of whether the payments correspond to purchases
of fixed assets or inventories. The income tax rate is 25%. The taxpayers can opt to become subject
to the partially integrated system (see hereafter) within the first quarter of the year. The entrepreneurs,
partners or shareholders will be taxed on withdrawals, remittances or distributions of profits and the 25%
First Category tax can be fully used as a tax credit against their personal income tax.

b) Partially integrated system. The corporate First Category income tax rate is 27% from 2018 onwards.
According to Law 21.210 of 2020, this is henceforth the standard applicable regime. Shareholders,
partners and individual entrepreneurs must include in their own income tax return only the profits
distributed by or withdrawn from the company but in practice they can only use 65% of the corporate tax
as a tax credit, since they have to refund 35% of the First Category corporate tax. Consequently, the
maximum tax burden on profits affecting investors under this system is 44.45%. That restriction in the use
of corporate tax as a credit is not applicable to investors domiciled or resident in those countries that have
a double tax treaty with Chile, in which the application of the Additional Tax on the income distributed or
withdrawn has been agreed upon provided that the First Category Tax is deductible of said tax, or another
clause producing the same effect is contemplated. The same tax benefit is also granted when the double
tax treaties have not yet entered into force yet but have been signed by Chile before 1 January 2017,
but that rule will only stay applicable until 31 December 2026. Corporations and limited partnerships with
share capital must be taxed under this system.

SECOND CATEGORY TAX

Second Category gross taxable income refers to the one arising from wages, salaries, overtime payments,
bonuses, fees, gratuities, profit sharing and any other form of remuneration. It is a progressive tax, the highest
of which is 40%, applicable on a monthly basis to the excess of 310 monthly tax units (USD 10,600).

COMPLEMENTARY TAX (IMPUESTO GLOBAL COMPLEMENTARIO)

This is a progressive tax assessed on a resident individual or domiciled in Chile with respect to income
received or withdrawn in the preceding year. Its highest rate is 40%, applicable to the excess of 310 yearly
tax units (USD 127,200).
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ADDITIONAL TAX (IMPUESTO ADICIONAL)

This tax affects, among others, the Chilean-sourced income withdrawn or remitted abroad to non-residents or
non-domiciled individuals and of companies or juridical entities organised abroad with or without a permanent
establishment in Chile in the form of branches, offices, agents or representatives. This tax also affects foreign
payments such as royalties, technical assistance and others at varying rates.

SPECIAL TAX OF ARTICLE 21° OF THE INCOME TAX LAW

This tax affects almost all entities regardless of the legal structure they have (individuals, corporations,
permanent establishments of non-resident entities, etc.). It is applied at a 40% rate on all amounts that are
disallowed as an expense, when they represent disallowed actual disbursements or withdrawals of assets,
regardless of the way in which they may have been accounted for. Under certain circumstances this kind of
disallowed expense must be included in the income tax return of the correspondent shareholder, partner or
individual owner which has to pay a 10% additional surcharge on such amounts.

SPECIFIC TAX IN OPERATIONAL MINING INCOME

Since 2006, there is a specific tax on the operational income of the mining activity obtained by a mining
operator. This progressive tax rate currently ranges from 0.5%, if annual turnover is equal to or exceeds
12,000 metric tons of fine copper, to 4.5% if annual turnover is between 40,000 metric tons and 50,000 metric
tons. If turnover exceeds 50,000 metric tons, the tax is applied on the mining operational margin and the
progressive tax rate ranges from 5% on the operational margin not exceeding 35,000 metric tons to 14% if the
operational margin exceeds 85,000 metric tons. The operational taxable income on which this tax is applied
is determined in a specific way. Certain expenses such as losses from past periods, accelerated depreciation
of fixed assets, etc. are not allowed for this purpose. The mining operational margin is determined as a ratio
of the operational taxable income to the mining operational turnover.

CLASSES OF TAXPAYERS

Any person or entity domiciled or resident in Chile must pay tax on income, whatever its origin, whether
its source is located in Chile or abroad. Non-residents are subject to tax on income, the source of which is
located within Chile. An individual is considered resident for tax purposes when remaining in Chile for more
than six consecutive months in the calendar year or for more than a total of six months within two consecutive
calendar years. Foreigners working in Chile are subject to tax only on their Chilean-sourced income during
the first three years of domicile or residence period which may be extended. After this period, they become
subject to tax on their worldwide income.

Thus, the income tax system covers individuals and legal persons, resident or non-resident, foreign or
national, whose income source is located in Chile and also, in the case of a resident's income, foreign-sourced
income. For example, partnerships are subject to a 25% or 27% First Category tax on their profits, depending
on the tax system which they are subject to. Under the Partially integrated system the income tax of partners
is payable or included in the personal income tax return when distributed or remitted abroad. The credit is 27%
First Category tax but 35% of it must be refunded, except in some cases such as that of taxpayers of countries
that have a double tax treaty with Chile (see paragraph First Category Income Tax Systems).

VALUE ADDED TAX (VAT)

Transfers and other operations regarded as sales, as well as services other than those rendered by
employees and consultants, are subject to 19% VAT. In addition, certain items are subject to sales tax. For
imports, the taxable basis is the customs value or CIF value, including customs duties. Certain capital goods
forming part of foreign investments of at least USD 5 million may be exempt from VAT, for which the investor
must submit an application to the Ministry of Finance.

The tax applies to the sale of all movable and immovable physical assets (except land) sold by a person
who is a customary seller. The tax basis is the sales price, including monetary correction, interests, finance
charges and penalty interests. The tax itself is excluded from the basis. Exports of all products are exempt for
VAT purposes. VAT paid on imports and on local sales and services may be deducted from VAT surcharged
on sales or services rendered. VAT paid on importation and on acquisition or services received, when
accessory to operations exempt from VAT (unless they are exports) or not related directly to the activities of
the seller, is not recoverable.

Some products like alcoholic and non-alcoholic beverages, jewels, furs, articles made of gold, silver or ivory
are subject to a sale surtax at different rates.
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LOCAL TAXES

No local income taxes are payable in addition to central government taxes. However, Chile imposes taxes
on real estate and a stamp tax on documents that contain loans and credit operations (bill of exchange,
promissory notes, etc.). Enterprises have to pay an annual municipal licence, calculated on the taxpayer's
equity at a minimum rate of 0.25% and a maximum of 0.5%, set by each municipality. The total amount cannot
exceed 8,000 monthly tax units (approximately USD 578,000), which is allocated among the municipalities in
which the taxpayer has an office, factory or other establishment.

B. DETERMINATION OF TAXABLE INCOME

Gross income is arrived at by deducting from gross receipts the direct cost of goods and services required
to produce such receipts. The direct cost of locally acquired goods will be the purchase price, to which the
cost of freight and insurance to deliver to the taxpayers' premises may be added. For imported goods, it
will include CIF value, duties and customs charges as well as local freight and insurance costs as above.
For manufactured or processed goods, direct cost will include raw material, costs in the manner described,
and labour charges. Business income is determined on the accrual basis, whereas the dividend income
on corporate shares is assessed on a cash basis. In the case of long-term projects, the tax authorities are
empowered to issue rulings regarding the determination of income for tax purposes.

Business expenses are deductible from gross income provided that they have not already been deducted in
arriving at such gross income and that the expenses are required for the income to be obtained. Expenses
incurred in the acquisition, maintenance or exploitation of assets not used in the regular course of business
are not deductible. The accounting period in Chile coincides with the calendar year.

CFC (Controlled Foreign Company) Rules

Certain foreign income is taxable in Chile not only when it is received but also accrued. In fact, profit consisting
of passive income (interests, dividends, etc.) received or accrued by foreign entities controlled by Chilean
taxpayers or patrimonies, must be considered as received or accrued by these Chilean taxpayers. The
taxable profit of the foreign entity is determined by applying the Chilean tax regulations.

DEPRECIATION

Depreciation on fixed assets, except for land, is tax deductible under the straight-line method based on their
useful lives in accordance with the guidelines of the Chilean Internal Revenue Service (IRS), computed on the
restated value of the assets. A shorter lifespan is stated in the Income Tax Law as an option for depreciation,
applicable to fixed assets purchased since 2003. The option means an accelerated depreciation for new
assets when acquired locally, or new or used assets when imported, with useful lives of over five years.
For this purpose, the assets will be assigned useful lives equivalent to one-third of the normal, eliminating
fractions of months.

There is an alternative according to the amount of turnover of the taxpayers (100,000 UF; approximately USD
3,400,000 in average over the last three years), which allows them to accelerate the depreciation to 1/10th of
the normal lifespan of the fixed assets. The lifetime thus obtained cannot be less than one year. Taxpayers
may discontinue the use of the accelerated method at any time but may not return again to the accelerated
method. The difference between accelerated and straight-line method will not reduce the taxable profit that
can be withdrawn by partners or distributed to shareholders.

No allowance is made for amortisation of intangible assets such as, patents, trademarks, etc. Goodwill in
mergers and acquisitions that cannot be allocated to non-monetary assets, is considered as an expense only
at the winding up of the enterprise. Depletion of ore in mining properties is not tax deductible.

STOCK / INVENTORY

The cost of goods sold or production materials and supplies consumed is based on the first-in, first-out (FIFO)
basis, although the ‘average’ method may be elected. The method adopted determines the basis for the
valuation of the closing inventory. The valuation so determined is, however, adjusted in the manner stipulated
for the annual monetary correction procedures.

DIVIDENDS

Dividends received from Chilean corporations are exempt from First Category tax. There is no distinction in
Chile between dividends and inter-company dividends. A dividend in kind as such does not exist. Dividends
are necessarily expressed in cash, notwithstanding the fact that the company may distribute certain assets
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corresponding in value to the dividend amount. Stock dividends in the form of bonus shares or increases in
the par value of existing shares are not considered income for tax purposes.

INTEREST DEDUCTIONS

Generally, interest accrued or paid in the financial year is a deductible expense, provided that it has been
incurred in connection with loans related to the business. Regarding the interest and other amounts, when
originating in acts or contracts concluded with related parties abroad, the expense will only be deductible in
the year such amounts are paid, credited to account or placed at the disposal of the beneficiary. It is also
required that the correspondent Additional tax is paid unless such amounts are tax exempt.

LOSSES

Losses incurred in the fiscal year are deductible. Furthermore, there is no limit on carry forward of losses.
There are no loss carry-back provisions, nor is it available to group profitable and unprofitable affiliates for tax
purposes. However, dividends received or income withdrawn from third companies can be offset against losses
for tax purposes. This leads to a refund of the First Category tax that affected the dividends or the income
withdrawn. This tax benefit will be reduced yearly and it will no longer be applicable from 2024 onwards.

FOREIGN SOURCE INCOME

Non-domiciled or non-resident corporations are only subject to income taxes on their Chilean-sourced
income. If the domestic corporation receives amounts in excess of the book value of an investment when a
foreign subsidiary is liquidated, these are considered as income subject to regular taxes. From 2012 onwards,
the income received or accrued from derivatives such as forwards, futures, swaps and options, by persons or
entities without domicile or residence in the country, will not be subject to income tax, except for those arising
from derivatives that are settled by physical delivery of shares or rights in companies incorporated in Chile.

INCENTIVES

Foreigners may remit their earnings or be paid abroad. Remittances have to be reported to the Central Bank
of Chile. Non-domiciled or non-resident individuals in Chile are subject to an Additional income tax, at a rate
of 35%. However, if the foreign activities’ nature is scientific, cultural or sports, the tax rate is only 20% as a
sole tax provided the period of service is less than six months. This tax is also applicable to engineering or
technical jobs and professional or technical services rendered, in Chile or abroad, by individuals or juridical
entities at a 15% rate. This rate will be 20% in the cases pointed out in the summary showed below.

ROYALTIES

Royalties are deductible expenses:

(a) Provided they are necessary to produce income;

(b) Provided the rate is that normally paid in similar circumstances with respect to their nature;

(c) As a result of the relationship existing between the parties. In this case, the royalty is deductible when it
is paid, credited to account or placed at the disposal of the beneficiary, and Additional income tax is paid
unless the royalty is tax exempt.

Deduction of outbound royalties is limited to 4% of receipts from sales and services effected in the tax year.
The 4% limit is not applied if in the tax year there is no capital, control or administration relationship, whether
direct or indirect, between the taxpayer and the recipient of the royalties. Likewise, the 4% limit is not applied
if the royalties are taxed in the recipient's country at a rate of at least 30%. In calculating the 4% limit, it is
necessary to first compute the royalties not subject to the limit and then the royalties subject to the limit. Also
the effect of double tax treaties entered into by Chile need to be considered.

C. FOREIGN TAX RELIEF

«  Foreign tax credits are allowed in Chile. A resident taxpayer who is taxed in Chile on dividends or profits
received from enterprises set up abroad which have already been taxed in the source country may be
entitled to have the foreign tax levied on that income credited against his tax liability, with a cap equivalent
to 35% of the gross dividends or profits. This credit must be computed into the tax basis. Foreign taxes
paid in excess of the cap, which cannot be used as a tax credit, are allowed as a deduction from taxable
income. The foreign tax is credited against First Category tax at the corresponding tax rate and the
balance against the Additional or Complementary taxes.
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Foreign tax on income from agencies or permanent establishments that Chilean enterprises have set
up abroad, or other income such as the one derived from trademarks, patents and technical assistance,
will only be able to be credited against First Category tax up to the corresponding tax rate on the foreign
income. In these last cases, the excess credit can be used in subsequent tax years.

* Law 19.840, published in the Official Gazette on 23 November 2002, allows foreign investors to establish
Chile as a base for their investments into third countries. That law states special regulations (Article 41
D) to publicly traded corporations and closely held corporations ruled by the regulations of the former,
constituted in Chile and in accordance with Chilean laws, incorporated with foreign capital permanently
owned by partners or shareholders not domiciled nor resident in Chile, nor in countries or territories
that are considered tax haven jurisdictions, or harmful preferential tax regimes. The same tax treatment
will be applicable to non-domiciled or non-resident shareholders of said companies for remittances and
distribution of profits or dividends obtained from them and from partial or total repatriations of capital,
as well as for the capital gains obtained from the disposal of shares in companies governed by the
abovementioned Article 41 D.

According to that article, such companies are not considered as domiciled in Chile for the purposes of the
Chilean Income Tax Law and, therefore, they will only pay taxes in the country on their Chilean-sourced
income. The line of business of the aforementioned companies must be the investment in Chile and abroad
and the capital contributed by the foreign investor must have a foreign source. The regulations related to
the bank secrecy will not be applied to them. This rule has been cancelled with effect from 1 January 2022.
However, as of 23 November 2017 new companies cannot join this regime.

« Expenses incurred in approved training plans for personnel, up to 1% of the yearly payroll, are allowed
as a credit against the First Category income tax.

* Immovable property tax will be creditable against the First Category tax only if paid by the owner or
usufructuary of agricultural land or they have given the property on lease, usufruct or other forms of
temporary assignment. Construction companies and real estate companies may credit property tax paid
on immovable property built to be sold.

D. CORPORATE GROUPS

For tax purposes, consolidation of affiliated companies is not allowed. Losses can only be offset against
profits of the same company or against dividends or taxable profits withdrawn from third companies.

E. RELATED PARTY TRANSACTIONS

Charges from foreign affiliates or head offices are only allowable for specific items related to the local
company or branch. A pro-rata allocation of the foreign entity's expenses is not generally acceptable for tax
purposes (see under ‘Royalties’ above).

F. PROFIT REMITTANCES, WITHDRAWALS OR DISTRIBUTIONS

Broadly speaking, profit remitted, withdrawn or distributed to investors not domiciled or resident in Chile that
is taxed with the Additional Tax, is subject to a withholding tax. Regarding taxpayers subject to the Partially
Integrated System, profit remittances and dividends paid to the shareholders not domiciled or resident in
Chile are subject to Additional Tax on distribution at a rate of 35%, which has to be withheld. However, if the
taxpayer has an accumulated credit originated in amounts subject to the First Category tax, a credit is given
against the withholding tax, considering the First Category tax rate at the beginning of the year. It must be kept
in mind that in such case 35% of the credit has to be returned by increasing the amount of the withholding,
unless the taxable profit remitted has been generated before 2017, subject to the old tax regime. Anyway,
such restriction is not applicable to investors domiciled or resident in those countries that have a double tax
treaty with Chile (see paragraph “First Category Income Tax Systems” letter b). The same tax procedure is
applicable to remittances of profit to partners or profit withdrawn by individuals not domiciled or resident in
Chile.

G. THE 42% ALTERNATIVE

Foreign investors that have a Decree Law 600 contract entered into with the State of Chile and have opted for
the 42% rate are subject to the First Category tax (payable by the branch or subsidiary) at the corresponding
rate and an Additional tax at a rate that completes the 42%, on the same tax base. Thus, the total theoretical
tax burden is 42% on pre-tax income instead of the 35% currently paid under normal taxation. The investor
who has opted for the 42% invariable rate can elect at any time to be taxed at the normal rates. This election
is irrevocable. Decree Law 600 has been abrogated with effect from the beginning of 2016, and has been
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replaced with a new regulation that does not consider any income tax rules. However, foreign investors are
allowed in the next four years following the date the law is in force, to apply for investment contracts with the
State of Chile subject to Decree Law 600. Anyhow, the invariable income tax rate will be 44.45%.

H. PAYMENTS ABROAD
Other payments to a non-resident not domiciled in Chile are subject to an Additional withholding tax as follows:

Type of Payment Rate
Royalties 30%
Ro;_/al_ties paid abroad for patents of invention, industrial designs, new vegetal 159!
varieties, software and other specific cases

Engineering and technical jobs 15%?2
Professional and technical services 15%?2
Other services paid abroad 35%
Interest to foreign entities 35%
Interest to foreign banks 4%

Interest to foreign related banks, on the part of the loans that exceeds three 35%

times the equity (sole tax on excess indebtedness) °
Marine freight (exemptions on the basis of reciprocity) 5%

Insurance premiums to foreign insurers 22%
Reinsurance premiums to foreign insurers 2%

Individuals who carry out scientific, cultural or sports activities in Chile 20%

Notes:

1. The rate is 30% when the creditor or beneficiary of the remuneration is incorporated, domiciled or a resident in
a country considered as a preferential tax regime according to the rules stated in article 41 H of the Income Tax
Law.

2. The rate is 20% in the same situation as described in note 1 above.

I. PERSONAL TAX

All individuals, domiciled or resident in Chile are subject to income tax whatever the source of the income.
Non-domiciled or non-resident individuals in Chile are subject to tax on their Chilean-sourced income. For
tax purposes, a person is deemed to be non-resident when staying in Chile less than six months in two
consecutive tax years. During the first three years of residence in the country, foreigners who establish
domicile or residence in Chile pay income taxes only on their Chilean-sourced income. This term may be
extended by the tax authorities for an additional three years after which they are taxed on their worldwide
income. All remuneration for personal services as well as income derived from other services is included
in gross income. All forms of remuneration are included in taxable salary. The only deduction is for social
security contributions.

Items like reimbursement of travel expenses, housing provided for the sole interest of the employer, moving
expenses, and reasonable relocation allowances are considered non-taxable income and are excluded from
the tax calculation. Items like cost of living allowance, area allowance, car allowance, vacation travel, and
utilities are taxable.

Capital gains of individuals are treated mostly as any normal income, subject to First Category tax and
Complementary Tax. However, certain capital gains have special treatments as in the case of shares and
immovables.

Necessary business expenses incurred on behalf of others are reimbursable and exempt from taxes, provided
that they are duly proved. Professionals can deduct their effective expenses or standard deduction. The only
deductible non-business expenses are social security contributions, on a voluntary basis where maximum
amounts are determined in the same way as it is applicable to employees. (Employees must pay a variable
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percentage for pension plans of around 12% and 7% for health insurance, applicable on a maximum of up
to 80.2 UF (USD 2,750), adjustable yearly. On a voluntary basis, employees are allowed to make additional
contributions to the pension fund of up to 50 UF (USD 1,700), also deductible from salaries for tax purposes.
Tax computation for individuals varies depending on the type of income.

Basically, the following categories exist:

(1) Professionals — working as independent consultants must compute all their yearly income less the
expenses necessary to produce such income or presumed expenses of up to 30% of the annual gross
income with a top limit equivalent to 15 yearly tax units (USD 10,840). They can also deduct the social
security contributions with equal caps applicable to employees.

(2) Employees — taxable income is the salary minus social security contributions either mandatory or
voluntary (see paragraph above). No other deductions from taxable income are allowed. The tax
applicable is the Sole Second Category income tax, mandatorily withheld by the employer on a monthly
basis.

(3) Combined income — income received by individuals such as dividends, profits in partnerships or derived
from personal business is subject to complementary tax. In the case of dividends and profits distributed by
a First Category taxpayer, the individual has a credit originated in the payment of the First Category tax,
whether the 35% tax credit should be returned or not. In the case of employment income, the individual
has a credit for the payment of the Sole Second Category income tax.

(4) Professionals and employees domiciled or resident in Chile subject to Sole Second Category tax or
Complementary Tax have a credit equivalent to foreign tax levied on their income they have made from
countries that have a double tax treaty with Chile as professionals or employees. There is a cap of 35%
on the gross foreign income.

EMPLOYEE REMUNERATION

A deduction is allowed for wages, salaries and remuneration paid for personal services, including bonuses
paid in accordance with the law or a contract. Voluntary participations and profit sharing granted to employees
and workers are deductible, provided they are distributed in proportion to wages, salaries, seniority, number
of dependants, or other general rules applicable to all employees or workers of the enterprise.

A deduction is also allowed for that part of remuneration on which social security contributions have been
paid for actual and permanent work to owners of sole proprietorships, partners of companies or persons
and managing partners of partnerships limited by shares. Such remuneration is subject to withholding. With
respect to other remuneration paid to persons who, due to their controlling position in the enterprise, are able
to influence the fixing of their remuneration, the deduction is limited to that part which, in the opinion of the
tax administration, is proportionate to the importance of the enterprise, its reported income, services rendered
by the recipient and capital profitability.

A deduction is allowed for remuneration paid for services rendered abroad, provided that it is substantiated by
reliable documents and provided that, in the opinion of the tax administration, the remuneration is necessary
or convenient for the production of income in Chile. In practice, taxpayers tend to limit these expenses
because of the tax cost involved.

J. TREATY AND NON-TREATY WITHHOLDING TAX RATES

Chile has signed a number of double tax treaties referenced to in the table below. Chile has also signed
treaties with the United States of America and the United Arab Emirates although they are not yet effective
at the time of publication.

Dividends
Interest Royalties
Individuals, Qualifying (%) (%)
companies (%) companies’ (%)
. 35%
Non-treaty countries . . 0/4/35 0/15/30
(Chilean sourced income)

Treaty countries:
Argentina 15 10 4/1228 3/10/1519
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Australia 15 52 5/107 5/10%3
Austria 15 15 58/1531 518/10
Belgium 15 03 5/1540 5/1033
Brazil 15 10 15 15%0
Canada 15 54 10/15° 10/1520
China 10 10 432/10 2/1033
Colombia 7 0 5/1510 1029
Croatia 15 55 5/1510 5/1033
Czech Republic 15 15 511/1531 518/10
Denmark 15 5 511/1531 518/10
Ecuador 15 5 58/1531 1022
France 15 15 4/5/1035. 12 23910
Ireland 15 55 58/1531 58/10
Italy 10 5 4/5/10%1 2/5/1023
Japan 0/15 0/58 4/10/15% 2/1033
Korea (Rep.) 10 5 51171531 521/1521
Malaysia 15 55 15 10
Mexico 10 55 5/10/155 1024
New Zealand 15 15 10/1510 5/10%5
Norway 15 5 5/1536 5/10/15%4
Paraguay 10 10 10/1510 15
Peru 15 10 15 10/152%6
Poland 15 55 516/1531 518/10
Portugal 15 10 5/10/1517 5/1033
Russia 10 5 15 5/1033
South Africa 15 5 5/158%5 10/15%3
Spain 10 55 58/1531 518/10
Sweden 10 55 4/5/1510. 12 239/10
Switzerland 15 15 5/15% 5/10%3
Thailand 10 10 10/1510 10/1527
United Kingdom 15 55 58/1531 58/10
Uruguay 15 537 4/1538 10
Notes:

1.

2.
3.
4

o o

1

Applies to a participation of at least 10% of capital.

Applies to a participation of at least 10% of voting power.

The rate applies to a participation of at least 25% of capital or voting power, unless stated otherwise.

Treaty rate is 10%, which is reduced to 5% with respect to a participation of at least 25% of voting power (by

virtue of a most favoured nation clause under the Chile-Mexico treaty; Circular 62, 2005 Chilean IRS).

87

Applies to a participation of at least 20% of capital or voting power.

5% if the beneficial owner is a company that has owned directly, for the period of six months ending on the date
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10.

1.

12.

13.

14.

15.

16.

17.

18.

on which entitlement to the dividends is determined, at least 25% of the voting power in the company paying the
dividends and 0% if the beneficial owner of the dividends is a pension fund, provided that such dividends are not
derived from the carrying on of a business by such pension fund or through an associated enterprise.

The lower rate applies to interest derived by financial institutions. The rate of 15% stated in the treaty was
reduced to 10% since 1 January 2019 by virtue of a most favoured nation clause under the Chile-Japan treaty
(Circular 27, 2019 Chilean IRS).

5% rate applies to interest derived from bonds or securities that are regularly and substantially traded on a
regulated securities market. 4% rate applies to interest derived from loans granted by banks and insurance
companies and a sale on credit paid by the purchaser of machinery or equipment to a beneficial owner that is the
seller of the machinery or equipment. However if the interests derived from an agreement that implies a back to
back credit or similar, the rates will be 5% or 10% as the case may be (by virtue of most favoured nation clauses
in the Chile-Japan treaty; Circulars 22 and 50, 2018 Chilean IRS).

Treaty rate is 15%, which is reduced to 10% with respect to interest derived from loans granted by banks and
insurance companies, bonds or securities that are regularly and substantially traded on a regulated securities
market and a sale on credit paid by the purchaser of machinery or equipment to a beneficial owner that is the
seller of the machinery or equipment (by virtue of a most favoured nation clause under the Chile-Spain treaty;
Circular 8 2005 Chilean IRS).

4% applies to interest derived from loans granted by banks and insurance companies, and a sale on credit paid
by the purchaser of machinery or equipment to a beneficial owner that is the seller of the machinery or equipment
and other cases. 5% applies on interest derived from bonds or securities that are regularly and substantially
traded on a regulated securities market. Interests from back to back credits are subject to 5% or 10% depending
on the case. All these percentages are applicable since 1 January 2017, by virtue of a most favoured nation
clause under the Chile-Japan treaty; Circular 27, 2019 Chilean IRS).

5% rate applies to interest derived from bonds or securities that are regularly and substantially traded on a
regulated securities market. 4% rate applies to interest derived from loans granted by banks and insurance
companies and a sale on credit paid by the purchaser of machinery or equipment to a beneficial owner that is the
seller of the machinery or equipment. However if the interests derived from an agreement that implies a back to
back credit or similar, the rates will be 5% or 10% as the case may be (by virtue of most favoured nation clauses
Chile-Japan treaty; Circular 22, 2018 Chilean IRS).

Treaty rate is 15%, which is reduced to 10% since 1 January 2019 (by virtue of a most favoured nation clause
under the Chile-Japan treaty; Circular 27, 2019 Chilean IRS).

General rates under the treaty are 5% and 15%, which are reduced to (i) 4% if the beneficial owner of the interest
is a bank, an insurance company, a lending or finance business, an enterprise selling machinery or equipment
on credit, or any other enterprise, provided that in the three taxable years preceding the taxable year in which
the interest is paid, the enterprise derives more than 50 per cent of its liabilities from the issuance of bonds in the
financial markets or from taking deposits at interest, and more than 50 per cent of the assets of the enterprise
consist of debt-claims against unrelated persons and to (ii) 10% for interest paid as part of an arrangement
involving back-to-back loans or other arrangement that is economically equivalent and intended to have a similar
effect to an arrangement involving back-to-back loans (by virtue of a most favoured nation clause under the
Chile-Japan treaty). Moreover, under the MFN clause of the Chile-Japan treaty, the aforementioned 15% general
rate will be reduced to 10% as from 1 January 2019 onwards.

The 15% general rate applies up to 31 December 2018 and 10% applies as from 1 January 2019 onwards.
(Circular 27 2019 Chilean IRS). Regarding the application of the 4% and 10%, see footnote 13, (i) and (ii).

General treaty rate is 15%, which is reduced to 5% for interest from loans granted by banks and to 10% for
interest from loans granted by insurance companies, from bonds or securities regularly and substantially traded
on a recognized securities market and for interest related to sales of machinery and equipment on credit (by
virtue of most favoured nation clauses; Circular 62 and 8, 2005 Chilean IRS).

5% rate applies to interest derived from bonds or securities that are regularly and substantially traded on a
regulated securities market. 4% rate applies to interest derived from loans granted by banks and insurance
companies and a sale on credit paid by the purchaser of machinery or equipment to a beneficial owner that is the
seller of the machinery or equipment. However if the interests derived from an agreement that implies a back to
back credit or similar, the rates will be 5% or 10% as the case may be (by virtue of most favoured nation clauses
under the Chile-Japan treaty; Circular 22, 2018 Chilean IRS).

General treaty rate is 15%, which is reduced to 10% for interest from loans granted by banks and insurance
companies and sales on credit of machinery and equipment where the beneficial owner is the seller and to 5%
for interest from bonds or securities regularly and substantially traded on a recognized securities market.

The 5% rate applicable to royalties from the use of, or right to use, any industrial, commercial or scientific

equipment, was reduced to 2% by virtue of a most favoured nation clause (Chile-Japan treaty. Circulars 22 and
50, 2018 Chilean IRS).
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19.

20.

21.

22.

23.

24,

25.

26.

27.

28.

29.
30.
. General treaty rate is 15%, which was reduced to 10% from 1 January 2019 (most favoured nation clause under

32.

33.

34.

35.

36.

37.

Chile

General treaty rate is 15%, which is reduced 3% for news-related royalties and to 10% for copyright royalties
(other than royalties related to films or tapes), patents, trademarks, know-how, certain lease-related royalties and
technical assistance.

General treaty rate is 15%, which is reduced to 10% (by virtue of a most favoured nation clause under the Chile-
Spain treaty; Circular 8, 2005 Chilean IRS).

General treaty rate is 15%, but reduced to general rate of 10% by virtue of a most favoured nation clause (Chile-
Spain treaty. Circular 62 and 8 2005 Chilean IRS). Treaty rate of 5% applicable to royalties from the use of, or
right to use, any industrial, commercial or scientific equipment was reduced to 2% by virtue of a most favoured
nation clause (Chile-Japan treaty; Circular 22, 2018 Chilean IRS).

General treaty rate is 15%, but reduced to general rate of 10% by virtue of a most favoured nation clause (Chile-
Spain treaty; Circular 8, 2005 Chilean IRS). 10% also applies to royalties from the use of, or right to use, any
industrial, commercial or scientific equipment.

General treaty rate is 10% while 5% applies to royalties from the use of, or right to use, any industrial, commercial
or scientific equipment. However, the 5% for such royalties is reduced to 2% since 1 January 2017 under the
application of a most favoured nation clause (Chile-Japan treaty; Circular 5, 2020 Chilean IRS).

General treaty rate is 15%, but reduced to general rate of 10% by virtue of a most favoured nation clause (Chile-
Spain treaty; Circular 62 and 8, 2005 Chilean IRS ).

General treaty rate is 10%, which is reduced to 5% under the application of a most favoured nation clause with
respect to royalties paid for the use of, or the right to use, any industrial, commercial or scientific equipment.
However this reduction has not yet been confirmed by the Chilean IRS.

General treaty rate is 15%, but reduced to general rate of 10% by virtue of a most favoured nation clause (Chile-
New Zealand treaty). However this reduction has not yet been confirmed by the Chilean IRS.

General treaty rate is 15% while 10% rate applies to royalties from the use of, or the right to use, any copyright
of literary, artistic or scientific work, or for the use of, or the right to use, industrial, commercial or scientific
equipment.

Treaty rate is 15%, which is reduced to 12% with respect to interest derived from loans granted by banks and
insurance companies, bonds or securities that are regularly and substantially traded on a regulated securities
market and a sale on credit paid by the purchaser of machinery or equipment to a beneficial owner that is
the seller of the machinery or equipment. Since 1 January 2019 the rate is also reduced to 12% applicable to
interests which rate are not stated in other part of the article 11 of the treaty, by virtue of a most favoured nation
clause under the Chile-Japan treaty (Circular 27, 2019 Chilean IRS)

Technical and consulting services are included in the concept of royalty.
The provision of technical services and technical assistance are included in the concept of royalty.

the Chile-Japan treaty; Circulars 22 and 50, 2018 Chilean IRS).

4% rate applies to interest derived from loans granted by banks and insurance companies and a sale on credit
paid by the purchaser of machinery or equipment to a beneficial owner that is the seller of the machinery or
equipment. However if the interests derived from an agreement that implies a back to back credit or similar, the
rates will be 10%. 5% rate applies to interest derived from bonds or securities that are regularly and substantially
traded on a regulated securities market (by virtue of most favoured nation clauses Chile-Japan treaty; Circular
22,2018 Chilean IRS).

The lower rate applies to royalties from the use of, or right to use, any industrial, commercial or scientific
equipment.

General treaty rate is 15%, but reduced to general rate of 10% by virtue of a most favoured nation clause (Chile-
Spain treaty; Circular 62 and 8, 2005 Chilean IRS). 5% applies to royalties from the use of, or right to use, any
industrial, commercial or scientific equipment.

4% applies to interest derived from loans granted by banks and insurance companies, and a sale on credit paid
by the purchaser of machinery or equipment to a beneficial owner that is the seller of the machinery or equipment
and other cases. 5% applies on interest derived from bonds or securities that are regularly and substantially
traded on a regulated securities market. Interests from back to back credits are subject to 5% or 10% depending
on the case. All these percentages are applicable since 1 January 2017, by virtue of a most favoured nation
clause under the Chile-Japan treaty (Circular 27, 2019 Chilean IRS).

General treaty rate is 15%. The 5% tax rate applies to interest derived from loans granted by banks and
insurance companies, bonds or securities that are regularly and substantially traded on a regulated securities
market and a sale on credit paid by the purchaser of machinery or equipment to a beneficial owner that is the
seller of the machinery or equipment (by virtue of most favoured nation clauses; Circular 8, 2005 Chilean IRS).

5% applies when a company has a participation of at least 25% of capital or voting power. This tax rate is the
maximum applicable to dividends distributed by any Chilean entities set up in Uruguay.
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38.
39.

40.

41.

5% applies to interest from sales of machinery and equipment carried on credit.

The lower rate applies to royalties from the use of, or right to use, any industrial, commercial or scientific
equipment (since 1 January 2017 by virtue of a most favoured nation clause under the Chile-Japan treaty;
Circular 27, 2019 Chilean IRS).

5% applies to interest derived from loans granted by banks and insurance companies, bonds or securities that
are regularly and substantially traded on a regulated securities market and a sale on credit paid by the purchaser
of machinery or equipment to a beneficial owner that is the seller of the machinery or equipment.

4% applies to interest derived from loans granted by banks and insurance companies, and a sale on credit
paid by the purchaser of machinery or equipment to a beneficial owner that is the seller of the machinery or
equipment. 5% applies to interest derived from bonds or securities that are regularly and substantially traded on
a regulated securities market and 10% on interests produced in other operations. 4% and 10% are applicable
since 1 January 2017 and 2019, respectively, by virtue of a most favoured nation clause under the Chile-Japan
treaty (Circular 5, 2020 Chilean IRS).

Chile has also signed several agreements for the avoidance of double taxation of income from international shipping
and/or air transport. Some of the agreements were concluded by means of an exchange of diplomatic notes. The
agreements have been concluded with the following countries: Costa Rica (air transport), France (air transport),
Germany (air transport and shipping), Panama (air transport), Singapore (shipping), Switzerland (air transport), the
United States (air transport), Uruguay (air transport), United Arab Emirates (air transport and shipping) and Venezuela
(air transport and shipping).

Several agreements on information exchange are in force (Bermuda, Guernsey, Jersey, Uruguay and Multilateral
Convention subscribed by members of the OECD).

CHINA

MEMBER FIRMS

City Name Contact Information
Beijing Rachel Zhang +86 10 6591 7200

+86 186 11393933
rachel.zhang@pkftax.com

Beijing Gengchun Yao + 86 10 5280 5600

gengchun.yao@pkf.com

Shanghai Allan Jiang +86 21 6076 0876

+86 13 501818404
allan.jiang@pkfchina.com

Shanghai Richard Yan +86 21 6253 1800

richard@pkfchina.com

BASIC FACTS

Full name: People’s Republic of China

Capital: Beijing

Main languages: Mandarin Chinese

Population: 1.438 billion (2020 estimate)

Monetary unit: 1 Chines Yuan Renminbi (CNY) = 10 Jiao = 100 fen
Internet domain: .cn

Int. dialling code: +86
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KEY TAX POINTS

« Corporate residents of China are taxed on their worldwide income. A foreign tax credit is allowed for
income taxes paid in other countries. This credit is capped at the China income tax payable on the same
income calculated under the Enterprise Income Tax Law.

*  The Enterprise Income Tax Law unified the rate for domestic and foreign enterprises at 25% from 1
January 2008. For small profit making companies, the rate could be reduced to 20%. In recent years,
the government authorities have issued favourite policies to promote the business of small profit making
companies and thus the effective enterprise income tax rate could be further reduced to 5% and 10%.

* Foreign enterprises with establishments in China deriving the above income which is not effectively
connected with that establishment is also subject to withholding tax. The statutory rate is 20% which is
reduced to 10% by the Enterprise Income Tax Law Implementation Regulations. The 10% withholding
tax may be reduced under an applicable treaty.

+ Foreign enterprises without establishments in China are subject to Enterprise Income Tax on a
withholding basis on the income of dividends, royalties, interest, rental income, earnings from assignment
of assets in China and any other income derived from inside China.

« Individuals are taxed on the comprehensive income and business income at progressive rates.

« There is no separate tax on capital gains. Capital gains will be considered as general taxable income and
thus subject to Enterprise Income Tax or Individual Income Tax.

+  Turnover taxes include VAT on all goods and services and Consumption Tax on consumable or luxury goods.
Starting from 1 May 2016, Business Tax is completely replaced by VAT and is no longer levied in China.

* Land Value Appreciation Tax applies to transfers of land use rights and immovable properties.
«  Stamp duty is levied on a variety of contracts and certain legal documents.

A. TAXES PAYABLE

ENTERPRISE INCOME TAX (EIT)

All foreign invested enterprises (FIEs) and those foreign enterprises (FEs) having their effective management
office in China are subject to EIT on their worldwide profits. FEs with permanent establishments (PEs) in
China are subject to EIT on profits derived from and attributed to the PEs. FEs without PEs in China are
subject to EIT on China-source income only.

The EIT Law introduced a wider concept of management in determining tax residency. A company is
recognised as a Chinese tax resident if it is incorporated in China or its place of effective control and
management office is in China.

All FIEs (i.e. sino-foreign joint ventures and wholly owned foreign enterprises) and foreign enterprises (FEs)
with or without establishments in China are now taxed at the same rate as domestic enterprises. EIT is
charged at the rate of 25% on taxable profits in a calendar year.

In recent years, the government has introduced a series of preferential tax policies to stimulate economic
growth, such as a reduced EIT rate of 15% for HNTE, qualified technology-advanced service enterprises and
qualified western region enterprises as well as an effective EIT rate at 5% or 10% for small-scale enterprises.

The tax year in China is the calendar year (i.e. year ended 31 December).

BRANCH PROFITS TAX

When a corporate resident enterprise has branch offices registered in different regions in China, the head
office and the branches are consolidated to calculate EIT payables. If a corporate resident enterprise has
overseas branch offices, the losses of overseas branch offices cannot be deducted from profit made in China,
while the profit of overseas branch offices needs to be subject to EIT in China. If a FE has branches in China,
the branches are subject to EIT in China.

CAPITAL GAINS TAX

There is no separate capital gains tax. Capital gains are subject to income tax as ordinary income and are
combined together with operating income to calculate income tax.

VALUE ADDED TAX (VAT)

VAT is levied on the sales amount in respect of selling, transferring or importing of commodities, selling or
transferring of properties and intangible assets, provision of repairs and processing, as well as rendering

191 PKF Worldwide Tax Guide 2020/21



China

services covering research and development, and technical services; information technology services;
cultural creative services; logistic auxiliary services; certification and consulting services; and tangible
movable property leasing services; radio and television services; postage services, telecommunication
services; construction; financing and consumer services et in China.

VAT taxpayers could be classified into two categories: general VAT payers and small-scale VAT payers
depending on the annual sales amount. Generally, a small scale business is broadly defined as one with an
annual turnover of less than CNY 5 million.

China has cut the VAT rates since 1 April 2019 as part of a tax reduction package. For a general VAT
taxpayer, the standard VAT rates for goods sales and services are listed below:

* Goods sale/processing/repair and replacement Revenue from provision of labour services: 13% or 9%
(for a small category of goods such as agricultural products);

* Lease of movable tangible assets: 13%;

*  Basic telecommunication services: 9%;

«  Construction: 9%;

« Postal services: 9%);

*  Transportation services: 9%;

* Real estate (leasing and sale of immovable properties): 9%;
« Transfer of land use rights: 9%;

+  Consumer lifestyle services: 6%;

*  Financial services: 6%);

« Value-added telecommunication services: 6%;

+ Sale of intangibles (except land use rights): 6%;
*  Other modern services: 6%.

A VAT credit mechanism is allowed for a general taxpayer where VAT payable equals output VAT less input
VAT by means of VAT special invoices. Input VAT is incurred on the purchase of material, services as well
as purchase or construction of fixed assets.

Taxpayers engaged in small scale business are subject to VAT at a special rate of 3%, but there is no credit
for input VAT.

Generally, for ordinary VAT taxpayers, export goods are subject to a zero VAT rate and are entitled to a tax
refund in relation to the purchase or manufacture of the exported goods on which VAT has previously been
paid. The VAT refund rate depends on the categories of the goods exported.

Goods exported by small-scale VAT payers shall be exempted from VAT and consumption tax. However, the
input tax shall not be deducted or refunded.

A collection rate of 5% may also be applied to:

*  Property leasing or property transfer for the transition period of property industries;

« Labour dispatch services choosing to make balance-based tax payments;

«  Security protection services choosing to make balance-based tax payments;

* Human resource outsourcing services which applied the simplified tax calculation method;

«  Exploitation of crude oil and natural gas jointly exploited by the Chinese-Foreign cooperative oil (gas)
field.

CONSUMPTION TAX (CT)

CT is imposed on 15 categories of consumable or luxury goods (e.g. cigarettes, alcohol, petrol and motor
vehicles). The tax is calculated based on the sales value of goods, the sales quantity or a combination of the
two. CT rates range from 1% to 56%. Part collection of this tax has been shifted to the retailer and is levied
by the tax authorities of the retailer's site.

FRINGE BENEFITS TAX
No separate fringe benefits tax is levied in China.
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REAL ESTATE TAX (RET)

RET is imposed on owners, users or custodians of houses and buildings. RET is imposed at a flat rate of
12% on annual rental income of the leased property or at the rate of 1.2% on the purchase cost of self-used
property. For self-used property, a discount of 10% to 30% on the purchase/construction cost is often offered
by some local governments in determining the RET. The tax also applies to FIEs, FEs and foreign individuals.
RET is deductible for EIT purposes.

LAND VALUE APPRECIATION TAX (LVAT)

LVAT applies to domestic enterprises, FIEs, FEs and individuals realising gains from the transfer of land
use rights, buildings and premises and associated structures. LVAT is charged at progressive rates ranging
from 30% to 60% depending on the percentage gain realised from the transfer of land use rights, buildings or
associated structures. LVAT could be deducted when computing EIT.

DEED TAX (DT)

DT is imposed on the transferee or assignee to which land use rights or building ownership rights are
transferred (sales, exchange or gifts). The tax rate ranges from 3% to 5% depending on the location of the
property. The transferee or the assignee is the taxpayer.

STAMP DUTY (SD)

Stamp Duty is levied on various contracts including purchase and sale contracts, property leasing, loan
contracts, documents for the transfer of property rights, engineering and design contracts, construction and
installation, commodity transportation, storage and property insurance contracts, and registered capital as
well as accounting books. Tax rates range from 0.005% to 0.1%. A fixed amount of CNY 5 is charged on
certificates evidencing rights, patents, trademarks, and licenses.

ENVIROMNMENTAL PROTECTION TAX

Enterprises, entities, other producers and operators that directly emit taxable pollutants into the environment
within the territory and other sea areas under the jurisdiction of the People's Republic of China are taxpayers
of environmental protection tax. This Law has become effective as from 1 January 2018.

SOCIAL INSURANCE CONTRIBUTIONS

All enterprises are required to contribute to social security insurance (including pension, medical,
unemployment, work-related injury, maternity), and housing funds (in certain cities) every month for their
employees including foreign employees in China.

B. DETERMINATION OF TAXABLE PROFIT FOR ENTERPRISES

The taxable profit of a corporate resident is calculated as 'taxable gross income less deductible costs,
expenses, non-taxable and tax-exempt items, and losses incurred in a tax year'. It is normally calculated in
accordance with audited accounts prepared on an accrual basis subject to tax adjustments by reference to
the prevailing tax regulations.

TAXABLE GROSS INCOME

The taxable gross income of an enterprise refers to the revenues derived from various sources, whether in
monetary terms or in-kind, which shall include:

* Revenue from sales of goods;

* Revenue from provision of labour services;

«  Gross proceeds from transfer of property;

« Dividend income from private and listed enterprises and other distributions with respect to equity interests;
¢ Interest income;

« Rental income;

* Royalty income;

* Revenue from donations; and

«  Other income.
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TAX-EXEMPT INCOME

« Interest income from government bonds;

« Dividends, bonus and other equity investment income from qualified resident enterprises;
* Income from qualified non-profit organisations;

¢ Income from China Clean Development Mechanism Fund;

« Income distributed to investors of securities investment funds;

*  Proceeds or income from acquisition of local government bond interest.

TAX- REDUCTION INCOME
* Income from production of goods by comprehensive utilisation of resources (10% reduction);

«  Agriculture-related interest and premium income obtained by financial and insurance agencies (10%
reduction);

* Income from China Railway Construction Bond Interest (50% reduction).

DEDUCTIBLE COSTS
DEPRECIATION

Fixed assets under the EIT Law mean the non-monetary assets owned and used for over 12 months in
production or business operations. Generally, fixed assets are depreciable on a straight-line basis over their
useful lives. Enterprises shall, in terms of the nature and operating conditions of the fixed assets, reasonably
evaluate the new residual value of the fixed assets.

The minimum depreciation periods for various kinds of assets are as follows: Years
(a) For houses and buildings 20
(b) For airplanes, trains, ships, machinery and other production facilities 10
© For app_aratus, tpols and furr?iture and fittings in connection with 5
production / business operations
(d) For transportation facilities other than airplanes, trains and ships 4
(e) For electronic equipment 3
(f) For production-nature biological assets in the nature of forestry 10
(9) For production-nature biological assets in the nature of livestock 3
(h) For acquired software (subject to approval) 2

Recently, the scope of fixed assets to enjoy the accelerated depreciation method got expanded to all
manufacturing industries as from 1 January 2019.

In respect of equipment and instruments which are newly purchased from 1 January 2018 to 31 December
2020, and if the unit price is below CNY 5 million, the entire cost could be deducted on a one-off basis when
computing taxable income. If the unit price of such newly purchased equipment exceeds CNY 5 million, the
enterprises may either adopt the straight-line method or an accelerated depreciation method.

There are two ways the accelerated depreciation method can be used:

«  Shorter of depreciation life: A shorter of depreciation life should not be less than 60% of the regular
depreciation life of the asset.

* Accelerated depreciation: An accelerated depreciation method can be a double declining method or a
sum of the years’ digit method.

AMORTISATION OF INTANGIBLE ASSETS

Intangible assets, including technical know-how, patents and trademarks, can be amortised using the straight-
line method over a period of not less than ten years or the stipulated time limit as set out in the acquisition
agreement.
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PRE-OPERATION EXPENSES

Pre-operation period starts from the date when the enterprise is approved for set up until the enterprise
begins operations (trial operation is included). The deductible pre-operation expenses include salary, office
expenses, training expenses, travelling, printing expenses, registration fees and interest (that would not be
capitalised) and foreign exchange gain/loss during the pre-operation period.

Pre-operation expenses can be deducted on a lump sum basis in the year in which the enterprise commences
business operations or amortised as a long term prepaid expenditure to be amortized within three years.

RESEARCH AND DEVELOPMENT (R&D)

R&D expenses incurred for new and high technology, new products or new craftsmanship can benefit from
an extra 50% super-deduction of the actual expenses incurred as a tax incentive after proper filing with
the relevant tax authorities. If the R&D expenses are qualified for capitalisation, an additional 50% super-
deduction could be allowed for the amortisation when computing annual EIT settlement.

From 1 January 2018 until 31 December 2020, the extra/additional deduction ratio is increased from 50% to
75% for the eligible entities.

STOCK/INVENTORY

Inventory is to be valued at cost and the acceptable allocation methods include first-in, first-out (FIFO),
weighted average, or specific identification basis. The last-in, first-out (LIFO) basis is not acceptable for tax
purposes. The method chosen must be applied consistently.

MANAGMENT FEE & INTERCOMPANY CHARGES

Management fees between enterprises shall not be deductible for EIT purposes. As management fees are
generally regarded as shareholder costs, they cannot be deducted before income tax for China enterprises.

The intercompany charges need to pass the six tests of benefit, necessity, duplication, value creation,
remuneration and authenticity carried out by the tax authorities before China enterprises could remit the
charges to the offshore companies.

A Cost Sharing Agreement (CSA) for joint development of intangible assets and sharing of services (generally
limited to group procurement and group marketing synergies) are allowed. Under the CSA, the principle of
matching costs with expected benefits shall be followed. The taxpayer can claim the tax deduction for shared
costs provided the CSA could be filed with the local tax authorities.

LOSSES
Operating losses cannot be carried back but they can be carried forward for up to five years.

From 1 January 2018, high-tech enterprises or technology-oriented small- or medium-sized enterprises
(SMEs) may carry forward losses for a maximum period of up to ten years.

TAX INCENTIVES
In general, enterprises engaged in encouraged projects may apply for certain tax incentives as follows.

HIGH & NEW TECHNOLOGICALLY ADVANCED ENTERPRISES (HNTE)

If the enterprise is qualified as an HNTE, it can enjoy a reduced EIT rate of 15%. An enterprise has to fulfil a
set of prescribed criteria and be subject to annual assessment in order to be qualified as an HNTE.

On 29 June 2016, the Ministry of Science and Technology, Ministry of Finance and State of Administration
of Taxation jointly released an announcement regarding the guidance for HNTE recognition to replace the
previous regulations. The government authorities will exert a much more severe administration on HNTE
enterprises.

WESTERN REGION DEVELOPMENT POLICY

From 1 January 2011 to 31 December 2020, enterprises (i) that are based in the western region; (ii) whose
primary business is listed in one of the industry items provided in the Catalogue of Encouraged Industries
in Western Regions; and (3) the annual primary business revenue of which accounts for more than 70% of
the total enterprise revenue, may pay EIT at the reduced tax rate of 15% subject to their application to the
competent tax authority and upon the examination and confirmation by the said authority.
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SPECIFIED BASIC INFRASTRUCTURE

When enterprises are engaged in basic infrastructure such as harbours, wharfs, airports, railways, highways,
city public transportation, electric power and water resources utilisation projects, such income generated can
enjoy a '3+3 years' tax holiday which means, starting from the first income generating year, three years of
exemption from EIT followed by three years of 50% reduction of applicable EIT.

ENVIRONMENT PROTECTION PROJECTS

When enterprises are engaged in environmental protection projects and energy/water conservation projects
such as public sewage treatment, public refuse treatment, comprehensive development and utilisation
of methane, technologies alteration for energy-saving and emission reduction and seawater desalination
projects, such income generated can also enjoy a '3+3 years' tax holiday.

This means, starting from the first income generating year, three years of exemption from EIT followed by
three years of 50% reduction of applicable EIT.

QUALIFIED TECHNOLOGY-ADVANCED SERVICE ENTERPRISES

Since 1 January 2018, qualified technology-advanced service enterprises would qualify for a reduced EIT
rate of 15%.

INTEGRATED CIRCUIT DESIGN and SOFTWARE ENTERPRISES

Qualified integrated circuit design enterprises or software enterprises will be exempted from EIT in the first
two years and enjoy a 50% reduction of applicable EIT from the third to fifth years, during the period of tax
preference that starts from the first profitable year before 31 December 2018.

SMALL SCALE ENTERPRISE

EIT rate shall be reduced to 20% for small-scale enterprises if they meet the following criteria:
*  The annual taxable income does not exceed CNY 3,000,000;

*  The number of staff does not exceed 300; and

* The total assets do not exceed CNY 50 million.

From 1 January 2019 to 31 December 2021, small enterprises with annual taxable income equal to or lower
than CNY 1 million may enjoy a 75% deduction on calculating the taxable income (i.e. an effective EIT of
5%); and if the annual taxable income exceeds CNY 1 million but is lower than CNY 3 million they may enjoy
a 50% deduction (i.e. an effective EIT of 10%).

C. FOREIGN TAX RELIEF

Corporate residents can claim tax credits for corporate income taxes paid by them or their branches in
other countries in respect of income derived from sources outside China based either on a country-basket
principle or on a comprehensive basis that income from all countries and of all types are considered together
to calculate the tax credit starting from January 1, 2017. Once the credit basis is selected, it shall not be
changed within 5 years. However, the amount of tax credit is restricted to the Chinese tax payable on the
foreign income as calculated according to the EIT law.

D. CORPORATE GROUPS
There are no group relief tax consolidation provisions in Chinese tax law.

E. RELATED PARTY TRANSACTIONS

All companies should conduct business with their associated companies on an arm's length basis. The
Chinese tax authorities are empowered to disregard, vary or make any necessary adjustments to the
arrangements that are carried out for tax avoidance purposes.

TRANSFER PRICING

The New Law imposes transfer pricing documentation requirements. Specific information must be submitted
to the Tax Authorities together with the enterprise's annual income tax returns or subsequently in the course
of a transfer pricing audit. Interest will be payable in respect of any late tax payments arising from a transfer
pricing adjustment.
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China adopts stringent requirements on the related party transactions disclosure and taxpayers have to
disclose related party transactions in Related Party Transaction Forms. The acceptable transfer pricing
methods are comparable uncontrolled price (CUP); resale price method (RPM); cost-plus method (CPM);
transactional net margin method (TNMM); profits split method (PSM); and other methods that are consistent
with the arm's length principle approved by the in charge tax authorities.

In June 2016, the China tax authorities issued new transfer pricing compliance requirements whereby transfer
pricing documentation has adopted a three-tiered structure, i.e. Master File, Local File and Special Issue File.
The Local File and Special Issue File should be completed by 30 June 2017 for related party transactions
carried out during the year 2016; the Master File should be completed within 12 months after the end of the
same fiscal year of the group’s ultimate holding company. Taxpayers should submit the transfer pricing report
within 30 days upon the tax authorities’ request.

If the company meets either of the following criteria, it shall prepare a Master File:

* Have cross-border related party transactions, and belong to a group which has prepared the master file,
or

*  The total annual related party transactions exceed CNY 1 billion.

For the Local File, the thresholds for preparing a local file depend on the types of related party transactions,

which are listed below:

« CNY 200 million for tangible assets transfer (in the case of tolling manufacturing, the total amount in the
annual customs record including raw material should be taken into account);

*  CNY 100 million for financial assets transfer;

« CNY 100 million for intangible assets transfer; and

*  CNY 40 million for other related party transactions in total.

The special issue file is required for taxpayers who are engaged in cost sharing agreements or fall in the thin

capitalisation threshold.

The new transfer pricing compliance regulations also require the submission of a Country-by-Country (CbC)

report if a Chinese resident company is the ultimate holding company of the group and the consolidated
revenue is over CNY 5.5 billion or it is nominated as the reporting entity by the group.

Chinese companies that only have domestic related party transactions do not need to prepare a master file,
local file and special issue file.

Single function enterprises, which are making losses, are also required to prepare the contemporaneous
documentation regardless of the transaction amount threshold.

When an enterprise is audited for transfer pricing issues, the enterprise will be followed up by the tax
authorities for five years and during the follow-up period enterprises are also required to prepare the
contemporaneous documentation.

ADVANCE PRICING AGREEMENT (APA)

An Advance Pricing Agreement (APA) is available in China. The State Administration of Taxation encourages
taxpayers to use an APA to ascertain the transfer pricing position and reduce the tax compliance burden.

THIN CAPITALISATION

In China, for non-financial enterprises, when the ratio of loans received from related parties to equity
investments exceeds a prescribed ratio (2:1) (or 5:1 for financial institutions), the portion of interest expense
related to the debt exceeding the ratio shall not be deductible when computing the taxable income in
accordance with the thin capitalization rule under the EIT law. However, enterprises could provide supporting
documents to demonstrate that the financing is set at arm's length in order to claim the EIT deduction upon
the agreement of the tax authorities.

GENERAL ANTI-AVOIDANCE

China requires a bona fide business purpose for any commercial arrangement that could result in reducing,
deferring or avoiding taxable revenue or taxable income. When the absence of reasonable purposes is
sustained, the tax authorities are authorized to disregard the arrangement and impose EIT. Nowadays, China
is more focused on cross-border anti-avoidance.
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CONTROLLED FOREIGN COPORATION

Foreign controlled corporation (CFC) is defined as a non-Chinese company controlled by China tax residents
(both companies and individuals, each of which must hold 10% or more of the voting shares and jointly own
50% or more of the shares) through direct or indirect share ownership.

CFC rules were introduced such that undistributed profits derived by CFCs located in low-tax jurisdictions with
an effective corporate income tax rate of less than 12.5% may be taxed in China as a deemed distribution to
the parent company in China.

BASE EROSION AND PROFIT SHIFTING (BEPS)

BEPS refers to tax planning strategies that exploit the gaps and mismatches in tax rules to artificially shift
profits to low or no-tax locations where there is little or no economic activity, resulting in little or no overall
corporate tax being paid. The OECD and G20 countries worked together on an equal footing to tackle BEPS
issues. The BEPS initiative aims to enhance the integrity and fairness of the international tax system by
aligning jurisdictional tax rights with the location where value is created and business activities are actually
incurred.

The new transfer pricing compliance requirements discussed in the Transfer Pricing Section are one of the
most important developments of China’s commitment to the BEPS action plans.

F. WITHHOLDING TAXES

Foreign enterprises without establishments in China are subject to Enterprise Income Tax on a withholding
basis on the income of dividends, royalties, interest, rental income, earnings from assignment of assets
in China and any other income derived from inside China. Foreign enterprises with establishments in
China deriving the above income which is not effectively connected with that establishment is also subject
to withholding tax. The statutory rate is 20% which is reduced to 10% by the EIT Law Implementation
Regulations. The 10% withholding tax may be reduced under an applicable treaty.

When foreign enterprises obtain active income in China, the revenue is subject to turnover taxes, and EIT
will be levied on the active income if the foreign enterprises have or are deemed to have a permanent
establishment (“PE”) in China. The domestic payers are the withholding agents to retain such turnover taxes
and EIT from the total payments to foreign enterprises.

G. EXCHANGE CONTROL

Foreign currency transactions are controlled by the State Administration of Foreign Exchange Control and
its branch offices. Financial institutions cannot engage in foreign exchange business without prior approval.

H. PERSONAL TAX (Individual Income Tax)

China is enforcing new individual income tax (lIT) laws effective from 1 January 2019 onwards.
According to the new IIT law, a tax resident is determined as follows:

(1) A person who has a domicile in China; or

(2) A person who does not have a domicile in China but has resided in China for more than 183 days in a
calendar year.

A tax resident is subject to IIT on his/her worldwide income. A non-China-domiciled individual would generally
be exempt from China IIT on foreign-source income that is not paid by a China domestic entity or resident
individual, unless the non-China-domiciled individual has stayed in China for more than 183 days in each
calendar year for six consecutive years in China.

Under the IIT Law, the following nine categories of income are subject to IIT in China:

* Wages and salaries

. * Income from labour service
Comprehensive Income .
*  Remunerations to authors

* Royalties

* Income of individual industrial and commercial operators from

Income from Business Operation . . .
production or business operation
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* Interests and dividends

* Income from leasing of property
Other Income
* Income from transfer of property

»  Contingency income

(1) Comprehensive Income

Effective from 1 January 2019, the first four categories including salary, personal labour service income, royalty
income and author’s remuneration are combined into one comprehensive income base to be taxed together at
the level of resident individuals. However, it will still be taxed on a separate basis for non-resident individuals.

Comprehensive Income shall be taxable at the following rates:

Annual Taxable Income (CNY) Tax Rate (%)

0 — 36,000 3
36,001-144,000 10
144,001-300,000 20
300,001-420,000 25
420,001-660,000 30
660,001-960,000 35
960,001 or above 45

For comprehensive income, a yearly deduction of CNY 60,000 is allowed (CNY 5,000 per month). Apart from
that, the following items are introduced to be deducted from comprehensive income.

« Dependent children’s education expenditure;
*  Serious illness medical expenditure;

«  Continuous education expenditure;

* Rental or housing mortgage interest;

« Dependent parents;

*  Public welfare donations.

From 1 January 2019 to 31 December 2021, non-resident individuals working in China could enjoy certain
deduction items including rental, car leasing, children’s education, home leave trip transportation expense,
laundry etc.

Where there is a withholding agent, the withholding agent shall withhold and prepay tax on a monthly basis
or based on each income item. Where there is no withholding agent for the taxable income, the taxpayer
shall file tax returns within the first 15 days of the following month after obtaining the income, and pay tax.

Annual filing for the comprehensive income is required the next year from 1 March to 30 June.
Non-resident individuals are not subject to annual filing for comprehensive income.

From 1 January 2019 to 31 December 2020, for the comprehensive income obtained by individual residents,
if the annual comprehensive income is less than CNY 120,000 or the supplementary tax payment is less than
CNY400, such individual resident is exempt from annual filing.

(2) Income from Business Operation

Net income derived from production and business operations by individuals (i.e. annual gross income less
business costs, expenses and losses) shall be taxable at the following rates:

Annual Taxable Income (CNY) Tax Rate (%)
0 — 30,000 5
30,001 — 90,000 10
90,001 — 300,000 20
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Annual Taxable Income (CNY) Tax Rate (%)
300,001 — 500,000 30
500,001 or above 35

Taxpayers obtaining income from business operation shall compute individual income tax on a yearly basis,
file tax returns within 15 days after the end of each month or quarter, make prepayment of tax, and complete
the annual filing before 31 March of the following year.

(3) Other Income

Income derived from interest, dividends and bonuses, or contingency income and other income is taxed at
a flat rate of 20%.

ANTI-TAX AVOIDANCE CLAUSES FOR INDIVIDUALS

The new IIT law also introduced anti-tax avoidance clauses for the first time. The tax authorities may perform
tax adjustments and collect additional tax plus interest thereon pursuant to the law under any of the following
circumstances:

* Related Party Transactions
If a transaction between an individual and his/her related party does not comply with the arm's length
principle, and the tax payable amount of the individual or his/her related party is reduced as a result, when
there are no justifiable reasons.

« CFC Rules
An enterprise established in a country (region) with significantly lower tax burden which is controlled
by a resident individual or jointly controlled by a resident individual and a resident enterprise, does not
distribute or reduces distribution of profits which are attributable to the resident individual, when there are
no reasonable business purposes.

*  Others
An individual makes other arrangements without reasonable business purposes and obtains improper
tax gains.

I. TREATY WITHHOLDING TAX RATES

The Mainland China Government has signed tax treaties with more than 100 countries. The following table
summarises the withholding tax rates applicable to dividends, interest and royalties as provided by the double
taxation agreements concluded by Mainland China government with some major countries and regions.

Dividends’ Interest? I(?gc;y:;:i:s Royalties?

(%) (%) ) (%)
Non-treaty countries 10 10 10 10
Treaty countries:
Albania 10 0/10 10 10
Algeria 5/10 0/7 10 10
Angola*
Argentina® 10/15 0/12 3/5/7/10 n/a
Armenia 5/10 0/10 10 10
Australia 15 10 10 10
Austria 7/10 0/10 10 10
Azerbaijan 10 0/10 10 10
Bahrain 10 0/10 10 10
Bangladesh 10 0/10 10 10
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Barbados 5 0/10 10 10
Belarus 10 0/10 10 10
Belgium 5/10 0/10 7 7
Botswana 5 0/7.5 5 5
Brazil 15 0/15 15/25 15
Brunei 5 0/10 10 10
Bulgaria 10 0/10 710 7
Cambodia 10 0/10 10 10
Canada 10/15 0/10 10 10
Chile 10 4/10 2/10 2
Croatia 5/10 0/10 7 7
Cuba 5/10 0/7.5 5 5
Cyprus 10 10 10 10
Czech Republic 5/10 0/7.5 10 10
Denmark 5/10 0/10 10 7
Ecuador 5 0/10 10 10
Egypt 8 0/10 8 8
Estonia 5/10 0/10 10 10
Ethiopia 5 0/7 5 5
Finland 5/10 0/10 10 10
France 5/10 0/10 10 6
Gabon® 5 0/10 5/7.5 n/a
Georgia 0/5/10 0/10 5 5
Germany 5/10/15 0/10 10 6
Greece 5/10 0/10 10 10
Hong Kong’ 5/10 /7 517 7
Hungary 10 0/10 10 10
Iceland 5/10 0/10 10 10
India 10 0/10 10 10
Indonesia 10 0/10 10 10
Iran 10 0/10 10 10
Ireland 5/10 0/10 10 6
Israel 10 7/10 10

Italy 10 0/10 10 7
Italy® 5/10 0/8/10 10 5
Jamaica 5 0/7.5 10 10
Japan 10 0/10 10 10
Kazakhstan 10 0/10 10 10
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Dividends! Interest? ?g‘:?:_:? Royalties®

(%) (%) (%) (%)
Kenya® 5 10 10 10
Korea 5/10 0/10 10 10
Kuwait 0/5 0/5 10 10
Kyrgyzstan 10 0/10 10 10
Laos 5 0/5/10 5/10 5/10
Latvia 5/10 0/10 7 7
Lithuania 5/10 0/10 10 10
Luxembourg 5/10 0/10 10 6
Macau 5/10 0/7/10 5/7 7
Malaysia 10 0/10 10/15 10
Malta 5/10 0/10 10 7
Mauritius 5 0/10 10 10
Mexico 5 0/10 10 10
Moldova 5/10 0/10 10 10
Mongolia 5 0/10 10 10
Morocco 10 0/10 10 10
Nepal 10 0/10 15 15
Netherlands 5/10 0/10 10 6
New Zealand'* 0/5/ 0/10 10 10
Nigeria 7.5 7.5 7.5 7.5
North Macedonia 5 0/10 10 10
Norway 15 0/10 10 10
Oman 5 0/10 10 10
Pakistan 10 0/10 12.5 12.5
Papua New Guinea 10/15 0/10 10 10
Philippines 10/15 0/10 10/15 10
Poland 10 0/10 10 7
Portugal 10 0/10 10 10
Qatar 10 0/10 10 10
Romania 0/3 3 3 3
Russia 5/10 5 6 6
Saudi Arabia 5 0/10 10 10
Serbia 5 0/10 10 10
Seychelles 5 0/10 10 10
Singapore 5/10 0/7/10 10 6
Slovakia 10 0/10 10 10

202 PKF Worldwide Tax Guide 2020/21



China

Slovenia 5 10 10 10
South Africa 5 0/10 10 7
Spain 10 10 10 6
Spain'0 0/5/10 0/10 10 10
Sri Lanka 10 0/10 10 10
Sudan 5 0/10 0/10 10
Sweden 5/10 0/10 10 7
Switzerland 5/10 0/10 9 9
Syria 5/10 0/10 10 10
Taiwan' 5/10 017 7 7
Tajikistan 5/10 0/8 8 8
Thailand 15/20 0/10 15 15
E’;‘;;ﬁ?“b"c of 5/10 0110 5 n/a
Trinidad and Tobago 5/10 0/10 10 10
Tunisia 8 0/10 10 5
Turkey 10 0/10 10 10
Turkmenistan 5/10 0/10 10 10
Uganda'? 7.5 0/10 10 10
Ukraine 5/10 0/10 10 10
United Arab Emirates 0/7 o/7 10 10
United Kingdom 5/10/15 0/10 10 6
anited States of 10 0110 10 7
Uzbekistan 10 0/10 10 10
Venezuela 5/10 0/5/10 10 10
Vietnam 10 0/10 10 10
Zambia 5 0/10 10 5
Zimbabwe 2.5/75 0/7.5 0/7.5 0/7.5
Notes:

1. Dividends received by non-resident shareholders holding at least 25% of the shares in FIEs were eligible for a
reduced withholding tax rate in China based on the percentage of equity holding. This exemption was repealed
under the New Law. The withholding tax rate for dividends under the New Law is 10%, effective from 1 January
2008. However, distribution of pre-2008 profits can still enjoy withholding tax exemption even if the dividend is
declared and distributed after 1 January 2008.

2. Exemption of interest from withholding tax generally applies in the following situations:

a. Interest on loans made by international financial organisations at a preferential rate to the Chinese
government or resident enterprises; or

b. Interest on loans made by foreign governments to Chinese government. A lower withholding tax rate may

apply to interest paid by an enterprise in China to a foreign enterprise without establishments in China.

3. The rates of withholding tax on royalties for the use of industrial, commercial or scientific equipment is 10%
and the taxable income is generally taken to be 60% or 70% of the remittance depending on the location of the
enterprises. Accordingly, the effective withholding tax rate is 6% or 7% as shown above.
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4.

10.

1.

12.

13.

14.

A double taxation agreement between Angola and the People's Republic of China was signed on 9 October 2018
but is not yet in force until both jurisdictions have completed their legislative procedures. The official content has
not yet been published.

A double taxation agreement between Argentina and the People's Republic of China was signed on 2 December
2018 but is not yet in force until both jurisdictions have completed their legislative procedures.

A double taxation agreement between Gabon and the People's Republic of China was signed on 1 September
2018 but is not yet in force until both jurisdictions have completed their legislative procedures.

A new amendment to the double taxation agreement between Hong Kong or Macau and Mainland China to
specify for the tax levying on the royalty income arising from airplane and ship leasing shall be less than 5%.

A new double taxation agreement between Italy and the People's Republic of China was signed on 23 March
2019 but is not yet in force until both jurisdictions have completed their legislative procedures.

A double taxation agreement between Kenya and the People's Republic of China was signed on 21 September
2017 but is not yet in force until both jurisdictions have completed their legislative procedures.

A new double taxation agreement between Spain and the People's Republic of China was signed on 28
November 2018 but is not yet in force until both jurisdictions have completed their legislative procedures.

A double taxation agreement between Taiwan and Mainland China was signed on 25 August 2015 but is not yet
in force until both jurisdictions have completed their legislative procedures.

A double taxation agreement between the Republic of Congo and the People's Republic of China was signed on
5 September 2018 but is not yet in force until both jurisdictions have completed their legislative procedures.

A double taxation agreement between Uganda and the People's Republic of China was signed on 11 January
2012 but is not yet in force until both jurisdictions have completed their legislative procedures.

A double taxation agreement between New Zealand and the People's Republic of China was signed on 1 April
2019, came into force on 27 December 2019, and is applicable to taxes withheld on or after 1 January 2020.

From 1 January 2020, non-resident taxpayers shall judge by themselves whether or not meet the requirements
for entitlement to treaty benefits, and obtain such entitlement themselves. At the same time, they shall collect
and retain relevant support documents for future reference, and accept the follow-up administration from
Chinese tax authorities. The support documents may include:

a) Tax resident status certificate issued by the competent tax authority;
b) Contracts, agreements, resolutions of the board of directors or shareholders' meeting, payment vouchers,
etc;
c) Relevant information proving the status of "beneficial owner"; and
d) Other information which can prove that the non-resident taxpayer meets the requirements for entitlement
to treaty benefits.
¢ On 27 August 2013, China signed the Convention on Mutual Administrative Assistance in Tax Matters
(Convention). The Convention can be described as a multilateral agreement designed to promote
international cooperation regarding tax laws. The Convention includes provisions aimed at preserving the
rights of taxpayers in relation to the exchange of information between countries.
*« On 16 December 2015, China signed the Multilateral Competent Authority Agreement on Automatic
Exchange of Financial Account Information.
¢ On 7 June 2017, China signed the Multilateral Convention to Implement Tax Treaty Related Measures to
Prevent Base Erosion and Profit Shifting.
COLOMBIA
MEMBER FIRM
City Name Contact Information
Bogota Vivian Amézquita +57 1 208 7500
avivian@amezquita.com.co
Bogota John Rivera +57 1 208 7500

rcjohn@amezquita.com.co
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BASIC FACTS

Full name: Republic of Colombia
Capital: Bogota

Main languages: Spanish, indigenous
Population: 50.81 million (2020 estimate)
Monetary unit: Colombian Peso (COP)
Internet domain: .co

Int. dialling code: +57

KEY TAX POINTS

« Companies resident in Colombia and foreign entities are subject to corporate income tax at a single rate
of 33% for 2019, 32% for 2020, 31% for 2021 and 30% for 2022 and subsequent years on their worldwide
income (a reduced 20% rate applies in the ‘free-trade zone’ areas).

« Capital gains are taxed at nominal tax rate as ordinary income if the asset sold has remained for less than
two years in the hands of the taxpayer. Capital gains on the sale of assets owned for more than 2 years
are taxed as an occasional profit at a rate of 10 % (there are some exemptions, however, such as gains
from lotteries and similar sources that may be subject to a different tax rate).

«  Value Added Tax (VAT) is levied at a general rate of 19% on taxable supplies of goods and services by a
taxable person within Colombia and on the importation of goods into Colombia by any person. VAT at a
rate of 5% applies to staples products and 0% is applied to certain specific services and goods.

¢ There are a number of ‘free-trade zones’ and ‘special import-export systems’ which provide duty-free
entry of capital goods and materials to be used in the production goods for exportation.

*  Financial entities are subject to a surcharge for the additional income tax as follows: in the year 2019 four
percentage points are added, totalling 37%, in 2020 three percentage points are added, totalling 35 %, in
the year 2021, three percentage points are added totalling 34%. This surtax is applied to financial entities
that have a taxable income equal to or exceeding COP 4.273 billion in a fiscal year.

A. TAXES PAYABLE
The following are the main taxes that apply throughout Colombia.

COMPANY INCOME TAX

Companies resident in Colombia and foreign entities are subject to corporate income tax at a rate of 33%
for 2019, 32% for 2020, 31% for 2021 and 30% for 2022 and subsequent years on their worldwide income.
Resident corporations are those organised under Colombian law and those foreign companies that have a
branch in Colombia. Permanent establishments are also submitted to income tax. A reduced 20% rate applies
in the ‘free-trade zone’ areas. A presumptive income tax system applies when 1.5% of the net equity of the
previous year is higher than the net taxable income for the year 2019 (0,5% for 2020 and 0% for 2021 and
subsequent years).

CAPITAL GAINS TAX

Capital gains are taxed at the same rate as ordinary income if the asset sold was owned for less than two
years by the taxpayer. Capital gains derived from a sale of assets owned for more than two years is taxed as
an occasional profit at a rate of 10 % (there are some exemptions, however, such as gains from lotteries and
similar sources that may be subject to a tax rate of 20%).

VALUE ADDED TAX (VAT)

VAT is applicable on taxable supplies of goods and services by a taxable person within Colombia and on
the importation of goods into Colombia by any person. There are currently three VAT rates as follows: 19%
general rate, 5% for staples products and 0% for certain services and goods.

COLOMBIAN HOLDING COMPANY (CHC) REGIME
This tax regime was approved via Law 1943 of 2018 (tax reform) and became effective on 1 January 2019. It
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was created to serve domestic corporations that have as one of their principal activities, the holding of shares
or stakes in domestic and/or foreign entities or corporations, and/or the administration of such investments.

Requirements
« Direct or indirect participation in at least 10% of the capital of two or more Colombian and/or foreign
companies or entities for a minimum period of 12 months; and

* Having at least three employees, a physical address in Colombia and being able to demonstrate that
strategic decisions regarding the investments and assets of the CHC are carried out in Colombia. The
simple formality of holding the annual meeting of Shareholders will therefore not suffice.

Main benefits

+ Dividends or shares distributed by non-resident entities in Colombia to a CHC will be exempt from income
tax and will be declared as capital-exempt income;

« Dividends distributed by a CHC to an income taxpayer (resident natural person or resident legal person)
would be taxed at the dividend income rate, which ranges from 7.5% to 15%;

« Dividends distributed by a CHC to a non-resident natural or legal person will be qualified as foreign source
income and therefore no tax on dividends will be charged.

OTHER TAXES:

WEALTH TAX

The wealth tax is maintained for the years 2020 and 2021. It is generated by the possession of the same on
January 1, 2020, whose value is equal to or greater than COP 5 billion (approximately USD 1.28 million).
The taxable base of the equity tax is the value of the gross assets of natural persons, illiquid successions
and foreign companies or entities owned as of 1 January 2020 and 2021 less the debt charged to them in
force on those same dates. The increase or decrease in the tax base for the year 2021 is limited to 25% of
the inflation of the previous year. The wealth tax rate is 1% and is due on 1 January 2020 and 2021. It is not
deductible from income tax.

NORMALISATION TAX

Pursuant to Law 2010 of 2019 (Economic Growth Law), the rate of the normalisation tax, which is effectively
equivalent to a tax amnesty, is increased from 14% to 15%. The tax applies on the basis set out in Law
1943 of 2018 and subsequent Decree 874 and is payable by 25 September 2020. The tax broadly applies to
taxpayers that, on 1 January 2020, either have omitted to report assets to the tax authorities or claimed relief
for non-existent liabilities.

PROPERTY TAX

Real estate property is subject to municipal taxation. The tax is usually levied at rates ranging from 5.5 to
11.3 per thousand, with reference to the cadastral value of each urban residential property. Non-residential
property is subject to rates ranging from 5 to 33 per thousand.

VEHICLE TAX
Vehicle possession is subject to municipal taxation. The tax base is the commercial value.

TRANSACTIONS TAX

A 0.4 % tax is imposed on all financial transactions, including money withdrawals from an ATM, wire transfers,
internet banking, bank drafts and bank checks, money on term deposit, overdrafts, instalment loans and
securities underwriting commitments. As of 1 January 2013, income taxpayers are allowed to deduct 50% of
bank debit tax from taxable income.

NATIONAL CONSUMPTION TAX

This tax is applied to restaurants and bars for consumption at a rate of 8%. It is also applied to mobile
telephone services at a 4% rate and to certain vehicles, air balloons and aircrafts at 16%.

INDUSTRY AND COMMERCE TAX

This is a municipal tax applied to developing commercial, industrial and service activities in a municipality.
The tax rate ranges from 0.2% to 1.38%, is adjusted according to the activity of the company and is fully
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deductible for income tax purposes. As of 2019, income taxpayers are allowed to offset 50% of the municipal
tax against income tax.

B. DETERMINATION OF TAXABLE INCOME

DEPRECIATION

Tax deductions are available for reasonable depreciation rates which reflect the normal wear and tear
or obsolescence of the property concerned. The methods of depreciating assets are established in the
accounting technique.

TAX ON DIVIDENDS
Law 2010 of 2019 introduced a dividend tax on profits derived as from 1 January 2020 by non-resident companies:
*  10% final withholding on non-taxable dividends; and

*  33% final withholding on taxable dividends for 2019, 32% for 2020, 31% for 2021 and 30% for 2022 and
subsequent years.

Dividends paid to resident natural persons, from the distribution of non-taxable profits, are subject to the
following income tax rates:

Type of dividend Dividend amount (COP) Rate (%)
Up to 10.6 million 0
Non-taxable dividends
10.6 million onwards 10
Dividends received by a non-resident any amount 32
company (2020) Y
Dividends received by a any amount 32

non-resident company

« Dividends received by foreign companies and non-resident natural persons are subject to a 7.5%
withholding tax.

INTEREST DEDUCTIONS

Taxpayers are allowed to deduct interest derived from debts only up to an amount that does not exceed a 2:1
debt-to-equity ratio, taking into account the taxpayer’s net equity as of 31 December of the previous year. Any
interest payment derived from debts exceeding the said ratio is not deductible. This limitation applies where
interest-generating debts are directly or indirectly contracted with related parties.

DEDUCTION OF TAXES

Are 100% deductible from taxable income, taxes, fees and contributions, which have been effectively paid
during the taxable year or period and are directly related to economic activity. Regarding the financial
transactions tax, income taxpayers are allowed to deduct 50% of bank debit tax from taxable income. As of
2019, income taxpayers are allowed to offset 50% of the tax on industry and commerce paid in the taxable
year or take it as a 100% deductible item.

LOSSES

Losses sustained by a company in a tax year can be carried forward and deducted during the following twelve
tax years. Loss carry-back is not allowed.

FOREIGN SOURCE INCOME
Foreign source income for non-residents is not subject to income tax.

EXPENSES ABROAD

Expenses abroad that are necessary and related to the activity of the company and that generate fiscal
income that is not submitted to withholdings are deductible with a limitation of 15% of the taxable base.

C. FOREIGN TAX RELIEF
Colombia relieves international double taxation unilaterally by granting an ordinary foreign tax credit, i.e.

207 PKF Worldwide Tax Guide 2020/21



Colombia

taxpayers may credit the amount of foreign tax paid on foreign-source income up to the amount of domestic
Colombian tax that would be due on the income, subject to certain conditions.

D. CORPORATE GROUPS
There is no concept of group relief for Colombian tax purposes.

E. TRANSFER PRICING

As a general rule, transactions between related parties must be carried out on arm's length basis, i.e. the
prices should be the same as those that would be arrived at in comparable transactions with independent
parties. The tax authorities may adjust the prices at which the taxpayer acquires or sells goods, as well as
the consideration of other transactions, and modify the taxable base or the relevant loss of a taxpayer for
income tax purposes.

Taxpayers that are subject to TP rules must comply with TP obligations, i.e. they must file an annual
informative return and submit supporting documentation if exceeding certain thresholds of gross equity in
excess of UVT 100,000, or revenues in excess of UVT 61,000, subject to the following exceptions:

« transactions with related parties not exceeding UVT 61,000 during the taxable year are not subject to the
obligation of submitting TP supporting documentation;

« transactions listed by article 11 of Decree 3030 of 2013 conducted with related parties not exceeding
UVT 32,000 during the taxable year are not subject to the obligation of submitting TP supporting
documentation; and

« transactions between a Colombian resident and a resident in a low-tax jurisdiction are only subject to the
obligation of submitting TP supporting documentation if the total amount of the transactions carried out
during the taxable year exceeds UVT 10,000.

Country-by-Country reporting

CbC-reporting applies for fiscal years beginning on or after 1 January 2016 to MNEs with an annual
consolidated group revenue equal to or exceeding UVT 81,000,000 in the previous year.

The Master File:
« Applies for fiscal years beginning on or after 1 January 2017.

« Applies to companies that have operations with related parties which have gross assets that exceed UVT
100,000 and/or gross income that exceeds UVT 61,000 and have intercompany transactions (per type)
greater than UVT 45,000.

G. EXCHANGE CONTROL

Certain foreign currency transactions must be channelled through authorized exchange intermediaries:
*  Import of property;

«  Export of property;

« External indebtedness;

*  Foreign investment in Colombia;

*  Colombian investment in foreign countries;

« Financial investments and fixed assets based in foreign countries;

* Endorsements and guarantees;

«  Derivative transactions.

H. PERSONAL INCOME TAX

There are three types of income baskets:

*  General income basket;

*« Pension income basket; and

« Dividend income basket.

The general income basket includes employment income, capital income and non-employment income.
The rates applicable to the general and pension income basket are as follows:

208 PKF Worldwide Tax Guide 2020/21



Colombia

Taxable income (UVT) Marginal tax rate (%) Tax due
0 - 1,090 0 0
1,091 — 1,700 19 (taxable base in UVT less 1,090 UVT) * 19%
taxable base in UVT less 1,700 UVT) * 28% +
1,701 - 4,100 28 UVT 116
taxable base in UVT less 4,100 UVT) * 33% +
4,101 - 8,670 33 UVT 788
taxable base in UVT less 8,670 UVT) * 35% +
8,671 — 18,970 35 UVT 2,296
(taxable base in UVT less 18,970 UVT) * 37%
18,971 — 31,000 37 + UVT 5.901
(taxable base in UVT less 31,000 UVT) * 39%
Above 31,000 39 + UVT 10,352

I. TREATY AND WITHHOLDING TAX RATES

Dividends®
Individuals, | Qualifying Interest Royalties
companies | companies (%) (%)
(%) (%)

Treaty countries:
Bolivia -2 -2 -2 -2
Canada 15 5/158 10 0/10
Chile 7 or74 5/155 0/10
Czech Republic 15 5/154 0/10 0/10
Ecuador -2 -2 -2 -2
India 5/15 5/15 10 10
Mexico 0/337 0/337 5/10% 10
Peru .2 2 2 i)
Portugal 10/33 10/33 10 0/10
South Korea 10 5/108 0/108 10
Spain 5 0/58 5/10 0/10
Switzerland 15 0/158 0/10 0/10
United Kingdom?® 5/158 0 0/10 10

Notes:

1. According to domestic tax law, as from 1 January 2020, dividends are subject to a 10% income tax. Furthermore,
dividends paid out of profits not taxed in the hands of the Colombian company are subject to 32% income tax for
year 2020, giving rise to an effective tax rate of 38,8% (the 10% income tax is applied after assessment of the 32%
tax: 100-32=68*10%=6,8% + 32%). If the dividends are paid from profits that were taxed at the corporate level,
they will only be subject to the 10% rate. There is also a Columbian Holding Company regime (CHC) in place.
Domestic rate applies, no reduction under the tax treaty. Source state has exclusive right to tax.

The reduced 5% rate applies if the beneficial owner is a company that controls directly or indirectly at least 10%
of the voting power in the dividend-paying company.
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4. The reduced rate applies if the beneficial owner is a company which holds directly at least 25% of the capital of
the dividend-paying company.

5. The lower rate applies to interest derived by banks or insurance companies.

6. The lower rate applies to interests derived by the government, central bank or any financial institution performing
functions of a governmental nature.

7. Exclusive taxation by the resident country.

8. The lower rate applies if the beneficial owner is a company other than a partnership which holds directly at least
20% of the capital of the dividend-paying company.

9. Effective date: 1 January 2020.

COOK ISLANDS

City Name Contact Information

Avarua Mark Withers +64 9 376 8867
mark@wt.co.nz

BASIC FACTS

Full name: Cook Islands

Capital: Avarua

Main languages: English, Cook Islands Maori

Population: 17,562 (2020 estimate)

Monetary unit: New Zealand Dollar (NZD)

Internet domain: .ck

Int. dialling code: +682

A. TAXES PAYABLE

CORPORATE TAX

A resident company pays a flat 20% corporate income tax on worldwide profits. A non-resident company pays
28% corporate tax on profits derived from Cook Islands-sourced income.

CAPITAL GAINS TAX
There is no capital gains tax in the Cook Islands.

BRANCH PROFITS TAX

Non-resident companies are subject to income tax on their Cook Islands-sourced income under the normal
income tax rules applicable to resident companies at a rate of 28% (resident companies pay 20%).

There is no branch remittance tax.

VALUE ADDED TAX (VAT)
VAT is levied at 15% on most goods and services.

The threshold for VAT registration is an annual turnover of NZD 40,000 or more or an expected turnover of
NZD 40,000 or more in the next twelve months.

If taxable annual turnover is less than NZD 40,000 one can opt to register for VAT. If annual turnover does
not exceed NZD 20,000 one cannot register for VAT.

B. DETERMINATION OF TAXABLE INCOME
Income is taxed after deduction of exempt income, deductible expenses, depreciation allowances and losses.
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Assets which cost NZD 500 or less can be written off immediately.

Some depreciation rates according to the straight line method are as follows:

Cook Islands

described above)

Assets Rate (%)
Agriculture and aquaculture 7-25
Audio, video and photography 12.5-33
Building and engineering industry 7-25
Buildings 25-5
Food industry 10 -33
Fuel industry 4-125
Leisure 7-33
Motels and hotels 7-20
Office equipment 7-33
Transportation 4 -50
Default rate (for assets not 10%

LOSSES

Losses may be carried forward indefinitely but cannot be carried back.

C. FOREIGN TAX RELIEF

Foreign tax relief is available in the form of a credit for foreign tax paid subject to the condition that is
substantially of the same nature as domestic income tax. The credit may not exceed the amount of Cook

Islands tax payable on foreign income concerned.

D. CORPORATE GROUPS

There is no group taxation regime in the Cook Islands.

E. ANTI-AVOIDANCE RULES

Transfer pricing

TP adjustments may be made under the 2014 Income Tax Regulations in respect of international non-arm’s

length dealings between associated persons.

Transactions must be consistent with the arm’s length principle as laid down in article 9 of the OECD Model

Tax Convention.

APA’s (Advance pricing agreements) can be requested for.

Controlled foreign companies (CFC)
There are no CFC regulations.

Thin capitalisation

A 1.5:1 debt-to-equity ratio is in place at the level of a foreign-controlled resident company. A deduction for

interest paid over this ratio is disallowed.

F. WITHHOLDING TAX

Dividends, interest and royalties paid to non-resident companies are subject to a 15% withholding tax.
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G. PERSONAL TAX

Taxable income (NZD) Marginal rate (%)
Up to 11,000 0
11,001 — 30,000 17
30,001 - 80,000 27
Over 80,000 30
COSTA RICA
MEMBER FIRM
City Name Contact Information
San José Stefaan De Ceulaer +44 20 3691 2511

stefaan.deceulaer@pkf.com

BASIC FACTS

Full name: Republic of Costa Rica

Capital: San José

Main languages: Spanish, Mekatelyu, Bribri, Patois
Population: 5.09 million (2020 estimate)
Monetary unit: Costa Rican Col6n (CRC)
Internet domain: .cr

Int. dialling code: +506

A. TAXES PAYABLE

COMPANY TAX

Costa Rica has a classical corporate tax system, where a general income tax (impuesto sobre las utilidades,
GIT) is taxed both at the corporate level and at the shareholder level.

Under the territoriality principle, both residents and non-residents are only taxed on Costa Rican-source
income. The GIT is levied on net income derived by resident corporations. Non-resident corporations are
subject to a final withholding tax.

The corporate tax year runs from 1 October to 30 September. However, as from 2020, the fiscal year will run
from 1 January until 31 December 31. It is therefore possible that the fiscal year of 2020 contains 15 months:
from 1 January until 31 December 2020, and including October, November and December 2019.

Companies need to make 3 installments of income tax during the year (on the last working day of March June
and September).

On 26 September 2019, Executive Decree No. 4198-H was gazetted, setting new income tax brackets for
tax year 2020:

¢ 5% on the first CRC 5,143,000 of annual net income;

*  10% between CRC 5,143,001 and CRC 7,715,000 of annual net income;
*  15% between CRC 7,715,001 and CRC 10,286,000 of annual net income;
¢ 20% on the excess of CRC 10,286,000 of annual net income.

The abovementioned brackets are applicable for small enterprises with annual gross income not exceeding
CRC 109,032,000. Companies with annual gross income exceeding this threshold are subject to a 30% tax rate.

In addition, the following exemptions are established for micro and small businesses registered with the
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Ministry of Economy, Industry, and Commerce or with the Ministry of Agriculture and Livestock:
* 0% of tax on profits in the first year of commercial activities.

*  25% of tax on profits in the second year of commercial activities.

*  50% of tax on profits in the third year of commercial activities.

BRANCH PROFITS TAX

In Costa Rica branches of foreign companies are subject to corporate income tax according to the rates set
out in the table under ‘Company Tax’. There is no branch remittance tax.

CAPITAL GAINS TAX

As from 1 July 2019, the Tax Reform law created a capital gains tax of 15% which applies to investment
income and real estate. For real estate the law provides a one-time exemption for those property owners that
own property before the law comes into effect. Those will pay 2.25%. Also the primary residence is exempt
from capital gains.

VALUE ADDED TAX

From 1 July 2019, Costa Rica has moved from a sales tax system to a VAT system. The previous sales tax
rate in Costa Rica was 13% and it only applied to a limited number of products. Changing to a Value Added
Tax system covers products and services. The general tax rate remained at 13% while there is a 4% tax on
airline tickets and healthcare services. A 2% tax is levied on medical products, raw materials and machinery
used for production, insurance premiums, purchase and sale of university issued products. Basic food
necessities from a specific list is subject to a 1% tax.

OTHER TAXES

*  Municipal Office Taxes: taxes are paid according to set rates and total assets of the company but the local
municipality imposes the payment depending on several factors.

«  Corporation Tax: all commercial companies have to pay this tax in January. The rates are as follows:

Tax due (CRC)
Companies without commercial activities 66,930
Companies with gross income not exceeding CRC 53,544,000 111,550
Companies with gross income between CRC 53,544,000 and CRC 124,960,000 133,860
Companies with gross income exceeding CRC 124,960,000 223,100

« Social Security Tax: payments made monthly by employees and employees on the payroll of companies
for the purpose of guaranteeing the functioning of the worker social security system and retirement
benefits at the national level.

«  Consumption tax: imposed on the import or domestic manufacture of goods. The rates are variable and
selective, affecting only certain types of goods.
* Solidarity tax: imposed on dwellings (real estate) including those used habitually, occasionally or for

recreational use and calculated on the estimated value of the real estate asset taking into account land
and constructions. The rates are as follows:

Amount (CRC) Rate (%)
Up to 133,000,000 0
133,000,000.01 — 334,000,000 0.25
334,000,000.01 — 670,000,000 0.30
670,000,000.01 — 1,004,000,000 0.35
1,004,000,000.01 — 1,340,000,000 0.40
1,340,000,000.01 — 1,673,000,000 0.45
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1,673,000,000.01 — 2,010,000,000 0.50

Over 2,010,000,000 0.55

B. DETERMINATION OF TAXABLE INCOME

CAPITAL ALLOWANCES
There are currently no capital allowances in Costa Rica.

DEPRECIATION

Deprecation methods allowed are the straight-line method and the sum-of-the-year’s digits method although
the tax authorities may authorize the use of other methods.

Annual rates of depreciation based on the straight-line method are the following:
+  Buildings in general: 2%;

*  Wooden buildings: 4%-6%;

*  Construction machinery and equipment: 15%;

*  Motor vehicles: 10%;

*  Machinery and equipment: 10%;

*  All types of boats: 10%;

*  Farming machinery: 10%.

STOCK/INVENTORY
Stock/inventory is not taxable in Costa Rica.

CAPITAL GAINS AND LOSSES

Capital gains are not taxable in Costa Rica subject to certain exceptions (see above under ‘Capital Gains
Tax’).

DIVIDENDS

Dividends are not taxable at the level of corporations in Costa Rica, i.e. dividends received by a resident
company from another resident company are exempt from corporate income tax. However, this income is
subject to a 15% final withholding tax when paid to individuals or foreign entities.

INTEREST DEDUCTIONS

Thin capitalisation rules were introduced further to the 2019 Tax Reform and are applicable to financing from
shareholders or related parties. In such cases, interest will be deductible up to 20% of the earnings before
tax, depreciation, and amortization (EBDITA). The difference may be deducted in the following years until the
expense is amortised. Thin capitalisation rules do not apply to loans granted by local banks or non-domiciled
financial entities supervised in their country of origin.

LOSSES

* Business losses from industrial enterprises may be carried forward for 3 years and deducted in equal or
different percentages, provided the aggregate does not exceed 100%.

«  Agricultural enterprises may carry forward losses for up to 5 years.
« Losses incurred by commercial enterprises may not be carried forward.
* There is no carry-back of losses.

FOREIGN SOURCED INCOME

The corporate tax system is based on the territoriality principle. Tax is only due on business income generated
in Costa Rica, i.e. income from services rendered, capital invested and goods located in the country.

INCENTIVES

Companies operating in a Free Zone enjoy a number of exemptions which are valued according to the
conditions of each company that wants to be established in these zones.
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C. FOREIGN TAX RELIEF

There is no double taxation relief for foreign taxes as the Costa Rica tax system is based on the territoriality
principle. Foreign taxes paid are not deductible for income tax purposes.

D. CORPORATE GROUPS
Costa Rican law does not allow group consolidation.

E. RELATED PARTY TRANSACTIONS

Since 2013 there are first-time transfer pricing rules applicable to business entities or individuals conducting
transactions with related parties. These rules follow the OECD Transfer Pricing Guidelines and are based
on the at arm’s length principle. They provide for advance pricing agreements (APAs), documentation
requirements, an annual information return and a transfer pricing methodology.

On 2 February 2018, Costa Rica gazetted Resolution No. DGT-R-001-2018, setting out the rules for filing a
Country-by-Country (‘CbC’)report.

The parent company of a multinational group resident in Costa Rica with consolidated group revenue of the
equivalent of EUR 750 million in the Costa Rican currency — presently CRC 529.3 million (USD 924.7 million)
— must comply with the obligation to file a CbC report, in line with the rules set out in the Resolution, which is
intended to align Costa Rica's transfer pricing documentation regime with the recommendations put forward
by the OECD in its Action 13 report on tackling base erosion and profit shifting.

The Resolution provides that groups covered by the regime must identify the entity that will file a CbC report
by the last working day of the month of March each year, beginning in March 2018, through an official letter
that must be sent digitally and signed by the local representative of the entity, addressed to the Director
General of Taxation. The same deadline and rules apply to groups whose ultimate parent entity is in Costa
Rica that have elected to file a CbC report in a different territory.

The Resolution provides that regardless of the month in which a reporting entity's fiscal period ends, the first
CbC report must be furnished by 31 December 2018, at the latest, relating to the 2017 fiscal year. The same
schedule applies to future years: the CbC report is required by 31 December 31 of each year following the
relevant fiscal period.

F. WITHHOLDING TAX

Dividends paid to individuals or foreign entities are subject to a 15% final withholding tax. A lower rate of 5%
applies if the stock of the company distributing dividends is traded on the Stock Exchange and if such stock
was acquired on that market.

Interest, commission, fees and other financial expenses paid or credited to non-residents are subject to a 15%
final withholding tax applied to the gross amounts.

However, interest is exempt from tax when paid to:

« multilateral or bilateral development institutions;

« development banks; or

« non-profit entities that are exempt from income tax.

Royalties from a Costa Rican-source paid or credited to non-residents are subject to a 25% final withholding
tax on the gross amount.

Technical and financial advice fees are subject to a 25% final withholding tax on the gross amount.

G. EXCHANGE CONTROL

There is no foreign exchange control. Repatriation payments may be done in any currency. Both residents
and non-residents may hold bank accounts in any currency.

H. PERSONAL TAX

An executive decree gazetted on 26 September 2019 updated the salary and income tax brackets and tax
credit amounts for individuals for the 2019/20 tax year (i.e. 1 October 2019 to 31 December 2020).
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Self-employed individuals

Annual income (CRC) Rate
Up to 3,732,000 0%
3,732,001 to 5,573,000 10%
5,573,001 to 9,296,000 15%
9,296,001 to 18,631,000 20%
Over 18,631,000 25%
Salaried individuals
Monthly income (CRC) Rate
Up to 840,000 0%
840,001 to 1,233,000 10%
1,233,001 to 2,163,000 15%
2,163,001 to 4,325,000 20%
Over 4,325,000 25%

TREATY AND NON-TREATY WITHHOLDING TAX RATES

Costa Rica has a Free Commerce Treaty with the USA, Central America and the Dominican Republic and
double tax treaties with Germany and Spain.

Dividends Interest Royalties
(%) (%) (%)
Non-treaty countries:
Companies 5415 03/15 25
Individuals 5/15 8/15 25
Treaty countries:
Germany? 5115 0/5 10
Mexico® 51112 10 10
Spain 5112 08/57/108 10
Notes:

1.

The 5% reduced rate applies if the beneficial owner is a company (other than a partnership) which holds directly
at least 20% of the capital of the dividend-paying company.

Effective date: 1 January 2017.

Interest is exempt from withholding tax if paid to: (i) multilateral or bilateral development institutions (ii)
development banks or (iii) non-profit entities that are exempt from income tax.

4. The 5% reduced rate applies if the stock of the dividend-distributing company is traded on a recognized Stock
Exchange and if such stock was acquired in that market.

5. Effective date: 1 January 2020.

6. The 0% rate applies if (i) the beneficial owner is a contracting State or a political subdivision or local authority
thereof or (i) the interest is paid in connection with the sale on credit of merchandise or equipment to an enterprise
of a contracting State or (iii) the interest is paid in respect of a loan made by a bank or another credit institution.

7. The 5% rate applies if the term of the loan is 5 years or more.

8. As from 1 January 2017, under the application of a most favoured nation clause the 10% general rate is reduced
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CROATIA
MEMBER FIRM
City Name Contact Information
Zagreb Diana Anticic +385 16 187 155
diana.anticic@porezni-savjetnik.com
BASIC FACTS
Full name: Republic of Croatia
Capital: Zagreb
Main languages: Croatian

Population:
Monetary unit:
Internet domain:

Int. dialling code:

4.11 million (2020 estimate)
Croatian Kuna (HRK)

.hr

+385

KEY TAX POINTS

« Companies residents in Croatia are subject to corporate tax on profit generated domestically and abroad.
Non-resident companies are subject to corporate tax only on profit generated domestically.

« There are no specific rules for branches or groups of companies. Each company is taxed separately.
+ Transactions between related companies have to respect transfer pricing principles.

* The standard VAT rate is 25%. There are also reduced rates: 13% and 5% for certain supply of goods
and services.

* Many types of payments are subject to withholding tax, such as salaries, dividends, interest and other
income.

*  Croatian residents — natural persons are subject to income tax on their worldwide income. Non-residents
are taxed on income generated in Croatia.

* Real estate tax is paid on real estate transactions (purchase, replacement, gift, etc.). A tax exemption
may be applicable subject to certain conditions.

A. TAXES PAYABLE
FEDERAL TAXES AND LEVIES

COMPANY TAX

Resident companies with a registered office or place of management and supervision in Croatia are taxed on
their worldwide income. Non-resident companies are taxed only on income derived in Croatia.

The tax year is usually the calendar year. However, the taxpayer can choose to have a fiscal year different
from the calendar year, which is subject to approval by the Tax Administration.

The profit tax is paid based on the determined tax base at the rate of:
*  12% if, during the tax period, revenue has been generated up to HRK 7,500,000; or
«  18% if, during the tax period, revenue has been generated over HRK 7,500,000.

Taxpayers are required to submit a corporate income tax return no later than four months following the end
of the tax period.

CAPITAL GAINS TAX

Companies - Capital gains derived by a company from the sale of any capital assets are generally included in
its ordinary profits. However, gains from the company's own shares (treasury shares) are not taxed.
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BRANCH PROFITS TAX

There is no separate branch profit tax in Croatia. Trading profits and capital gains of a Croatian branch of a
foreign company are calculated and taxed on the same basis as those of a Croatian resident company and
only for Croatian sourced income.

Based on an official opinion issued by the Croatian Tax Authority on 17 August 2017, distribution of ‘dividends’
from a Croatian permanent establishment to its foreign head office is subject to withholding tax in Croatia.

VALUE ADDED TAX (VAT)

VAT is payable on sales of goods and supplies of services, import of goods and intra-community acquisitions
of goods.

The general VAT rate is 25%. Reduced rates of 13% (bed and breakfast accommodation, half board or full
board at hotels or similar establishments, newspapers and magazines of a newspaper publisher having a
media statute, edible oils and fats, vegetable and animal origin, baby car seats, baby diapers and baby
food, tickets for concerts, water supply in terms of public water supply, electricity supply, public utility waste
collection service, fresh meat and fish supply, etc.) and 5% (all kinds of bread, all kinds of milk, books of
professional, scientific, artistic, cultural and educational content, medicines approved by the competent
authority for medicines and medical products, medical equipment, movie tickets, newspapers of publishers
with a daily newspaper statute , scientific journals, etc.) are also levied.

SPECIAL TAX AND EXCISE DUTIES

Special taxes are applicable to:

1 motor vehicles;

2. coffee and non-alcoholic beverages;

3. vehicle liability insurance premiums and comprehensive car insurance premiums.
Excise duties are applicable to:

1. alcohol and alcoholic beverages;

2. tobacco products;
3. energy;
4. electricity.

LOCAL TAXES

In Croatia, the following local taxes are payable:
inheritance and gift tax;

motor vehicles tax;

vessels tax;

slot machines tax;

surtax;

consumption tax;

holiday homes tax;

use of public areas tax.

© N O A N>

OTHER TAXES
FRINGE BENEFITS TAX
Fringe benefits are subject to salary tax according to the value of the benefit in kind. The fringe benefits are

taxed at the level of the employee and include the private use of a company vehicle, interest fee loans of 2%
and any other non-business-related expense for the benefit of the employee.

REAL ESTATE TRANSFER TAX

Tax is charged at a rate of 3% of the market value of the real estate for transactions that include sale and
any other means of transfer of ownership of real estate. If VAT is paid, the transaction is not subject to real
estate transfer tax.
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B. DETERMINATION OF TAXABLE INCOME

The taxable income of a company (corporate income tax base) is determined in accordance with the
accounting regulations as the difference between revenue and expenses assessed in the profit and loss
statement, adjusted for certain items that increase or decrease the tax base.

The tax base can also be determined by the cash principle for realised revenue not exceeding HRK 7.5 million
in the previous tax period. The option is granted to taxpayers who are at the same time VAT taxpayers and
are paying VAT based on the realised income.

DEPRECIATION

Depreciation is calculated by using the straight-line method over the estimated useful life of an asset. Standard
annual depreciation rates prescribed by the Corporate Income Tax Act can be doubled for tax purposes. The
deduction for tax depreciation cannot exceed the expense for accounting depreciation. Depreciation expense
for personal cars and other vehicles used for personal transportation, whose purchase cost exceeds 400,000
HRK, is tax deductible only for depreciation calculated on the amount of up to 400,000 HRK.

Standard depreciation rates prescribed by the Corporate Income Tax Act (max. tax deductible):

Assets Rate
Buildings and ships over 1,000 gross registered tons 10%
Personal cars and primary herd 40%
Intangible assets, equipment, vehicles (excluding personal cars), machinery 50%
Computers, computer hardware and software, mobiles and network equipment 100%
Other non-mentioned assets 20%

STOCK / INVENTORY

Inventories are valued at the lower of acquisition cost or net realizable value. They include acquisition costs,
conversion costs and other costs incurred in bringing inventories to their current location and condition.
Accepted valuation methods include “first in, first out” (FIFO) or weighted average method.

Allowable limits of inventory shortages are prescribed.

CAPITAL GAINS AND LOSSES

Capital gains and losses are included in taxable income and are subject to regular corporate income tax rates.
Specific rules apply to unrealised gains and losses on certain types of assets and may not be taxable or not
tax deductible, and may be recognised for tax purposes in the period of the realisation of the asset.

DIVIDENDS

Dividends (profit distribution) are subject to:

* income tax on income from capital for resident natural persons - 12%;

* income tax on income from capital for non-resident natural persons - 12% (when a double tax treaty is
not applicable);

« withholding tax for foreign companies - 12% (when a double tax treaty is not applicable).

Profit distribution to domestic companies is not taxable.

INTEREST DEDUCTIONS
Interest on late payment is tax deductible unless due to related companies.

Interest expense on loans between related companies is deductible up to the amount prescribed by the
Finance Minister and published by the Croatian National Bank. For 2020 the maximum allowed interest rate
is 3.42%. Interest expense calculation must also comply with thin capitalisation rules.

The interest rate determined according to the transfer pricing rules and applicable to all contracts may be
applied instead of maximum interest rate allowed of 3.42%.

Thin capitalisation

Interest paid or accrued on a loan is not deductible if (i) the loan is granted by a shareholder or member
owning more than 25% of the share capital or voting power of the company and (ii) the loan exceeds the

219 PKF Worldwide Tax Guide 2020/21



Croatia

amount of four times the shareholder’s or member’s share in the capital or voting rights. The thin capitalization
rules do not apply to loans granted by banks or other financial institutions.

Interest limit rule

As from 1 January 2019, the tax deductibility of interest is limited, in line with the EU Anti-Tax Avoidance
Directive (ATAD) (2016/1164). A deduction of excessive borrowing costs from the taxable base is limited if
the following criteria are met:

« the borrowing costs exceed 30% of earnings before interest, tax, depreciation and amortisation (EBITDA).
« the borrowing costs in a financial year exceed EUR 3 million; and

If both criteria are established, it must be assessed whether the company is in a profit or loss-making position
in order to determine whether the borrowing costs which exceed EUR 3 million and 30% of EBITDA exceed
the loss incurred. The portion exceeding the loss will be taxed.

Non-deductible excessive borrowing costs can be carried forward for 3 years.

LOSSES
Tax losses can be carried forward for up to five years. Carry-back of tax losses is not allowed.

Tax losses carried forward may be lost after a business combination (merger, acquisition, i.e.) and/or change
of ownership of more than 50% if the taxpayer did not perform any business activity in the two years preceding
such an event or if the business activity of the taxpayers changed within two years after such an event.

TAX INCENTIVES

Tax incentives are available in accordance with the Corporate Income Tax Act and other special legislation
regulating incentives. Incentives can be granted for investment activities, business support activities, and
activities with higher added value. The tax base can hence be reduced by 50% to 100%.

Investment incentives depend on the amount invested and number of employees contracted. Employment
incentives are granted for creating new jobs and for training required by the new job.

C. FOREIGN TAX RELIEF

Foreign tax paid on income earned by a Croatian resident may be credited against his income or corporate
tax liability. The income should be earned directly or through a permanent establishment abroad. The tax relief
may be granted up to the amount of the Croatian corporate tax payable.

D. CORPORATE GROUPS

Consolidated returns or other tax reliefs for corporate groups are not allowed. Companies within the group
must submit separate tax returns and are taxed separately.

E. RELATED PARTY TRANSACTIONS

Related parties shall mean parties wherein one party participates directly or indirectly in management,
supervision, or capital of the other party, or both parties participate directly or indirectly in management,
supervision or capital of the company.

Transactions between related parties must be contracted under the terms and conditions that would be
agreed between unrelated parties. Companies should prepare and maintain transfer pricing documentation.
Interest paid or accrued between related parties must correspond to interest as would have been agreed
between unrelated parties. Excessive interest payment is not deductible.

Transfer pricing rules also apply to transactions between related domestic entities if one of the entities is
entitled to tax relief or has a right to carry forward tax losses from previous tax years.

F. WITHHOLDING TAX

Withholding tax at the rate of 15% is applied to payments of fees related to intellectual property rights,
services of market research, business consulting, tax consulting, auditing, and interest to foreign legal entities,
performance of artists, entertainers and athletes. Withholding tax on dividends and profit sharing is taxed at
the rate of 12%.

The Corporate Income Tax Act and certain EU Directives provide for special treatment for dividends, royalties, and
interest paid to related companies in other EU states. A full exemption may be applied under certain conditions.

An increased 20% withholding tax is applicable for all payments subject to withholding tax and paid to
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countries on the EU list of non-cooperative jurisdictions.

If a country has concluded a double tax treaty with Croatia, withholding tax rates may be lower than the non-
treaty rates. To benefit from lower rates, a special application needs to be completed and submitted.

Croatia is currently taking preparatory actions to ratify the MLI.

G. EXCHANGE CONTROL

The Croatian National bank and the Foreign Exchange Act regulate domestic and foreign currency
transactions. There are no restrictions on transfers of paid-in share capital, dividends, profit, interest, loyalty,
and similar payments.

H. PERSONAL TAX
Income tax is chargeable on Croatian residents natural persons for income generated in Croatia and abroad.
Croatian residents are taxed on the following types of income:

* income from employment (progressive taxation, rates 24% (up to HRK 360,000) and 36% (over HRK
360,000));

* income from self-employment (progressive taxation, rates 24% and 36%);

* income from property and property rights (tax rate 12% and 24%);

* income from capital (tax rate 12%, 24% and 36%);

« other income (tax rate 24%).

Income from employment, self-employment and other income are annual income. For these types of income,
the annual tax calculation is carried out. When calculating the annual tax liability, advanced paid tax (paid
withholding tax for salaries and other income) is included.

Income from property and property rights, capital and insurance is final income. They are subject to
withholding tax and are not included in the annual tax liability.

CAPITAL GAINS

« Capital gains from the sale of movable property and securities are currently not subject to tax. The
capital gains tax at a rate of 12% plus city surcharge applies to gains derived from financial instruments.
However, such gains are not taxable if the financial instruments are held for more than 2 years.

« Capital gains from the sale of immovable property and proprietary rights are taxed by way of final
withholding. The taxable amount is the market value of the property less the acquisition price (adjusted
for inflation) and costs of alienation. However, such gains are not taxable if (i) the sale takes place after
2 years of ownership, (ii) the taxpayer or his dependants lived on the property before the sale or (iii) the
sale is directly connected with a divorce or with an inheritance.

ANNUAL INCOME

The withholding liability for personal tax lies with the employer. The taxable base is calculated by applying
prescribed tax deductions and tax allowances to the total amount of the so called “annual income”. The
taxpayer's personal deduction is a non-taxable part of the income which amounts to HRK 4,000 per month.
Tax rates are progressive and applicable to the taxable base when assessing annual income, comprised of
employment income, self-employment income and other income not considered as final other income.

The applicable tax rates are:

Taxable income (HRK) Rate (%)
Up to 360,000 24
Over 360,000 36

Employers are obliged to withhold tax from salaries at the following progressive rates:

Taxable income (HRK per month) Rate (%)
Up to 30,000 24
Over 30,000 36
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Municipalities are authorised to introduce a surcharge on the income tax at rates between 10% and 30%,
depending on the number of inhabitants. The actual highest rate of the surcharge is currently 18% (e.g. in Zagreb).

SOCIAL CONTRIBUTIONS

Employers calculate and pay contributions for their employees. Pension insurance contributions are calculated
at a rate of 20% on gross salary. Pension insurance contributions are withheld from the salary. Contributions
for health insurance (16,5%) are calculated on the gross salary but are at the employer's expense.

I. TREATY AND NON-TREATY WITHHOLDING TAX RATES

Croatia has signed double tax treaties on avoidance of double taxation with 65 countries listed below. If
double tax treaty applies, double taxations avoidance is ensured in accordance with the provisions of relevant
treaty, mostly by granted tax relief on a credit basis.

Divid_ends with | Dividends in Interest Royalties
capital share | all other cases (%) (%)
(%) (%)

Non-treaty countries:

Corporations 12 12 0/15/20 0/15/20

Individuals 12 12 12 24
Treaty countries:
Albania 10 10 10 10
Armenia 02 10 10 5
Austria 03 15 5 0
Azerbaijan 510 10 10 10
Belarus 51 15 10 10
Belgium 58 15 10 0
Bosnia and Herzegovina 51 10 10 10
Bulgaria 5 5 5 0
Canada 5 15 10 10
Chile 57 15 5/15 5/10
China 5 5 10 10
Czech Republic 5 5 0 10
Denmark 52 10 5 10
Estonia 58 15 10 10
Finland 52 15 0 10
France 03 15 0 0
Georgia 5 5 5 5
Germany 53 15 0 0
Greece 52 10 10 10
Hungary 51 10 0 0
Iceland 5 10 10 10
India 58 15 10 10
Indonesia 10 10 10 10
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Iran 52 10 5 5
Ireland 55 10 0 10
Israel 52/10° 15 5/10 5
Italy 15 15 10 5
Japan 5 1043 5 5
Jordan 51 10 10 10
Kazakhstan 52 10 10 10
Korea (South) 51 10 5 0
Kosovo 52 10 5
Kuwait 0 0 10
Latvia 52 10 10 10
Lithuania 51 15 10 10
Luxembourg 53 15 10 5
Malaysia 53 10 10 10
Malta 54 5 0 0
Mauritius 0 0 0
Moldova 51 10 10
Montenegro 51 10 10 10
Morocco 8! 10 10 10
Netherlands 03 15 0 0
North Macedonia 51 15 10 10
Norway 15 15 0 10
Oman 0 0 5 10
Poland 52 15 10 10
Portugal 53 10 10 10
Qatar 0 0 0 0
Romania 5 5 10 10
Russia 56 10 10 10
San Marino 51 10 10 5
Serbia 51 10 10 10
Slovak Republic 51 10 10 10
Slovenia 5 5 5 5
South Africa 51 10 0 5
Spain 08 15 0 0
Sweden 52 15 0 0
Switzerland 52 15 5 0
Syria 53 10 10 12
Turkey 10 10 10 10
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Dividends with | Dividends in .
N Interest Royalties

capital share | all other cases (%) (%)
(%) (%) ° °

Turkmenistan 10 10 10 10
Ukraine 51 10 10 10
United Arab Emirates 5 5 5 5
United Kingdom 51171512 10 5 5
Vietnam 10 10 10 10

Notes:

1

If the beneficial owner is a company which holds directly at least 25% of the capital of the company paying the
dividends.

2. If the beneficial owner is a company (excluding partnership) which holds directly at least 25% of the capital of the
company paying the dividends.

3. If the beneficial owner is a company which holds directly at least 10% of the capital of the company paying the
dividends.

4.  When the dividends are paid by a company which is a resident of Croatia to a resident of Malta who is the
beneficial owner.

5. If the beneficial owner is a company (excluding partnership) which holds directly at least 10% of the capital of the
company paying the dividends.

6. If the beneficial owner is a company (excluding partnership) which holds directly at least 25% of the capital of the
company paying the dividends and this share should be at least 100,000 USD.

7. If the beneficial owner is a company which holds directly at least 20% of the capital of the company paying the
dividends.

8. If the dividends are paid to a company the capital of which is wholly or partly divided into shares, as long as it
holds directly at least 25% of the capital of the company paying the dividends.

9. If the beneficial owner is a company which holds directly at least 10 per cent of the capital of the company paying
the dividends where that latter company is a resident of Israel and the dividends are paid out of profits which are
subject to tax in Israel at a rate which is lower than the normal rate of Israeli company tax.

10. If the beneficial owner is a company (excluding partnership) which holds directly at least 25% of the capital of the
company paying the dividends and has invested to the capital of that company at least 150,000 EUR.

11. If the beneficial owner is a company which is a resident of the other Contracting State and controls, directly or
indirectly, at least 25% of the capital of the company paying the dividends (other than where the dividends are
paid by an investment vehicle as mentioned in subparagraph (b)).

12. When dividends are paid out of income (including gains) derived directly or indirectly from immovable property
within the meaning of Article 6. by an investment vehicle which distributes most of this income annually and
whose income from such immovable property is exempted from tax.

CYPRUS

MEMBER FIRMS

City Name Contact Information
Limassol Nicholas Stavrinides +357 25 868000

nicholas.s@pkf.com.cy

Nicosia Nicolas Nicolaou +357 22 462727

nicolas.nicolaou@pkf-nic.com

BASIC FACTS
Full name: Republic of Cyprus
Capital: Nicosia (Lefkosia to Greek Cypriots, Lefkosa to Turkish Cypriots)
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Main languages: Greek, Turkish

Population: 1.21 million (2020 estimate)
Monetary unit: Euro (EUR)

Internet domain: .cy

Int. dialling code: +357

KEY TAX POINTS

« Companies resident in Cyprus are subject to corporation tax on all their income: non-resident companies
only on profits derived from Cyprus. Branches managed and controlled from Cyprus are taxed as resident
companies.

* Capital gains tax applies to residents and non-residents disposing of immovable property situated in
Cyprus, and shares in companies owning such assets.

* VAT is charged on taxable supplies and imports. A reduced rate, zero rate and exemption regime applies
to the supply of certain goods and services.

« Inthe absence of a tax treaty, the tax paid on overseas income in a non-treaty country is normally allowed
as a tax credit by concession and proof of payment. The tax credit may not exceed the Cyprus corporation
tax on the overseas income.

*  Cyprus tax resident individuals are subject to income tax on worldwide income, non-residents are subject
to income tax on Cyprus-sourced income only.

*  Cyprus tax resident and domicile individuals are subject to defence contributions on dividend, interest
and rental income. Cyprus tax residents who are not Cyprus domiciles are exempted from defence
contribution.

* Anindividual is considered of a Cyprus domicile if he/she has a domicile of origin in Cyprus based on
the provisions of the Will and Succession legislation. Examples of domicile may include domicile of the
parents at the time of birth or permanently living and intending to live in a country.

* Notwithstanding the above, an individual who although not of a Cyprus origin has been a Cyprus tax
resident for 17 out of the last 20 years, prior to the relevant tax year, is considered as a Cyprus domicile.

A. TAXES PAYABLE

COMPANY TAX

A Cyprus resident company is subject to corporation tax on its worldwide income. Non-resident companies are
subject to corporation tax only on profits derived in the Republic. Resident companies are those companies
whose management and control is exercised from Cyprus.

The corporation tax rate is 12.50%. Taxes are paid by two instalments in advance based on a provisional
assessment, which should be at least 75% of the final tax charge. A fiscal year is the calendar year.

CAPITAL GAINS TAX

Gains in respect of the sale of immovable property situated in Cyprus (including shares of a company having
immovable property) are subject to Capital Gains Tax. Both residents and non-resident persons are subject to
capital gains tax if they own immovable property in Cyprus. The applicable rate on the taxable income is 20%.

No tax is levied in respect of immovable property situated abroad. No tax is levied on capital gains in respect
of profits on disposal of shares of companies (other the ones which own immovable property).

BRANCH PROFITS TAX

Branches of foreign companies managed and controlled from Cyprus are taxed as if they were Cyprus
resident companies. Foreign branch profits of Cyprus companies are relieved from Cyprus tax.

VALUE ADDED TAX (VAT)

VAT is generally imposed on taxable supplies of goods and services and undeveloped land for business
purposes at the standard rate of 19%.

Certain supplies of goods and services are charged at the reduced rates of 5% - 9%; others are zero-rated,
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notably ship management services. Some supplies of goods and services are exempt from VAT: specifically,
financial services, health and welfare, insurance, and education.

The annual VAT registration threshold is EUR 15,600.

Cyprus has adopted the provisions of the EU Directive 2008/8/EC effective from 1 January 2010. Exports of
goods or provision of services to non-EU or to EU VAT registered persons are subject to 0%.

FRINGE BENEFITS TAX

Certain benefits such as use of cars for private purposes, rent, school fees etc are considered as benefits in
kind and taxed accordingly.

LOCAL TAXES

Local taxes include transfer fees on sale and purchase of property, stamp duty (only in respect of assets
situated in Cyprus or agreements executed in Cyprus).

OTHER TAXES

Contributions to the social insurance fund are paid on the salaries of resident employees. The total amount
paid by an employer can vary from 12 to 14% of the gross salary. The employee pays a further 8.3%.
Employers contribute a further 2.90% and the employees 2.65% on the National Health Scheme. The
maximum salary on which contributions are paid is currently EUR 4,572 per month and for the NHS EUR
180,000 per annum.

B. DETERMINATION OF TAXABLE INCOME

Resident companies pay taxes on their net taxable profits. These are determined by pooling their worldwide
income and deducting allowable expenses, charges and capital allowances. Non-resident companies pay
taxes on their Cyprus-sourced income only.

CAPITAL ALLOWANCES

Annual wear and tear allowances are allowed on various assets including plant and machinery; fixtures
and fittings; commercial vehicles; hotels; commercial buildings; industrial buildings; computer hardware and
software; and loose tools. Allowances range from 3% to 33% per annum. No capital allowances are given for
saloon cars not used in the business.

DEPRECIATION

Depreciation included in the financial statements of entities is disallowed for tax purposes, as capital
allowances are given instead. For accounting purposes, depreciation rates applied are those which write-off
the assets over their useful life.

STOCK / INVENTORY
Opening and closing stocks are normally stated at the lower of cost and net realizable value on a FIFO basis.

CAPITAL GAINS AND LOSSES

Capital gains are computed separately and do not form part of the annual taxable income for corporation tax
purposes. Indexation allowance is available for the determination of the taxable gains and losses. Capital
losses can be offset against capital gains.

DIVIDENDS

Dividends receivable are exempt from corporation tax. Resident companies withhold contributions to the defence
fund of the Republic on dividends paid only to Cyprus tax domicile and resident individuals at the rate of 17%.

INTEREST DEDUCTIONS

Interest expense is deductible if the borrowing is wholly and exclusively for the purposes of producing income.
Interest paid to a connected party is a deductible expense.

Notional interest deductions are given on issue of share capital to encourage avoidance of thin capitalisation
up to 80% on the annual taxable income. Interest deductibility restrictions exist to the extent that a company
has non-business assets.

226 PKF Worldwide Tax Guide 2020/21



Cyprus

The Anti-Avoidance Tax Directive (ATAD) provisions have been transposed into domestic tax legislation
regarding interest limitation rules. As from 1 January 2019, exceeding borrowing costs shall be deductible
in the tax period in which they are incurred only up to 30% of the taxpayer’s earnings before interest, tax,
depreciation and amortisation (EBITDA). Exceeding borrowing costs means the amount by which the
deductible borrowing costs of a taxpayer exceed the taxable interest and related revenues that the taxpayer
receives according to national law. In cases where the companies are part of the same group, exceeding
borrowing costs and the EBITDA are calculated at the level of the group and comprise the results of all its
members.

The above provisions do not apply in the following circumstances:
a) When exceeding borrowing costs are up to EUR 3 million;
b) When the taxpayer is a standalone entity.

Excess borrowing costs which cannot be set off against the taxable income in the current tax period can be
carried forward to be set off against the income of the taxpayer for the next five subsequent years.

INTEREST INCOME

Where interest in considered as profit close to the ordinary activities of the company, then such type of income
is considered as trading profit and not interest. Hence it is not subject to defence contribution and taxed at
the corporate tax rate of 12.5%. Examples include financing and insurance companies, interest from trade
receivables etc.

Interest income is subject to a 30% defence contribution tax. If the recipient is a Cyprus non domicile individual
defence contribution is exempted.

INCOME FROM INTANGIBLE ASSETS
Please note the following with respect to income from Intangible assets:

* The cost of acquisition or development of the Intellectual Property is amortized equally for a period of 5
years, giving a 20% taxable allowance each year.

* The existing IP Box regime grants deductions under a formula with a maximum deduction up to 80%
of the profit deriving from either royalty income (including compensation for improper use), or sale of
qualifying intellectual property is deducted as a tax expense, leaving only 20% of the net profit being
taxed.

* Qualified IP include, inter alia, computer software and patents but not trademarks and goodwiill.

LOSSES

Trading losses may be carried forward for a period of 5 years. Losses from overseas activities can be set off
against chargeable income for the year and can be carried forward subject to the 5 year period.

If, within any period of three years, there is both a change in the beneficial ownership of a company and a
major change in the nature of trade and, at any time before the change of ownership the activities in the trade
become small or negligible, then no trading losses incurred prior to the change in ownership are allowed.

FOREIGN SOURCE INCOME

Cyprus has controlled foreign company legislation (CFC) legislation as to the extent of dividends from an
overseas company. Such dividends are taxed if the companies paying the dividend have activities the nature
of which amounts to more than 50% investment income and their country of residence imposes corporation
tax which is less than 6.25% per annum. Both criteria must apply in order for the tax to be charged.

The Anti-Avoidance Tax Directive (ATAD) provisions have been transposed into domestic tax legislation
regarding CFC rules. As from 1 January 2019, an entity or a permanent establishment of which the profits
are not subject to tax or are exempt from tax in Cyprus, is treated as a CFC where the following conditions
are met:

a) Inthe case of an entity, the taxpayer by itself, or together with its associated enterprises holds a direct or
indirect participation of more than 50% of the voting rights, or owns directly or indirectly more than 50%
of capital or is entitled to receive more than 50% of the profits of that entity; and

b) The actual corporate tax paid on its profits by the entity or permanent establishment is lower than 50%
of the corporate tax that would have been charged on the entity or permanent establishment under the
applicable corporate tax system of Cyprus.
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Where an entity or permanent establishment is treated as a CFC, Cyprus shall include in the tax base the
non-distributed income of the entity or the income of the permanent establishment which is derived from the
following categories:

i Interest or any other income generated by financial assets;

ii. Royalties or any other income generated from intellectual property;
iii. Dividends and income from the disposal of shares;

iv. Income from financial leasing;

v. Income from insurance, banking and other financial activities;

vi. Income from invoicing companies earning sales and services income from goods and services purchased
from and sold to associated enterprises, adding no or little economic value.

The CFC rules are subject to certain exemptions.

TAX INCENTIVES

Some of the main incentives are as follows:

(a) Low corporation tax of rates at 12.50%;

(b) Non-resident entities are only taxed on their Cyprus-sourced income;

(c) No withholding tax on payments of dividend and interest to non-residents and Cyprus domiciled
individuals;

(d) Profits and dividends from abroad are tax-free free subject to CFC rules stated above;

(e) Restructuring legislation in line with the EU Merger Directive extending to companies in non-EU countries;
(f) Up to 80% deduction from income from qualifying intellectual properties (royalties etc.);

(g) A Cyprus holding company can pay virtually no tax on its profits; and

(h) Tax incentives for employees coming to Cyprus from overseas (see further).

C. FOREIGN TAX RELIEF

Foreign tax paid on income of a Cyprus resident company is credited against the corporation tax, subject to
Double Tax treaty conditions. In the absence of a tax treaty, the tax paid in a non-treaty country is normally
allowed as a deductible expense. Tax paid is credited only if a similar concession is given to Cyprus
companies in that particular country. The foreign tax relief cannot exceed the Cyprus corporation tax on
these profits.

D. CORPORATE GROUPS

Group loss relief is available to a group of Cyprus resident companies in relation to current year losses. Two
companies will be considered as part of a group if one company holds 75% of the voting share capital or
distributable profits of the other, or both companies are 75% subsidiaries of a third company. The group must
be in existence within the whole fiscal year unless a company was incorporated in the year.

E. RELATED PARTY TRANSACTIONS

Transactions between related parties do not need to be adjusted for tax purposes as long as they are on
‘an arm's length’ basis. When there are transactions which are deemed as not at arm’s length, then tax
adjustments apply on a notional basis.

F. WITHHOLDING TAX

Irrespective of the existence of a double tax treaty, national tax legislation does not impose withholding tax
with the exception of certain royalty payments if the IP is utilised in Cyprus. Cyprus has entered into double
tax treaties with over 60 countries. Non-resident companies have no obligation to withhold taxes on any
payments they make.

Dividends paid (directly or indirectly) to non-resident shareholders and interest paid to non-residents are not
subject to withholding tax.

G. EXCHANGE CONTROL
There are no exchange controls in Cyprus.
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H. PERSONAL TAX
A person who is resident for 183 days or more in aggregate during the tax year is deemed to be tax resident.

A person who is resident for more than 60 days and does not spend more than 183 days in another country
has the option to become a Cyprus tax resident.

All individuals who are tax residents of the Republic are taxed on their worldwide income. Non-resident
individuals are taxed on income derived from Cyprus only. Income tax is payable on assessable income less
allowable deductions. Assessable income includes income from employment, rent, interest and profits from
trade and business or professions.

Allowable expenses include social insurance and national health contributions and pension contributions.

Individuals taking up employment in the Republic, who were non-resident prior to employment are entitled to
an allowance of 20% of remuneration up to a maximum of EUR 8,543 for a period of five years. Individuals
with annual remuneration in excess of EUR 100,000 are entitled to an increased allowance of up to 50%
for a period of five years, without a maximum ceiling. Salaried services rendered abroad for a total period
of more than 90 days to a non-resident employer or at a PE abroad of a resident employer are exempt from
income tax.

The current tax rates are as follows:

Taxable income (EUR) Normal tax rate (%)
0 - 19,500 0
19,501 — 28,000 20
28,001 — 36,300 25
36,301 — 60,000 30
Over 60,000 35

Pensions receivable from abroad by a resident in respect of services rendered outside Cyprus are still taxed
at 5%, after deduction of the first EUR 3,417 if the individual elects to do so.

I. TREATY AND NON-TREATY WITHHOLDING TAX RATES

Dividends
Individuals, | Qualifying Interest Royalties
companies | companies (%) (%)
(%) (%)
Domestic rates
Companies 0 0 30 0/5/10
Individuals 17 n/a 30 5/10
Treaty countries:
Andorra 0 0 0 0
Armenia 5 o' 5 5
Austria 10 10 0 0
Azerbaijan 0 0 0 0
Bahrain 0 0 0 0
Barbados 0 0 0 0
Belarus 15 5/102 5 5
Belgium 15 108 0/10 0
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Dividends
Individuals, | Qualifying Interest Royalties
companies | companies (%) (%)
(%) (%)

Bulgaria 10 54 7 10
Canada 15 15 15 0/10
China 10 10 10 10
Czech Republic 5 05 0 10
Denmark 15 0% 0 0
Egypt 15 15 15 10
Estonia 0 0 0 0
Ethiopia 5 5 5 5
Finland 15 56 0 0
France 15 107 0/10 0/5
Georgia 0 0 0 0
Germany 15 58 0 0
Greece 25 25 10 0/5
Guernsey 0 0 0 0
Hungary 0 0 0/10 0
Iceland 10 58 0 5
India 10 10 10 10
Iran 10 54 5 6
Ireland 0 0 0 0/5
Italy 0 0 10
Jersey 0 0 0
Kazakhstan'® 15 58 0/10 10
Kuwait 0 0 0
Kyrgyzstan 0 0 0
Latvia 10 0° 0/10 0/5
Lebanon 5 5 5
Lithuania 5 010 0
Malta 15 15 10 10
Mauritius 0 0 0
Moldova 10 54 5
Montenegro 10 10 10 10
Norway 15 oo 0 0
Poland 5 o' 5 5
Portugal 10 10 10 10
Qatar 0 0 0 5
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Romania 10 10 10 0/5
Russia 10 512 0 0
San Marino 0 0 0 0
Saudi Arabia 5 06 0 5/8
Serbia 10 10 10 10
Seychelles 0 0 0 5
Singapore 0 0 710 10
Slovak Republic 10 10 10 0/5
Slovenia 5 5 5 5
South Africa 10 513 0 0
Spain 5 oM 0 0
Sweden 15 54 10 0
Switzerland 15 0"5 0 0
Syria 15 06 10 10/15
Tajikistan 0 0 0 0
Thailand 10 10 10/15 5/10/15
Turkmenistan 0 0 0 0
Ukraine 15 517 2 5/10
United Arab Emirates 0 0 0 0
United Kingdom 0 1518 0 0/5
United States 0 0 0/10 0
Uzbekistan 0 0 0 0
Notes:

1.

231

The 0% rate applies if the beneficial owner has invested in the capital of the company not less than the equivalent
of EUR 150,000 at the time of the investment.

The 10% rate applies if the beneficial owner holds directly at least 25% of the share capital of the company. The
5% rate applies if the beneficial owner of the dividends has invested in the share capital of the company paying
the dividends not less than EUR 200,000.

The 10% rate applies if the beneficial owner is a company which holds directly or indirectly at least 25% of the
capital of the company paying the dividends.

The 5% rate applies if the beneficial owner is a company which owns directly at least 25% of the capital of the
company paying the dividends.

The 0% rate applies if the beneficial owner is a company (other than a partnership) which holds directly at
least 10% of the capital of the company paying the dividends where such holding is being possessed for an
uninterrupted period of no less than one year.

The 5% rate applies if the beneficial owner is a company (other than a partnership) which controls directly at least
10% of the voting power in the company paying the dividends.

The 10% rate applies if the beneficial owner is a company (other than a partnership) which controls directly at
least 10% of the voting power in the company paying the dividends.

The 5% rate applies if the beneficial owner is a company which holds directly at least 10% of the capital of the
company paying the dividends.

The 0% rate applies if the beneficial owner is a company (other than a partnership).

. The 0% rate applies if the beneficial owner is a company (other than a partnership) which holds directly at least

10% of the capital of the company paying the dividends.

PKF Worldwide Tax Guide 2020/21



Cyprus-Czech Republic

1.

12.

13.

14,

15.

16.

17.

18.

19.

The 0% rate applies if the beneficial owner is a company (other than a partnership) which holds directly at least
10% of the capital of the company paying the dividends for an uninterrupted period of 24 months.

The 5% rate applies if the beneficial owner has directly invested in the capital of the company paying the
dividends the equivalent of at least EUR 100,000.

The 5% rate applies if the beneficial owner is a company which holds at least 10% of the capital of the company
paying the dividends.

The 0% rate applies if the capital of the dividend-receiving company is wholly or partly divided into shares and
provided that it holds directly at least 10% of the capital of the dividend-paying company.

The 0% rate applies if the capital of the dividend-receiving company (other than a partnership) is wholly or partly
divided into shares and provided that it holds directly at least 10% of the capital of the dividend-paying company
during an uninterrupted period of at least one year.

The 0% rate applies if the capital of the dividend-receiving company is wholly or partly divided into shares and
provided that it holds directly at least 25% of the capital of the dividend-paying company.

The 5% rate applies if the beneficial owner holds at least 20% of the capital of the company paying the dividends
or has invested in the acquisition of the shares or other rights of the company equivalent of at least EUR 100,000.

The 15% rate only applies if the dividend arises mainly out of profits from immovable property in the country
where the property is located.

Effective from 1 January 2021.

CZECH REPUBLIC

MEMBER FIRM

City Name Contact Information

Prague Jiri Valenta +420 267 997 700
valenta@apogeo.cz

BASIC FACTS

Full name: Czech Republic

Capital: Prague

Main languages: Czech

Population: 10.71 million (2020 estimate)

Monetary unit: Czech koruna (CZK)

Internet domain: cz

Int. dialling code: +420

KEY TAX POINTS

Czech resident companies are subject to tax on their worldwide income. Non-resident companies are
subject to tax on Czech-sourced income.
Capital gains are not taxed separately but included within ordinary income.

VAT is applied to the provision of goods, transfer of real estate, provision of services and imports. The
basic rate is 21% although there is a lower rate of 15% and from 1 January 2015 a second lower rate
of 10%.

Transfer pricing rules apply to non-arm's length profit-sharing arrangements agreed between related
parties.

A real estate tax is levied on land and buildings.

Ordinary credits for foreign income tax on overseas income are available for Czech resident taxpayers

where a relevant double tax treaty exists. If there is no tax treaty, the overseas tax is included in the tax
expenses for the following period.
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¢ Czech resident individuals are subject to income tax on worldwide income, whereas non-resident
Individuals are only required to pay tax on Czech-sourced income. For 2020, the personal income tax
rate is 15%. An additional 7% “solidarity surcharge” applies to the part of the gross employment income
(including taxable benefits) and tax base from business income which exceeds 48 times the annual
average salary (CZK 1,672,080 for 2020).

« In addition to income tax, employees also pay social security and medical insurance contributions at the
rate of 11% withheld by their employers from their gross wages. Employer’s part of social security and
medical insurance represents an additional cost of 33,8%.

«  Withholding tax applies to dividends, licence fees, interest and related income and royalties.
A. TAXES PAYABLE

COMPANY TAX

Company tax is payable by Czech resident companies on income derived from worldwide sources. Non-
resident companies are required to pay the tax on income sourced in the Czech Republic. Resident
companies are those which have their registered office or place of management located in the Czech
Republic. The corporate income tax rate is 19% for 2020 and this is applied to all taxable profits of a business,
including capital gains from the sale of shares (if not exempt under the participation exemption regime). A
5% and 0% tax rate applies to income from defined investments and pension funds respectively. A special
tax rate of 1% applies to dividend income received by Czech tax resident entities from non-resident entities
(unless a participation exemption applies).

A company may choose either a calendar year or an accounting year as its tax year. Tax returns are due within
three months of the end of the tax period (or within six months for audited entities or entities represented by
a chartered tax advisor). Tax is required to be paid within three months of the end of the tax period (or within
six months for audited entities or represented by a chartered tax advisor). Estimated company tax payments
(advance tax payments) are paid semi-annually or quarterly.

Online registration of sales

Taxpayers in the Czech Republic (individual entrepreneurs and legal entities who carry out business activities)
are obliged to electronically evidence sales derived from business activities, e.g. when they are made in
cash, by credit card, cheque, voucher or in any similar way. Entrepreneurs will get involved in the electronic
registration of sales in four phases:

* 1st December 2016: accommodation and food services;
* 1st March 2017: retail trade and wholesale;
« 1st May 2020: the rest of business activities.

A taxpayer who is obliged to register his sales is supposed to report each single transaction in real-time to the
Financial Authority and to also issue a receipt to the customer. Effective 1 March 2018 receipts are voluntarily
marked with a Fiscal Identification Code (FIC) generated by the Financial Authority. With this code (FIC) all
sales are registered. A violation of the registration of sales can be fined up to CZK 500,000.

From 1 March 2018, the obligation to register sales will not be applied to payments by card.

Implementation of exit tax

The relocation of the taxpayer’s business assets from the Czech Republic to another state will be treated as a
transfer of assets for a consideration and corporate income tax will be levied. The consideration is determined
as the price agreed between unrelated parties under current business conditions. The legislation is in force
as of 2020.

CAPITAL GAINS TAX

Capital gains such as dividends, interest from owed securities, deposit accounts and deeds are subject to a
15% withholding tax. Where capital gains are paid to residents of non-treaty countries the rate of withholding
tax is 35%. Dividend income is exempt from withholding tax if paid to a resident of an EU member state in
accordance with the EU Parent-Subsidiary Directive No. 90/435/ EU.

The parent company must have a minimum 10% holding in the subsidiary's registered capital for an
uninterrupted period of at least 12 months. The subsidiary must have the form of the entities indicated in the
Parent-Subsidiary directive, be a tax resident in an EU Member State and be subject to corporate income tax
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in this State. An exemption also applies under the same conditions to dividends distributed by subsidiaries
with their seat in Switzerland, Norway, Iceland or Liechtenstein. Moreover, a similar exemption applies to the
income arising from a transfer of shareholdings by a parent company in its subsidiaries within the EU.

The scope of exemption is extended to dividends distributed by qualified subsidiaries with their seat outside
the EU where a relevant double tax treaty is applicable and that are subject to a tax rate at a minimum of
12% both in the year of payment of distribution of the dividend and in the previous year. The exemption also
applies to income from the transfer of shareholdings by parent companies in subsidiaries outside the EU
under the same conditions.

Interest and royalties are tax exempt when paid from a Czech company to a parent company in another state
in the EU or EEA (which is a shareholder of the Czech company and has held the shares for a period of at
least 24 months). It is necessary to apply for this tax exemption with the Czech tax authorities. The following
documents must generally be: tax domicile certificate of the parent company, extract of the commercial
register of the parent company, extract of commercial register of the Czech company, the title of the licence
fees, and confirmation from the tax authority of the parent company that it has its tax domicile in the EU or
EEA state.

For companies, capital gains are included within ordinary income in the year they arise and are taxed as part
of their respective taxable profits for the period. Capital gains are not taxed separately in the Czech Republic
except for those from a foreign source.

BRANCH PROFITS TAX

There is no separate branch profits tax in the Czech Republic. The income of a Czech branch of a foreign
company is subject to taxation at the standard applicable 19% rate for 2020. Attribution of profits to a branch,
if it does not result from its separately held bookkeeping, is commonly determined on the basis of the margins
that are generally realised by resident companies undertaking similar activities.

VALUE ADDED TAX (VAT)

Value Added Tax (VAT) is imposed on the domestic provision of goods, transfer of real estate, provision of
services, including the transfer or use of rights and importation of goods. There are three rates of VAT; basic
rate 21% and reduced rates of 15% and 10% since 2015. The 21% rate applies generally to supplies of goods
and most services with some exceptions while the 15% rate applies to selected services and some goods
such as foodstuff and accommodation. The 10% rate applies in particular to pharmaceutical products, printed
books, certain children’s nutrition and qualified mill products, and transport services.

With effect from 1 January 2015, changes in the Value Added Tax (VAT) legislation were made which:

1) Implemented a 'mini one-stop shop regulation' for companies providing electronic, telecommunication
and broadcasting services to private customers;

2) Provided for additional categories of goods to be subject to the reverse charge mechanism; and,
3) Provided changes to the VAT treatment of a transfer of immovable property.

Goods and services exported from the Czech Republic to non-EU countries are exempt from VAT. The principles
of the Sixth VAT Directive (771388/EU) have applied since 1 May 2004 to goods and services exported from the
Czech Republic to EU countries. A group of related parties may register as a single VAT taxpayer.

Selected VAT payers will be obliged to submit the VAT Control Statement after 1st January 2016.

It is introduced as an effective tool to detect and prevent tax evasion and fraud. Its aim and purpose is
to enable the tax authority to obtain information on selected transactions carried out by taxable persons
registered for VAT and along with other available information to identify suspicious groups of taxable persons
(chains, carousels), which are illegally withdrawing funds from the public budget. VAT Control Statement is
based on records for the purposes of VAT, which taxable persons registered for VAT are already obliged to
keep. Transactions which are declared in the VAT Control Statement:

1. Domestic taxable supplies (CZ) or receipt of advance payment;
2. Domestic acquisition of goods/services or providing of advance payment;
3. Received transactions from which the acquirer is obliged to declare VAT;
4. Special scheme for investment gold:

* Received Intermediary Service for which VAT is applied;

«  Supply of VAT exempt investment gold for which a taxable person registered for VAT is entitled
to deduct VAT; or
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*  Production of investment gold or transformation of gold into investment gold.
Deadline for submission of the VAT Control Statement (CZ taxable persons registered for VAT):

« Legal entities or group registration have to submit the VAT Control Statement no later than the
25th day after the end of each month,

« Individuals have to submit the VAT Control Statement on the same day as the VAT return (no later
than the 25th day after the taxable period: month or quarter, or special taxable period e.g. in an
insolvency procedure etc.).

The VAT Control Statement has to be submitted electronically.

OTHER TAXES

Tax on real estate property is levied on buildings, structures and land situated within the Czech Republic. The
taxpayer is the actual owner or in limited cases the user of the property. The rate depends on the size, quality,
type and location of the property. This tax is deductible for corporate income tax purposes.

Income from inheritance and gifts is not subject to a specific tax but is included within the income tax regime
and subject to tax at a rate of 15% for individuals and 19% for companies (broad exemptions apply to
donations for individuals while income from inheritance is exempt for all taxpayers).

From 2014 a separate law was introduced for real estate transfer tax which was broadly in line with the
previous system. Property transfers are liable to real estate transfer tax at the rate of 4% on the official
valuation or actual price, whichever is higher. This tax is a deductible cost for income tax purposes. From
December 2016 the sole taxpayer is the acquirer.

The employers' payment on behalf of their employees towards the workers' social security and medical
insurance is at the rate of 33,8% of the gross payroll (social security premium payments are capped at CZK
1,672,080 in 2020).

There is no Stamp Duty in the Czech Republic although the operation of a notarial fee may apply for certain
documents. There is no net wealth/worth tax in the Czech Republic.

B. DETERMINATION OF TAXABLE INCOME

The company's taxable income is determined by ascertaining assessable income and then subtracting all
allowable expenses. In general, to be tax deductible, all expenses must be related to the gaining or producing
of assessable income and are not exempt pursuant to the law on income tax.

DEPRECIATION

The tax law prescribes six groups of tangible assets for tax depreciation purposes using depreciation periods
ranging from three to fifty years. Either straight-line or accelerated depreciation methods are available. The
choice of a method is made by the taxpayer and, once selected, cannot be changed for the remaining life of
the asset.

Assets Depreciation group D?;;ﬁ%ajzny::::;d

Office machines and computers, tools 1 3
Engines, motor vehicles, machines, audio-visual 2 5
equipment
Elevators, escalators, turbines, air conditioning 3 10
equipment, electric motors, and generators
Buildings made of wood and plastic, long-distance 4 20
lines, and pipes
Buildings (except for those listed in groups 4 and

. 5 30
6), roads, bridges, tunnels
Administrative buildings, department stores, 6 50
historical buildings, and hotels

Tangible assets with economic useful lives of longer than one year and acquisition prices higher than CZK
40,000 are subject to tax depreciation. Buildings are always considered as tangible assets. Intangible assets
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which are acquired for CZK 60,000 or more, have a useful life of longer than one year and were acquired from
a third party or developed internally for the purpose of trading are also subject to tax depreciation. It includes
software, valuable rights or the intangible results of research and development.

For tax purposes, intangible assets are depreciated over the life of the license held by the taxpayer (if
the licence is for a limited number of years), otherwise it depends on the category of intangible asset, for
example, research and development and software are depreciated over 36 months and audio-visual works
are depreciated over 18 months.

STOCK / INVENTORY

All trading stock is valued at purchase price, including ancillary costs incurred. Stock produced by the
company's own operation is valued at internal costs. If a temporary reduction of stock value is non-tax
deductible, corrective provisions are applied. Accepted valuation methods include the use of the arithmetical
average cost and first in first out (FIFO) methods but not last in first out (LIFO) or the replacement-cost
methods (except for livestock).

DIVIDENDS

If dividends are not tax exempt under the participation exemption regime, they are subject to a final
withholding tax of 15% or the rate agreed in an applicable double tax treaty if paid to a non-resident. A tax
exemption does not apply to a profit share paid out as result of the liquidation of a company. A withholding tax
of 35% applies to dividends paid to resident entities of countries which are not part of the EU or EEA and do
not have an enforceable double tax treaty or tax information exchange agreement with the Czech Republic.

INTEREST DEDUCTIONS

Interest incurred for business purposes is broadly tax deductible. However, thin capitalisation rules apply
which can restrict its deduction. Notably, financial costs (e.g. interest plus other related costs, such as bank
fees) of credits and loans for the relevant tax period shall be considered non-deductible expenses for the
proportion of related-party loans which exceed four times the accounting equity (based on Czech GAAP) of
the borrower. The non-deductible expense is the amount of the interest connected to the part of the sum of
credits and loans (including financing costs) from related parties by which it exceeds a 4:1 debt-to-equity ratio
(6:1 for banks and insurance companies) in the period for which the tax return is submitted.

Apart from the thin capitalisation rule, an additional interest limitation rule has been introduced:
*  The part of financial costs that exceeds 30% of EBITDA or 80 million CZK is non-deductible;
< Allfinancial costs are taken into account for calculation purposes (not just interest paid to related parties);

*  For calculation purposes the financial costs are reduced by financial costs which are non-deductible
according to the thin capitalisation rule and by the financial revenue.

LOSSES

Tax losses may be carried forward for five years following the year when the tax loss has been declared.
Losses may not be carried back. Losses arising (after 2004) may be transferred within the framework of
common taxation of a parent company and its subsidiary(ies) within the EU territory (transfers of enterprises,
mergers and demerger of enterprises) subject to strict conditions.

INCENTIVES

Investment incentives including tax relief are governed by the Investment Incentives Act and apply only to
Czech entities (including Czech subsidiaries of foreign companies). A variety of incentives are available
including financial support for training or retraining of employees or the creation of new jobs, capital
expenditure grants and income tax relief. There are also incentives to support technology centres, strategic
services and the manufacturing industry of the Czech Republic.

C. FOREIGN TAX RELIEF

Ordinary credits for foreign income tax are available to resident taxpayers under Czech law where a double
tax treaty exists which indicates a tax credit as a method of avoidance of double taxation. The clearance or
exemption method is available, according to the particular double tax treaty. If there is no tax treaty relief, the
legal entity will include the foreign tax paid as a tax expense for the following period provided it was imposed
on income which has been included in the Czech entity’s taxable income.
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D. CORPORATE GROUPS

There is no group taxation in the Czech Republic. Each company is taxed as a standalone entity regardless
of its ownership or control relationships.

E. RELATED PARTY TRANSACTIONS

Non-arm's length pricing arrangements between related parties are addressed by transfer pricing legislation
which allows the tax authority to adjust the prices to reflect third party arm’s length values.

Where such adjustments are made by the tax authorities, which can be the result of an audit, additional tax liabilities
and penalties can arise which can also affect a company’s ability to claim investment incentives. As of the tax
period 2014 qualified companies are obliged to file a special form describing arrangements between related parties
together with the corporate income tax return. The Czech Republic tax authorities follow OECD pricing guidelines
and an Advance Pricing Agreement (APA) between a company and its related parties can be agreed upon.

CFC legislation is in force since 2020. A Czech entity has to include in its tax base selected income of its
controlled foreign company(ies), i.e. a company in whose capital the Czech company participates directly or
indirectly for more than 50%.

Another condition for the inclusion in the domestic tax base is that the foreign company does not carry out
any substantial economic activity and its tax liability abroad is lower than one half of the tax liability that such
company would have if it were taxed under domestic tax laws. If the foreign subsidiary qualifies as a controlled
company under these conditions, its Czech parent company will have to include its selected income, such as
income from dividends, interest and royalties in its own tax base. The Czech parent company may then offset
any tax paid by the subsidiary on this foreign-sourced income against its tax liability.

F. WITHHOLDING TAX

Certain types of income of companies are subject to withholding tax at source. In the case of resident
taxpayers, dividends from Czech sources are subject to a final withholding tax at 15 % whereas interest
and royalties are not subject to withholding tax and are included in the general tax base. In the case of non-
residents, dividends, interest and royalties are all subject to 15 % withholding tax if an exemption does not
apply — see more precisely above under the chapter ‘Capital Gains Tax'. Income of residents of countries
outside the EU or EEA which do not have an double tax treaty or tax information exchange agreement in force
with the Czech Republic are subject to 35% withholding tax.

In case the exemption applies a taxpayer paying income to a foreign resident which exceeds CZK 100,000
will inform the Czech tax authority about this payment.

G. EXCHANGE CONTROL

The Foreign Exchange Act allows the Czech currency to be used freely to pay for business and other costs,
for direct investment and reinvestment and for purchase of real estate property abroad. Capital transfers have
been deregulated but the reporting duty has been retained. Sales of foreign currency and gold are permitted
where one of the parties is an entity holding a licence or foreign currency permit.

H. PERSONAL TAX

Income tax is payable by Czech resident individuals on income derived from worldwide sources. Non-resident
individuals are only required to pay tax on Czech-sourced income. Tax residence is determined by reference
to permanent home or whether the individual has spent at least 183 days of the relevant calendar year in the
Czech Republic.

Income tax is payable on the total tax base from different types of income. Taxable income of individuals
includes employment income, business income, certain capital gains, dividend income, rental income, interest
income, annuities and other income including benefits in kind related to such income. Generally, the tax
base is calculated as the difference between assessable income and tax-deductible allowable expenses.
Expenses cannot be claimed for employment income or capital gains (most of which are subject to withholding
tax). Employment income cannot be reduced by losses of any other categories of income. The tax base for
employment income is increased by the amount of social security and health insurance contributions to be
paid by the employer (33,8%, so called super-gross wage). Income from business or rental operations can
be reduced by losses derived from other categories. Income from employment is taxable individually and is
reduced by some deductible items and personal allowances.

For 2020, the personal income tax rate is 15%. However, income from employment and business income
are also subject to “solidarity surcharge” that represents an additional 7% applied to the amount which in
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total exceeds 48 times the annual average salary (CZK 1,672,080 for 2020). Employees hired under an
employment contract under Czech law pay social security and medical insurance contributions at the rate of
11% withheld by their employers from their gross wages. This represents 6.5% for social security and 4.5%
for health insurance. The contribution rates for the employer are 24,8% for social security and 9% for health
insurance. Medical insurance and social security contributions are also paid by self-employed individuals.

The maximum annual social security contributions limit which applies to both employees and entrepreneurs
is 48 times the average monthly wage per year (CZK 1,672,080 for 2020).

* A deduction of up to CZK 24,000 per year is available for private contributions paid on private life
insurance. A deduction is also available for up to CZK 24,000 per year (subject to certain conditions) for
private contributions paid to a private pension insurance fund.

* A deduction of up to CZK 300,000 per year is available for interest paid on a mortgage for the taxpayer’s
permanent home, subject to certain strict conditions.

* Income from a sale of shares represents part of an individual’s total income tax base and is subject to
a 15 % tax rate. Shares sold for less than CZK 100,000 in the course of one taxable period are exempt
from taxation. Similarly, if an individual has owned property for longer than a certain time (depending on
property), the gain arising from the sale of that property is exempt from tax.

Tax returns are due on 1st April, or 1st July if prepared by a chartered tax advisor. Advances to income tax
from employment income are paid monthly. Payments on account of tax on income from business operations,
rental income, etc. are made half-yearly and quarterly, as for corporations, based on the last known tax liability.

Inheritance and Gift Taxes have been abolished. From 2014 any income from an inheritance and from gifts is
part of the personal income tax (therefore subject to the flat rate of 15 %). Any income from an inheritance is
exempt from income tax whereas the exemption of the income from the gift depends on the level of next of kin
of the beneficiary of the gift with the donator. Real estate property and property transfer taxes are deductible.

I. TREATY AND NON-TREATY WITHHOLDING TAX RATES

Dividends Interest? Royalties®

(%) (%) (%)
Non-treaty countries: 15/35 15/35 15/35
Treaty countries:
Albania 5/15 0/5 10
Armenia 10 5/10 5/10
Australia 5/15 10 10
Austria 0/10 0 5
Azerbaijan 8 5/10 10
Bahrain 5 0 10
Barbados 5115 5 5/10
Belarus 10 0/5 5
Belgium 5/15 10 0/5
Bosnia and Herzegovina 5 0 0/10
Brazil 15 10/15 15/25
Bulgaria 10 0/10 10
Canada 5/15 0/10 10
Chile 15 4/5/10/15 5/10
China 5/10 0/7.5 10
Croatia 5 0 10
Cyprus 0/5 0 0/10
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Denmark 0/15 0 0/10
Egypt 5/15 0/15 15
Estonia 5/15 0/10 10
Ethiopia 10 0/10 10
Finland 5/15 0 0/1/5/10
France 0/10 0 0/5/10
Georgia 5/10 0/8 0/5/10
Germany 5/15 0 5
Greece Local rates 0/10 0/10
Hong Kong 5 0 10
Hungary 5/15 0 10
Iceland 5/15 0 10
India 10 0/10 10
Indonesia 10/15 0/12.5 125
Ireland 5/15 0 10
Israel 5/15 0/10 5
Italy 15 0 0/5
Japan 10/15 0/10 0/10
Jordan 10 0/10 10
Kazakhstan 10 0/10 10
Korea (North) 10 0/10 10
Korea (South) 5 0/5 0/10
Kuwait 0/5 0 10
Latvia 5/15 0/10 10
Lebanon 5 0 5/10
Lithuania 5/15 0/10 10
Luxembourg 0/10 0 0/10
Malaysia 0/10 0/12 12
Malta 5 0 5
Mexico 10 0/10 10
Moldova 5/15 5 10
Mongolia 10 0/10 10
Morocco 10 0/10 10
Netherlands 0/10 0 5
New Zealand 15 0/10 10
Nigeria 12.5/15 0/15 15
Norway 0/15 0 0/5/10
North Macedonia 5/15 0 10
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Dividends Interest? Royalties®

(%) (%) (%)
Panama 10 0/5/10 10
Philippines 10/15 0/10 10/15
Poland 5 0/5 10
Portugal 10/15 0/10 10
Romania 10 0/7 10
Russia 10 0 10
Saudi Arabia 5 0 10
Serbia and Montenegro 10 0/10 5/10
Singapore 5 0 10
Slovak Republic 5/15 0 0/10
Slovenia 5/15 0/5 10
South Africa 5/15 0 10
Spain 5/15 0 0/5
Sri Lanka 15 0/10 0/10
Sweden 0/10 0 0/5
Switzerland 0/15 0 5/10
Syria 10 0/10 12
Tajikistan 5 0/7 10
Thailand 10 0/10 5/10/15
Tunisia 10/15 0/12 5/15
Turkey /10 0/10 10
Turkmenistan 10 0/10 10
Ukraine 5/15 0/5 10
United Arab Emirates 0/15 0 10
United Kingdom 5/15 0 0/10
United States 5/15 0 0/10
Uzbekistan 5/10 0/5 10
Venezuela 5/10 0/10 12
Vietnam 10 0/10 10

Notes:

1.

If the recipient is a company that owns at least a certain amount of the capital, or a certain amount of the voting
shares of the company paying the dividend directly, then the lower rate applies. Dividends paid to residents of
countries outside the EU and the EEA which do not have an enforceable double tax treaty or tax information
exchange agreement with the Czech Republic are subject to 35 % withholding tax.

When interest is received by the government or a state-owned institution or is paid by the government then the
lower rate applies. Interest paid to residents of countries outside the EU and the EEA which do not have an
enforceable double tax treaty or tax information exchange agreement with the Czech Republic are subject to 35
% withholding tax.

Cultural royalties are generally subject to the lower rate. Royalties paid to residents of countries outside the EU
and the EEA which do not have an enforceable double tax treaty or tax information exchange agreement with
the Czech Republic are subject to 35 % withholding tax.
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DEMOCRATIC REPUBLIC OF CONGO

CORRESPONDENT FIRM

City Name Contact Information

Douala / Buea Christopher Awungjia +237 676 548 777
+237 696 859 024
cawungjia@acncoaccountants.com G

BASIC FACTS

Full name: Democratic Republic Of Congo
Capital: Kinshasa

Main languages: French

Population: 89.16 million (2020 estimate)
Monetary unit: Congolese Franc (CDF)
Internet domain: .cd

Int. dialling code: +243

KEY TAX POINTS

*  The Democratic Republic of Congo (the ‘DRC’) operates a declarative tax system in which the taxpayer
declares and pays monthly tax collections to the taxation authorities. False declarations are punishable
by penalties and interest on late payment.

« Inthe DRC, there are two types of income taxes:
o Income tax on individuals;
°o Income tax on entities.
« There is a tax on turnover, borne by the final consumer known as Value Added Tax (VAT).

A. TAXES PAYABLE

CORPORATE INCOME TAX

Congolese companies are taxed on the territoriality principle. As a result, companies carrying on a trade or
business outside the Democratic Republic of Congo (DRC) are not taxed in the DRC on the related profits.
Congolese companies are those registered in the DRC, regardless of the nationality of the shareholders or
where the company is managed and controlled.

Foreign companies (for example, branches) engaged in activities in the DRC are subject to Congolese
corporate tax on Congolese-source profits only. A company is considered to have a permanent establishment
in the DRC fif it satisfies either of the following conditions:

« It possesses a fixed or permanent place (for example, head office, branch office, factory, plant, workshop,
or buying and selling counter);

« In the absence of such place, it carries out a professional activity under its corporate name for at least
six months in the DRC.

Rate of corporate tax

The regular corporate income tax rate is 30%. The minimum tax payable is 1% of the annual turnover for
larger corporations.

For small corporations with annual revenues of less than CDF 10 million, the corporate income tax is set at
CDF 50,000.

For average-sized corporations with annual revenues between CDF 10 million and CDF 200 million, the
corporate income tax rate is 1% of the annual revenue for sales of goods and 2% for the provision of services.
The corporate income tax rate is 30% for companies holding mining or quarry titles.
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BRANCH PROFITS TAX

Branches of foreign companies are subject to a 20% tax on movable capital levied on 50% of the net profit of
the branch (i.e. profits after payment of corporate income tax) that is deemed to be distributed.

CAPITAL GAINS

Increases resulting from capital gains and depreciation that are realised and either realised or expressed
in the accounts or inventories are included in profits and are subject to tax at a rate of 35% for commercial
companies and 30% for mining companies.

Increases resulting from unrealised capital gains that are expressed in the accounts or inventories and that
are not treated as profits are not yet taxable. This rule applies only if the taxpayer holds a regular accounting
and if it fulfils its declarative obligations.

Increases resulting from realised capital gains on buildings, tools, materials and movable assets (regardless
of whether they result from rent payments), as well as on participations and portfolios, are taxable to the
extent that the sales price exceeds the acquisition price or cost. A deduction is made from the amount of the
depreciation that has already been claimed for tax purposes.

ADMINISTRATION
The fiscal year extends from 1 January to 31 December. Tax returns must be filed by 30 April.

Corporate tax must be paid in four instalments for medium-sized and large enterprises (two before the
Finance Act 2020 came into force) before 1 June, 1 August, 1 October and 1 December at the latest. Each
instalment must equal 20% of the preceding year’s tax (increased by any tax reassessment received by the
tax office during the current year). Small enterprises still pay two instalments only (60% and 40%) .

The balance of tax due must be paid by the following 30 April. A penalty of 4% per month is assessed for
late payment of tax.

Tax is fixed automatically if a tax return is not filed.

DIVIDENDS

In general, dividends paid are subject to a 20% withholding tax. The rate of dividend withholding tax for mining
companies is 10%. A notional dividend withholding tax applies to branches. The rates of this tax are 8% for
public limited liability companies and 10% for other limited liability companies.

INTEREST DEDUCTIONS

There are no thin capitalisation rules in the DRC. However, under the 2014 Finance Law, outbound interest
payments to a foreign resident shareholder or any other related party are deductible only if the loan is
repayable within a maximum period of 5 years and the interest rate does not exceed the annual average rate
applied by banks established in the country of the lending entity.

LOSSES

Tax losses incurred in a tax year may be carried forward indefinitely. However, the deduction of the available
tax losses is capped at 60% of the annual taxable income.

Loss carry-back is not allowed.

OTHER TAXES
Type of tax Rate (%)
Value Added Tax (VAT) 16

Payroll taxes:

Annual income not exceeding CDF 22,956,000 (progressive rates) 0-40
Annual income exceeding CDF 22,956,000 (flat rate) 30

Exceptional income tax for expatriates (IERE)

Mining companies 10
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Other companies 25
Social Security National Institute (INNS), contributions, payable monthly 18
Employers 1
Employees 7
National Institute for Professional Preparation (INPP), payable monthly by 1-3
employers
National Agency for Labour (ONEM), payable monthly by employers 0.2

B. DETERMINATION OF TRADING INCOME

GENERAL

Taxable income is based on financial statements prepared in accordance with principles set by the
Organisation for the Harmonization of Business Law in Africa (Organisation pour 'Harmonisation en Afrique
du Droit des Affaires, or OHADA) Accounting Act, except for banks and insurance companies. The net amount
of income is taxed. This amount equals gross income minus business expenses incurred during the tax year
to acquire and retain the income. Business expenses are generally deductible unless specifically excluded by
law. The following expenses are not deductible:

* Head office, remuneration or management fees for services paid to non-residents that are not justified;

* Head office overhead or remuneration for certain services (studies and technical assistance) paid to
non-residents;

«  Expenditure of a personal nature, such as maintenance of household, appraisal fees, holidays and other
expenses not necessary for the profession;

* Corporate income tax, as well as real tax (tax on movable assets, tax on vehicles or tax on mining
concessions), to the extent that the real tax does not constitute an operating expense;

« All judicial or administrative fines, and fees and charges relating to breaches by income beneficiaries;
*  Certain specific charges, gifts, subsidies and penalties;

« Directors’ fees allocated under the Corporations Act to members of the General Council;

«  Expenditures on leased property, including depreciation of the property;

*  Provisions for losses, expenses or depreciation of assets, excluding provisions for the recovery of mineral
deposits and provisions for the recovery of bank capital;

* Commissions and brokerage fees if it cannot be proven that the tax on turnover has been paid for these
items;

*  Most liberalities (payments that do not produce a compensatory benefit, such as excessive remuneration
paid to a director).

TAX DEPRECIATION

Land and intangible assets, such as goodwill, are not depreciable for tax purposes. Other fixed assets may
be depreciated using the straight-line method at rates specified by tax law. The following are some of the
specified annual rates.

Asset Rate (%)
Buildings 2t05
Office equipment 10
Motor vehicles 20to 25
Plant and machinery 10
Shipping and aviation equipment 10 to 33

Companies can also opt for a regressive method for tax depreciation of specific assets with an annual rate of
two to three times the straight-line rate.
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INVENTORIES
Inventories are normally valued at their historical cost or acquisition cost.

PROVISIONS

In determining accounting profit, companies must implement certain provisions, such as a provision for risk
of loss or for certain expenses. These provisions are not deductible for tax purposes. However, provisions for
recovery of bank capital and provisions for the recovery of the mineral deposit are deductible for tax purposes.

C. FOREIGN TAX RELIEF

In general, foreign tax credits are not allowed. Income subject to foreign tax that is not exempt from Congolese
tax under the territoriality principle is taxable.

D. CORPORATE GROUPS
The DRC does not have a fiscal integration system equivalent to a consolidated filing position.

E. RELATED PARTY TRANSACTIONS

The DRC has several measures applicable to related-party transactions that are not conducted on an arm’s
length basis. The 2014 Finance Law introduced tighter provisions for deductions with respect to cross-border
transactions carried out with related parties. These provisions include the disallowance of loan interest
with respect to rates exceeding those offered on the international finance market (for example, the London
Interbank Offered Rate [LIBOR]) and the repayment of principal beyond five years. Management fees paid to
a related party may be deducted from the corporate income tax base if the following conditions are satisfied:

* The services rendered can be clearly identified (i.e., they are genuine services that are effectively
rendered and directly related to operating activities);

« The services cannot be rendered by a local company (that is, overhead expenses recharged to the local
entity are excluded);

+  The amount paid for the services is not exaggerated in view of the nature of the services. These arm’s-
length requirements are consistent with those set forth in the Mining Code. The 2015 Finance Law
introduced transfer pricing documentation requirements. As a result, companies must put at the disposal
of the tax administration during a tax audit, general and specific information on an affiliated group of
companies (Master File and Local File), including the following:

o General description of the deployed activity, including changes that occurred during the year;

o A general description of the legal or operational structures of the affiliated group of companies,
including identification of the related companies engaged in transactions involving the company
established in the DRC (local company);

o A general description of the function performed and risk assumed by the affiliated companies as soon
as they affect the local company;

o A list of the main intangible assets owned, including patents, trademarks, trade names and know-
how, relating to the local company;

o A general description of the group’s transfer pricing policy;

o A description of transactions made with other affiliated companies, including the nature and amount
of cash flows, such as royalties;

o Alisting of the cost-sharing agreement, copies of preliminary agreements related to transfer pricing
that are concluded under the conditions of the regulation, and the prescription relating to the
determination of transfer pricing, affecting the results of the local company;

o  Presentation of the method or methods for determining transfer pricing, in compliance with the arm’s-
length principle, including an analysis of the functions performed, assets used and risks assumed,
and an explanation concerning the selection and application of the methods used;

o An analysis of comparative elements considered as relevant by the company if the selected method
requires it. In addition, the corporate income tax law disallows branches from deducting overhead
charges incurred by the parent company and charged back to the branch.
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F. WITHHOLDING TAX

Description Rate (%)
Dividends 20 (a)
Interest 20 (b)
Royalties from patents, know-how etc. 20 (c)
Fees for technical services, digital services and professional activities 14 (d)

a) The rate of dividend withholding tax for mining companies is 10%. A notional dividend withholding
tax applies to branches (branch remittance tax). The rates of this tax are 8% for public limited liability
companies and 10% for other limited liability companies.

b) Interest on loans abroad to mining companies is not subject to withholding tax.

c) The net amount of royalties is subject to tax. For this purpose, net royalties equal gross royalties minus
professional expenses, or 30% of gross royalties (resulting in an effective tax rate of 14%).

d) This withholding tax applies to payments for services provided to Congolese companies by foreign
companies and individuals without a permanent establishment in the DRC. The tax base is the gross
amount of the applicable invoice.

G. EXCHANGE CONTROL

The currency in the DRC is the Congolese franc (CDF). The exchange rate is variable. In the DRC, the
Central Bank of Congo regulates foreign exchange controls. It also supervises the regulation on the transfer
of currency. Cash transfers from or into the DRC are not subject to restrictions if they do not exceed the
equivalent of USD 10,000. An exchange control fee of 0.2% is levied on payments to or from abroad.

H. PERSONAL TAX
From 1 January 2019, the standard progressive rates applicable to wages are as follows:

Taxable income Rate (%)
0 — 1,944,000 3
1,944,001 — 21,600,000 15
21,600,001 — 43,200,000 30
Above 43,200,000 40

I. TREATY AND NON-TREATY WITHHOLDING TAX RATES

Dividends
Individuals, | Qualifying Interest Royalties
companies | companies (%) (%)
(%) (%)
Domestic rates
Companies 10/20 10/20 0/20 20
Individuals 10/20 - 0/0 20
Treaty countries:
Belgium 15 101 10 10
South Africa 15 52 10 10

Notes:

1. The 15% rate applies if dividends are paid by a company whose profits are exempt from Congolese tax under
the Investment Code or under a particular law organizing investments in the sectors listed in Article 3 of the said
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Code, provided that the beneficial owner is a company which holds directly at least 25% of the capital of the
company paying the dividends. The 10% rate applies in all other cases.

2. The 5% reduced rate applies if the beneficial owner is a company (other than a partnership) which holds directly
at least 25% of the capital of the company paying the dividends.
DENMARK
MEMBER FIRM
City Name Contact Information
Copenhagen Hans Munkebo Christiansen +45 43 96 06 56
h.munkebo@pkf.dk
BASIC FACTS
Full name: Kingdom of Denmark
Capital: Copenhagen
Main languages: Danish
Population: 5.8 million (2020 estimate)
Monetary unit: 1 Danish Krone (DKK) = 100 Ore
Internet domain: .dk
Int. dialling code: +45

KEY TAX POINTS

Danish resident companies are subject to corporate income tax on Danish profits (including gains) and
to some extent on foreign-sourced income. Non-resident companies pay tax on income sourced in
Denmark.

Branches of foreign companies are subject to tax on income derived from activities in Denmark.

Danish companies within a group, along with Danish permanent establishments and real estate owned
by foreign subsidiaries are subject to compulsory Danish joint taxation.

Value added tax is applied at a standard rate, but subject to zero-rating and exemption. Danish legislation
generally follows EU Directives.

A property tax is levied locally.

A controlled foreign company (CFC) system operates to attribute profits of a foreign subsidiary to a
Danish parent where the activities of the subsidiary are mainly financial.

Unilateral and tax treaty relief are available for foreign tax levied on profits subject to Danish corporate
income tax.

Dividends, interest and royalty payments are subject to withholding tax, unless exempted under a relevant
double tax treaty.

Individuals resident in Denmark are taxable on worldwide income, non-residents on Danish-sourced
income.

A special basis of assessment is available for some expatriates employed temporarily in Denmark for a
maximum of 84 months.
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A. TAXES PAYABLE
FEDERAL TAXES AND LEVIES

COMPANY TAX

Resident corporations are subject to Danish corporate income tax on their profits in Denmark and, to some
extent, on income sourced abroad. Non-resident companies are required to pay tax on income sourced in
Denmark. Resident corporations include all Danish companies registered with the Danish Commerce and
Companies Agency, as well as certain non-registered companies that are treated as residents. Companies
incorporated under the laws of another country may be considered to be resident in Denmark if their central
management and control is exercised in Denmark.

Corporate income tax is charged at 22%. Tax is paid on account on a current year basis in two instalments
on 20 March and 20 November during the tax year, with a final instalment due on 20 November following the
end of the tax year.

CAPITAL GAINS TAX

Capital gains/losses on disposals of assets are, in general, included in taxable income and subject to tax at
the normal corporate tax rate. Capital gains on disposals of shares are exempt unless the shareholding is
less than 10% in a listed company. Capital losses on disposals of other shares are deductible, if they can be
offset against gains on other shares in a listed company. Capital gains on disposals of assets and liabilities of
a Danish permanent establishment are taxable in Denmark. This applies also to Danish real estate.

BRANCH PROFITS TAX

Branches of foreign companies are taxed on income derived from their activities in Denmark. Tax is calculated
at the corporate tax rate of 22%.

VALUE ADDED TAX (VAT)

Danish value added tax (VAT) is levied at a standard rate of 25% of the sale price of most goods and services
and the legislation generally follows EU Directives. No graduated rates exist. Certain services are exempt,
including most banking and medical services. Instead, a payroll tax of between 3.54% and 15.2% is charged
on the actual payroll or, in certain cases, on the result before interest and capital gains. Exports are zero rated.

FRINGE BENEFITS TAX (FBT)

The tax value of most benefits in kind is, in principle, the fair market value. Employees are taxed on benefits
in kind received. The cost of benefits in kind is deductible for tax purposes by the company.

LOCAL TAXES

PROPERTY TAX

Owners of real estate are subject to a local property tax based on the value of the land. The tax is levied at
various local rates ranging from 1.6% to 3.4%.

OTHER TAXES

Transfer tax is levied on registration only. A change in ownership of real estate is charged at the rate of 0.6% +
DKK 1,660 and on mortgages at 1.45% + DKK 1,640. Different rates apply to registrations of ships and aircraft.

Stamp Duty only applies to certain insurance policies.

SOCIAL SECURITY TAXES

Social security is funded almost entirely through income taxes. The only exceptions are the ATP and Health
Contribution. ATP is a supplementary State pension scheme. The employer pays DKK 2,271 (2020) annually
and employees pay DKK 1,136 (2020) annually.

Health Contribution is collected from employees and self-employed persons. The contribution is levied on
gross salary and business income respectively at the rate of 8%. The employer withholds the contribution
for the employee and the amount of the contribution is deductible when computing the employee's personal
income.
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B. DETERMINATION OF TAXABLE INCOME

Net or taxable income is arrived at by adjusting the accounting profits for non-taxable income and non-
deductible items.

DEPRECIATION

Assets which cost less than DKK 14,100 (2020) or have an estimated useful life of less than three years can
be written off immediately. Ships of less than 20 tons, machinery, furniture and other equipment are generally
depreciated collectively using the declining-balance method. The balance may be written off at a maximum
rate of 25%.

Buildings for manufacturing etc. are depreciated under the straight-line method according to the useful life.
The normal rate is 4% per annum. If the useful life is less than 25 years, the rate will be increased accordingly.
Depreciation of office buildings and dwelling houses is not allowable for tax purposes.

The cost of goodwill, know-how, etc., may be depreciated over seven years using the straight-line method.

STOCK / INVENTORY
Inventory may be valued at cost or market value.

CAPITAL GAINS AND LOSSES
See discussion above.

DIVIDENDS

Dividends received from a subsidiary are basically exempt from tax if the parent company owns 10% or more
of the share capital during a 12-month period in which the dividend is received. It is a requirement that the
dividend-paying company is resident within the EU or in a tax treaty country and that it is not a 'flow-through'
entity. Specific rules apply to dividends received from a subsidiary in a non-EU and non-treaty country.
Withheld tax will be considered as a tax payment on account.

INTEREST

Interest income, except interest on overpaid corporate tax, is included in taxable income. Companies must
compute this income on an accruals basis. In general, interest paid is deductible whether due to foreign or
resident creditors and regardless of the purpose of the debt. However, limitations may apply due to Danish
thin capitalisation rules and limitations apply if net financial expenses exceed DKK 21.3 million (2020). Interest
on overdue tax is not deductible.

LOSSES

Losses may normally be carried forward indefinitely. It is possible to deduct DKK 8,572,500 (2020). If the profit
exceeds DKK 8,572,500 (2020), it is possible to deduct 60% of the remaining profit. However, losses may not
be offset against interest and other capital income, net of interest paid, if more than 50% of the shares in the
company have changed ownership since the loss was incurred. If a company enters into a settlement with
creditors, losses carried forward are reduced by the nominal amount of debt cancelled.

In cases where the company receives a capital contribution in connection with a reconstruction from a
principal creditor and the company subsequently repays its debts to the creditor, tax losses from income
years up to and including the year of the capital contribution will be reduced by an amount equal to the capital
reduction. Furthermore, tax losses cannot be offset against future taxable income if the company has no
activity at the time the transfer was agreed. Losses cannot be carried back.

CONTROLLED FINANCIAL COMPANY (CFC) INCOME

Profits made by Danish financial companies or foreign subsidiaries will be taxed in Denmark if the Danish
parent company (directly/indirectly) controls the company (votes/decisive influence) and if the business of
the company is mainly of a financial nature (i.e. more than half of its gross income is derived from certain
financial activities).

Credit is given for foreign taxes paid on foreign income. Losses resulting from activities in foreign countries
cannot generally be deducted from the Danish-sourced income unless voluntary global joint taxation has
been chosen.

248 PKF Worldwide Tax Guide 2020/21



Denmark

C. FOREIGN TAX RELIEF

Danish tax law provides for unilateral relief for foreign taxes paid on some types of income (dividends,
royalties, etc). Such relief may not exceed the Danish tax liability that relates to the foreign income concerned.
If a tax treaty is in force, relief may be restricted to the tax that the foreign state is entitled to levy under the
treaty. If income is earned in a country with which Denmark has no tax treaty, any foreign tax is relieved by
the credit method under domestic tax rules. No Danish tax credit is given for foreign permanent establishment
profit or real estate profit unless voluntary global joint taxation is elected for. Thus, Denmark has adopted the
territoriality principle for Danish companies.

D. CORPORATE GROUPS a

Danish companies within a group, along with Danish permanent establishments and real estate of foreign
subsidiaries are subject to compulsory Danish joint taxation. Such companies must have the same financial
year. The group taxation allows the pooling of profits and losses. Losses of one company can be offset
against profits of another company.

Such a group may elect to enter into a voluntary global joint taxation arrangement with foreign group
companies and foreign permanent establishments and real estate. If voluntary global joint taxation is opted
for, all foreign group companies, permanent establishments and real estate 'above' and 'below' Denmark must
be included in the joint taxation (cf. 'global’). In this case, capital gains derived by non-residents from disposals
of Danish shares or bonds may be subject to tax in Denmark.

The foreign entities' income, assessed according to Danish rules, is then included in the Danish taxable
income of the group, but normally no additional Danish tax is imposed because a tax credit for foreign
corporate tax paid is allowed. The inclusion may allow foreign tax losses to be offset against Danish taxable
profits. Special rules apply with respect to exemption/credit for foreign taxes and claw back provisions
respectively.

E. RELATED PARTY TRANSACTIONS
Related party transactions must be in accordance with the arm's length principle.

F. WITHHOLDING TAX

Danish outbound dividends are generally subject to a 27% withholding tax. Outbound interest payments are
generally subject to a 30% Danish withholding tax. However, several modifications apply, and under most tax
treaties this withholding tax is reduced or refunded. Outbound royalty payments under industrial, commercial
or scientific agreements are subject to a 30% withholding tax. Under most tax treaties, this withholding tax is
reduced or refunded.

G. EXCHANGE CONTROLS
In general, Denmark does not impose exchange controls on business activities.

H. PERSONAL TAX

Individuals are deemed to be residents of Denmark for tax purposes if they occupy accommodation in
Denmark as their permanent place of abode or remain in the country for a period of six months or more. Tax
residency is normally terminated upon emigration. Some assets will be deemed to be taxed as sold at market
value on the date of departure. Any profit will be taxed in Denmark.

Residents are subject to Danish taxation on their worldwide income. Non-resident individuals are subject to
tax on Danish-sourced income, including dividends, royalties, profits from Danish permanent establishments,
profits from real estate and salaries earned from work performed in Denmark.

Profits made by more than 50% held (shares/votes) financial companies established in low tax countries are
taxable in Denmark at 22% (CFC). The CFC taxation generally only applies if the company's financial income
is more than 50% of its total income but may not apply if the company is established in an EU or a tax treaty
country. Dividends and gains and losses on the disposals of shares are taxed jointly. The tax rate on this
income is 27% on amounts up to DKK 55,300 and 42% on the surplus (2020).

Personal income includes all remuneration received from the taxpayer's employer, whether in cash or kind,
such as free lodging, free use of a car, free use of the telephone etc. Pension payments, unemployment
benefits etc. are also included in personal income. After deduction of Labour Market Contributions of 8%
(for 2020) on gross salary and business income, tax due on the total taxable income and its components is
determined as follows:
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* A basic charge of 26.44% (average) on taxable income is due to the municipality and church, in which
the taxpayer lives;

*  The basic State tax rate is 12.14% on taxable personal and positive interest income (2020); and,
* An additional higher rate of 15% is levied on income exceeding DKK 531,000 (2020).

Some expatriates who are employed in Denmark for a maximum period of 84 months can, under certain
conditions, choose to be taxed on their gross salary by a final tax instead of ordinary income tax. The tax rate
is 27% plus Labour Market Contributions of 8%.

Maximum tax rates (including local and national taxes)

2020 (%)

Personal income 56.57

Net capital expenses’ 25.60

Deductions? 27.61
Notes:

1. Tax value of interest expenses and capital losses if deductible.
2. Tax value of other tax deductions such as car allowance etc.

I. TREATY AND NON-TREATY WITHHOLDING TAX RATES

Dividends Interest’ Royalties

(%) (%) (%)
Treaty countries:
Argentina 15/102 12 3/5/10/15
Armenia 15/0 0 0
Australia 15 10 10
Austria 0/158 0 0
Azerbaijan 15/516 0/8 5/10
Bangladesh 10/153 10 10
Belarus 15 0 0
Belgium 0/152 10 0
Brazil 25 15 15/25
Bulgaria 15/52 0 0
Canada 15/52 10 0/10
Chile 15/52 15 5/15
China 10 10 10
Croatia 10/52 5 10
Cyprus 15/015 0 0
Czech Republic 0/15 0 10
Egypt 20/1512 15 20
Estonia 15/52 10 5/10
Faroe Islands 0/154 0 0
Finland 0/154 0 0
France® N/A N/A N/A
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Georgia 0/5/10% € 0 0
Germany 5/153 0 0
Ghana 15/53 0/8 8
Greece 18 8 5
Greenland 0/152 0 10
Hungary 0/15 0 0
Iceland 0/15* 0 0
India 25/152 10/15 20
Indonesia 20/102 10 15
Ireland 0/152 0 0
Israel 15/58 25 10
Italy 0/152 10 5
Jamaica 15/102 12.5 10
Japan 15/102 10 10
Kenya 30/202 20 20
Korea (Rep.) 15 15 10/15
Kuwait 15/0/52 17 0 10
Kyrgyzstan 15 0 0
Latvia 15/52 10 5/10
Lithuania 15/52 10/0 5/10
Luxembourg® 15/52 0 0
Malaysia 0 25 10
Malta 0/152 0 0
Mexico 15/02 5/15 10
Montenegro 15/52 0 10
Morocco 10/252 10 10
Netherlands 0/158 0 0
New Zealand 15 10 10
North Macedonia 15/52 0 0
Norway 0/158 0 0
Pakistan 15 15 12
Philippines 15/102 10 15
Poland 15/0/52:10 5 5
Portugal 0/107 10 10
Romania 15/102 10 10
Russia 10 0 0
Serbia 15/52 10 10
Singapore 10/0/5%10 10 10
Slovak Republic 15 0 5
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Dividends Interest! Royalties

(%) (%) (%)
Slovenia 15/52.10 5 5
South Africa 15/52 0 0
Spain® N/A N/A N/A
Sri Lanka 15 10 10
Sweden 0/158 0 0
Switzerland 0/158 0 0
Taiwan 10 10 10
Tanzania 15 12.5 20
Thailand 10 10/15 5/15
Trinidad and Tobago 20/10%4 15 15
Tunisia 15 12 15
Turkey 20/152 15 10
Uganda 10/152 10 10
Ukraine 15/52 0/10 10
United Kingdom 15/07 0 0
United States 0/15/53:11 0 0
Venezuela 15/52 0/5 5/10
Vietnam 15/5/1012. 13 10 5/15
Zambia 15 0/10 15

Notes:

1.

© NSO RN

©

16.
17.

Denmark imposes withholding taxes on outbound interest payments at a rate of 30%. However, Danish
withholding tax does not generally apply to interest payments to a foreign group company in an EU Member State
or protected by a tax treaty.

The lower rate applies to 25% ownership.

The lower rate applies to 10% ownership.

The zero rate applies to 10% ownership.

The treaty was terminated on 1 January 2009. A new treaty is expected on 1 January 2021.
The zero rate applies to 50% ownership.

The zero rate applies if the EU Parent/subsidiary Directive applies.

The lower rate applies to 50% of the votes.

The treaty does not apply to 1929 Luxembourg holding companies.

. The 5% rate applies if paid to an approved entity.
11.
12.
13.
14.
15.

The zero rate applies to 80% of the votes.

The 5% rate applies to 70% ownership or an investment of at least USD 12 million.
The 10% rate applies between 25% and 70% ownership.

The 10% rate applies if 25% of the votes are held.

0% rate applies where recipient of the dividend holds at least 10% of the capital of the company paying the
dividend, or is the Central bank, a Government agency or a pension fund in Cyprus.

The lower rate applies to 20% ownership and an investment of at least EUR 1 million.
The zero rate applies to a pension fund.
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DJIBOUTI

MEMBER FIRM

City Name Contact Information

Djibouti Mohamed Youssouf +253 21 35 25 55
+253 77 77 27 27
mohamed.youssouf@pkfdjibouti.com

BASIC FACTS

Full name: Republic of Djibouti

Capital: Djibouti

Main languages: French, Arabic, English

Population: 986,147 (2020 estimate)

Monetary unit: DJF (Djibouti Franc)

Internet domain: .dj

Int. dialling code: +253

KEY TAX POINTS

A.

In the Republic of Djibouti, the main taxes are: Value Added Tax (VAT), Goods and Services Tax (GST),
Domestic Consumption Tax (TBS), Tax on salaries ( ITS), Minimum Lump-sum Tax (MFI) and Business
Profit Tax (IBP).

Resident companies in Djibouti (Eurl, Sarl, SA, SAS) are subject to income tax at 25% and must pay the
business license.

Non-resident companies in Djibouti but operating on Djibouti territory are subject to tax on profits derived
from within the country.

Capital gains are taxed in the same way as standard income (Business Profit Tax (IBP)) at 25%.

The Minimum Lump-sum Tax is applicable on realised turnover excluding VAT and is set at a rate of
1%. It is due if it exceeds the amount of the tax on profits or in case of a loss. The minimum MFI is DJF
120,000.

There are two main tax incentive schemes for investors. Regime A and Regime B. Regime A relates
to investments with a minimum amount of DJF 5 million (approximately USD 28,000) and Regime B to
investments with a minimum amount of DJF 50 million (approximately USD 280,000).

A 5% contribution is levied at the level of new companies and enterprises investing in the hotel sector, real
estate (hire and sale) and processing industry under the Investment Code regime on their imports during
the construction phase or set-up/installation prior to the production phase (art. 17 of Finance Act 2020).

Dividends are not subject to tax in Djibouti.

TAXES PAYABLE

BUSINESS PROFIT TAX

Companies (natural or legal persons) resident in or carrying out commercial activities in the Republic of
Djibouti are subject to corporate income tax.

The tax to which these companies are subject comes at a rate of 25%, is based on a calendar year (from
1 January to 31 December of the same year) and is established each year according to the profits made
by the natural or legal person during the last year.

This tax is settled, controlled and collected by the General Tax Directorate and must be declared before
31 March of the following year.

The following are exempt from business profit tax:

Movie theatres;
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«  Agricultural cooperative societies and their unions;
« Companies whose sole purpose is trading in securities;
«  Profits reinvested under the conditions referred to in articles 25 to 29 of the Code of investments.

MINIMUM LUMP-SUM TAX

Business profit tax is levied on net profits, i.e. on total revenue minus the expenses related to the exploitation
(unless specifically excluded in the tax code) excluding the income and expenses of real estate, which is
subject to property tax.

If the natural or legal person realises a loss during the year (expenses exceeding total income) it will have to
pay the minimum lump-sum tax. The minimum tax is the higher of 1% of turnover (exclusive of VAT) and DJF
120,000. The minimum lump-sum tax cannot be offset against the corporate income tax liability.

CAPITAL GAINS TAX

Capital gains realised by resident companies are generally treated as part of business income and subject to
business profit tax at the standard rate.

BRANCH PROFITS TAX

Branches of non-resident companies are subject to standard corporate income tax at a rate of 25%. There is
no branch remittance tax.

VALUE ADDED TAX (VAT)

* VAT is levied on transactions carried out in Djibouti by individuals and legal entities, such as purchasing
goods for resale, industrial, commercial or handicraft making activities, including services.

« Companies are subject to VAT if their annual turnover is equal to or exceeds DJF 50 million. The taxpayer
is required to comply with VAT rules as of the financial year following the one in which the threshold is
met.

* The standard VAT rate is 10%. A reduced 7% rate applies to freight forwarding services, port forwarding
invoiced to freight forwarders and services of shipping agencies to freight forwarders. Exportations and
related services are zero-rated.

* A 5% contribution is levied at the level of new companies and enterprises investing in the hotel sector, real
estate (hire and sale) and processing industry under the Investment Code regime on their imports during
the construction phase or set-up/installation prior to the production phase. At the end of the construction
or set-up phase these enterprises will mandatorily become subject to VAT (art. 17 of Finance Act 2020).

*  Also a Domestic consumption tax (TBS) is levied on goods and services as follows:

o Transactions related to the supply of goods or the provision of services by an entity not subject to
VAT are subject to TBS;

o VAT exempt goods and services are not subject to TBS;

o Individuals and legal persons engaging in the supply of goods or provision of services with an annual
turnover not exceeding DJF 20 million (individuals) or DJF 10 million (legal persons) are subject to
TBS;

o  Standard TBS rate is 7% while a 5% rate applies to the supply of fruits and vegetables, catering and
the sale of red meat and fish.

OTHER TAXES

* Real property tax;

*  Property tax on developed land;

«  Property tax on undeveloped land;
«  Stamp duties;

* Business licence tax;

*  General solidarity tax.
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B. DETERMINATION OF TAXABLE INCOME

Djibouti

Tax is generally calculated on an accrual basis taking into account commercial accounts. Corporate income
tax is then computed by applying the rules and regulations set out in the tax code.

Net profits are computed as total gross income less deductible expenses provided for by the tax code,

excluding exempt income.

A resident company employing more than 5 foreign workers can only deduct 20% of their remuneration from
its taxable base (art. 15 of Finance Act 2019). Remuneration constitutes all benefits in cash and in kind paid

monthly in accordance with art. 13 and 17 of the Tax Code.

DEPRECIATION
The tax code only provides for the straight-line method of depreciation.
Assets Rate (%)
Computer equipment 33.33
Buildings 5
Tractors 20
Office furniture 10
Machinery and equipment 20
Plantations 5

INTEREST DEDUCTIONS
There are no thin capitalisation rules in Djibouti.

LOSSES

Losses may be carried forward for up to 3 years. Loss carry-back is not allowed.

C. FOREIGN TAX RELIEF

No unilateral double taxation relief is granted under domestic tax law for foreign tax paid.

D. CORPORATE GROUPS
There is no specific regime for groups of companies.

E. PERSONAL TAX

Progressive tax rates on employment income are as follows:

Taxable income (DJF) Rate (%)
Up to 30,000 2
30,001 — 50,000 15
50,001 — 150,000 18
150,001 — 600,000 20
Over 600,000 30

F. WITHHOLDING TAX

+ Dividends and interest paid to non-resident companies are exempt from withholding tax;

* Royalties derived by non-resident companies are subject to a final 15% withholding tax on the gross

amount

*  The following payments are subject to a 15% withholding tax on the gross amount, exclusive of VAT:

o Payments for services of any kind, performed or used in Djibouti;
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o Management fees;

o Head office costs paid by branches to their foreign headquarters;

o Fees for technical assistance, commercial prospection or research of any kind; and

°  Amounts paid as consideration for the exercise on Djibouti territory of a non-commercial activity.

G. TREATY AND NON-TREATY WITHHOLDING TAX RATES
Djibouti has not entered into any double tax treaties.

DOMINICAN REPUBLIC

MEMBER FIRM

City Name Contact Information

Santo Domingo Hector Guzman Desangles +1809 540 6668
hguzman@guzmantapiapkf.com.do

BASIC FACTS

Full name: Dominican Republic

Capital: Santo Domingo

Main languages: Spanish

Population: 10.85 million (2020 estimate)

Monetary unit: Dominican Pesos (DOP)

Internet domain: .do

Int. dialling code: +1809

KEY TAX POINTS

* The corporate tax system is based on the territoriality principle. Corporate income tax is only due
on business income generated by enterprises operating in the Dominican Republic. Certain types of
investment income derived by Dominican residents from sources outside the Dominican Republic are
also subject to Dominican taxation.

* Non-resident companies operating through a permanent establishment in the Dominican Republic are
taxed on income attributable to the permanent establishment as well as on Dominican-sourced income.
Non-residents without a permanent establishment in the Dominican Republic are taxed on Dominican-
sourced income only.

« Companies are subject to the higher of corporate income tax (at 27%) or alternative minimum tax (1% of
the total asset value after deducting depreciation).

* The standard rate of VAT is 18%.

A. TAXES PAYABLE
COMPANY TAX — GENERAL REGIME

The corporate tax system is based on the territoriality principle, whereby tax is only levied on business income
derived from Dominican sources. Companies are subject to the higher of corporate income tax (27%) or
alternative minimum tax. Dividends paid to residents or non-residents out of Dominican-source income are
subject to withholding tax at the rate of 10% on the gross amount. This is a final tax on dividends.

Corporate income tax is levied on residents and non-residents deriving Dominican-source income. Resident
entities are subject to corporate income tax on certain items of investment income derived from foreign
sources. Non-residents without a permanent establishment in the Dominican Republic are only taxed on
Dominican-sourced income.
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Corporate income tax on resident companies and branches of foreign companies is levied at a rate of 27% or
alternative minimum tax is applied, whichever is higher. The latter is assessed at a rate of 1% on the assets
registered in the taxpayer’s accounting books.

Companies will make monthly advance tax payments, which are 1/12 of the equivalent of the tax amount paid
in the prior year and at year-end they should correspond to the above mentioned 27% or 1% calculated taxes.
When current year taxes are calculated, the monthly payment is compensated in the following period. If the
monthly payment was insufficient then the corporation needs to make up for the payment. Tax is payable as
follows:

« Payments on account are estimated on the basis of the previous tax year’s corporate tax liability, less any
tax withheld at source, and are subject to the following limits:

«  Twelve instalments of (Total 100%) — taxpayers with turnover or 1 percent of their total assets (whichever
is higher when computed).

CAPITAL GAINS TAX

Capital gains derived from the sale of assets, immovable property or shares included in gross income and
are subject to the 27% standard corporate income tax rate. The capital gain is calculated by deducting the
acquisition cost — adjusted for inflation — from the sales price and adding the accumulated earnings/losses.

BRANCH PROFITS TAX

Only the income attributable to the Dominican branch (permanent establishment) is subject to corporation
tax. Remittances by permanent establishments of non-residents are subject to a final withholding tax at the
rate of 27%.

VALUE ADDED TAX

VAT (ITBIS) is levied on taxable supplies of goods and services as well as on imports of taxable goods and
services into the Dominican Republic. Exports are zero-rated. The standard rate is 18%.

Professional services, rental of movable goods and professional security services are subject to a withholding
of the invoiced ITBIS at the rate of 30%.

LOCAL TAXES
No local tax applies.

OTHER TAXES
Municipal tax: owners of real estate property are subject to a 1% tax rate. For rural properties, no tax applies.

FRINGE BENEFITS TAX
There is no fringe benefits tax in the Dominican Republic.

B. DETERMINATION OF TAXABLE INCOME (ISR)

GENERAL REGIME

Net income or taxable income is arrived at by adjusting the accounting profits for non-taxable income and
non-deductible expenses. As a general principle, costs are only deductible when necessarily incurred for the
purpose of producing income.

SIMPLIFIED SCHEME

Companies who a) during the previous year had a total turnover under DOP 6 million and b) have not elected
to be assessed under the General Regime referred to above, are subject to the simplified taxation scheme.
Under this scheme, taxable income is computed as 27% of the turnover from sale of goods and merchandise.

DEPRECIATION

All the items of fixed assets, except land, can be depreciated or amortized for tax purposes. The depreciation
rates are set by specific legislation and include 5% for office buildings, 25% for cars and furniture and 15%
for other assets.

257 PKF Worldwide Tax Guide 2020/21



Dominican Republic

STOCK / INVENTORY

Inventory must normally be valued at the effective cost of acquisition or production (historic cost). Other
methods which may be adopted include:

« The standard cost method, which must be calculated in accordance with the appropriate technical and
accounting principles;

*  The sale price method, based on the market value less a normal profit margin.

CAPITAL GAINS AND LOSSES
Gains realised by resident entities from the disposal of shares are exempt from tax.

DIVIDENDS
Dividends are normally subject to withholding tax at 10% (when it is paid in cash).

INTEREST DEDUCTIONS

Interest is deductible on an accrual basis. The Fiscal Administration is entitled to disregard expenses related
to interest where related parties are involved.

Thin capitalisation

Deductible interest may not exceed the result from multiplying the total amount of interest accrued in the
tax period by three times the annual average net equity divided by the annual average balance of all of the
taxpayer’s interest-bearing debt. Non-deductible interest may be carried forward for 3 years as from the year
in which the interest was accrued. The limitation in the interest deduction is not applicable to interest paid to
resident individuals and entities and also not to regulated financial entities.

LOSSES

Operating losses incurred by ordinary corporate taxpayers may be carried forward for 5 years to set off
against taxable profits, but only 20 percent of the amount each year. No carry-back is allowed.

FOREIGN SOURCE INCOME

Regarding active income, taxation of resident companies takes into account only their Dominican-sourced
income. However, Dominican-resident companies, branches, and permanent establishments are subject to
taxation on income from Dominican sources and on income from foreign sources arising from investments
and financial gains, i.e. certain items of passive income.

TAX INCENTIVES

Incentives under Dominican tax legislation include the free-trade zones, investment in tourism, and companies
established in the border between Dominican Republic and Haiti.

C. FOREIGN TAX RELIEF

Resident companies can obtain a credit for any foreign tax paid abroad on income that is also subject to
Dominican corporate income tax. The foreign tax credit is limited to the amount of Dominican tax to which the
foreign-source income would be subject in the Dominican Republic.

D. CORPORATE GROUPS
None. There are no special measures for controlled foreign companies.

E. RELATED PARTY TRANSACTIONS

Transfer pricing rules are based on the OECD guidelines. The following methodologies are accepted: (i)
comparable uncontrolled price method (ii) resale price method (iii) cost plus method (iv) profit split method
and (v) transactional net margin method. APAs (advance pricing agreements) are available for all taxpayers
and sectors.

On 1 September 2017, the tax authorities published a new (the sixth) version of the transfer pricing information
return. All taxpayers within the scope of the transfer pricing regulations must file the return on an annual basis
within the first 180 days after the end of the fiscal year. The new version of the return requires taxpayers to:
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*  Summarize transactions by type;
« Report the profit level indicator of the tested party of each transaction;
« Use the same format as the previous version to allow the information to be validated;

* Complete the information regarding related parties and transactions on the tax administration’s virtual
platform.

This new version of the return applies for fiscal year 2017 and onwards and as of 1 September 2017 all
taxpayers must adopt this new version.

F. WITHHOLDING TAX

Income paid to non-residents is subject to withholding tax at the following rates:
« Dividends: 10% (final tax);

* Interest: 10%, subject to exceptions;

* Royalties: 27% (final tax);

* Management/technical service fees: 27% (final tax).

G. EXCHANGE CONTROL
Capital movements are freely transferable.

H. PERSONAL TAX

Income tax is payable by individuals on income obtained from employment, from a business, from an
independent profession, from investment income, from immovable property, capital gains, pensions, and
betting and gambling profits. Resident and non-resident individuals are subject to income tax on Dominican-
sourced income only. When determining the taxable income, besides some specific deductions concerning
each category of income, other deductions may be allowed, such as expenses on health and education.

Tax returns are due on 15 March of the subsequent tax year for taxpayers with income derived solely from
employment or pension. The following rate table applies in tax year 2020 to the aggregate net result of
employment income, business income, investment income (except interest on bonds and deposits), income
from land, capital gains and income from pensions.

Taxable Income (DOP) Rate on Excess (%)

Under 416,220 0
416,220 — 624,329 15% over DOP 416,220
624,329.01 — 867,123 20% over DOP 624,329

In excess of 867,123 25% over DOP 867,123

I. TREATY AND NON-TREATY WITHHOLDING TAX RATES

Dividends Interest Royalties
(%) (%) (%)
Non-treaty countries 10 10 27
Treaty countries:
Canada 0/10/183 18 18
Spain 010 0/102 10
Notes:

1. The 0% rate applies in case of a 75% holding in the paying company.
2. The lower rate applies to interest paid by public bodies.

3. The rate for dividends under the treaty is 18%. However, by virtue of a most favoured nation clause the rate is
reduced to 0% if the beneficial owner is a company (other than a partnership) which holds directly at least 75%
of the capital of the dividend-paying company and 10% in all other cases.
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ECUADOR

MEMBER FIRM

City Name Contact Information

Guayaquil Edgar Naranjo +593 4 236 7833
enaranjo@pkfecuador.com
pkf@pkfecuador.com

BASIC FACTS

Full name: Republic of Ecuador

Capital: Quito

Main languages: Spanish, indigenous languages

Population: 17.61 million (2020 estimate)

Monetary unit: US Dollar (USD)

Internet domain: .ec

Int. dialling code: +593

KEY TAX POINTS

* Corporate tax is payable by Ecuadorian resident companies on non-exempt income derived from all
sources. Non-resident companies are required to pay tax on income sourced in Ecuador.

*  The corporate tax rate is 25%. Capitalized profits are subject to a 15% tax rate.

* Value Added Tax (VAT) is applied at a standard rate of 12% to all transactions including imports. There
is a 0% rate on food items, agricultural inputs, medical goods, books and government purchases, and
some professional services.

«  No provisions exist for filing consolidated returns or relieving losses within a group.

« Dividends paid to resident individuals and companies and to non-resident individuals and companies
are subject to a 25% withholding tax. The tax base will be 40% of the distributed dividends. Royalties,
services and rental fees are subject to the same 25% withholding tax.

« Income tax is payable by Ecuadorian resident individuals on non-exempt income derived from all sources.
Non-resident individuals are required only to pay tax on Ecuadorian-sourced income.

A. TAXES PAYABLE

CORPORATE INCOME TAX

Corporate tax is payable by Ecuadorian resident companies on non-exempt income derived from all sources.
Non-resident companies are required to pay tax on income sourced in Ecuador. Resident companies are
those that are incorporated in Ecuador or carry on business in Ecuador and have either central management
and control in Ecuador or voting power controlled by shareholders who are Ecuadorian residents.

The standard corporate income tax rate is 25%. SMEs and regular exporters that meet certain requirements
are subject to tax at a rate of 22%.

The corporate income tax rate will be 28% in case (i) the resident company fails to fully disclose the required
information about its ownership composition or (ii) one of the shareholders is established in a tax haven, low-
tax jurisdiction, or preferred tax regime and the true beneficial owner is an Ecuadorian tax resident.

In such case, the tax rate of 28% will be fully applied to the resident company’s income tax base if the
shareholders reside in tax havens or low-tax jurisdictions, and together or individually own at least 50% of
the company’s capital. When that ownership is less than 50%, the corporate tax rate of 28% will be applied
proportionally to the income tax base for that ownership.

Capitalised profits are subject to a 15% tax rate. The tax year runs from 1 January to 31 December. Tax is
payable from 10-28 April, depending on the 9th digit of the tax identification number.

Tax can be prepaid voluntarily at an amount equivalent to 50% of the previous period’s income tax due less
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withholdings for that same period. This prepaid tax constitutes a tax credit for income tax purposes.

All payments or registrations of purchases of merchandise and services are subject to withholding tax at the
following rates:

* 1% - electricity, private/public transport of passengers and private freight;
* 1% - purchase of all types of goods (except oil products);

¢ 1% - all construction activities;

* 1% - on 10% of the premium billed;

* 1% - on quotes and option purchasing in leasing;

* 1% - those carried out by media services and advertising agency;

* 1% - interest and commissions derived from credit operations between institutions of the financial system.
The financial institution that paid or charged financial returns will act as a withholding agent;

2% - those realized by individuals for services in which workforce is involved in intellectual work;

2% - payments by credit card issuers to their merchants;

* 2% - income generated from loans and investments;

* 2% - those interests that any public entity recognized on behalf of tax payers;

* 2% - Any other payments;

*+ 8% - Fees, commissions and other payments to professionals or other persons who are present in
Ecuador for more than six months for services that are predominantly intellectual or for sport or artistic
services, always when such service is not related to the professional title of the person who provides
the service; royalties paid to resident individuals or Ecuadorian branches of non-residents; payments for
letting of immovable property;

*  10% - Fees, commissions and other payments to professionals or other persons who are present in
Ecuador for more than six months for services that are predominantly intellectual, always when those
services are related to their professional title. Payments and credits not included in withholding rates.
Amounts paid to non-resident individuals for services rendered from time to time in Ecuador and that
constitute taxable income, and other payments different to earnings or dividends that are sent, paid or
credited abroad. (Fees for professional activities);

«  25% - Payments to non-resident foreign individuals for subject-to-tax services occasionally performed in
Ecuador and various payments other than dividends or profit distributions.

The amounts paid become credits available for income tax purposes at the end of the period. Interests paid to

financial institutions are not subject to withholding tax. Employment income is subject to a specific withholding
regime.

CAPITAL GAINS TAX
Capital gains are taxed according to the following rates:

Excess of Up to % tax rate
0 20,000 0%
20,001 40,000 2%
40,001 80,000 4%
80,001 160,000 6%
160,001 320,000 8%
Above 320,000 10%

BRANCH PROFITS TAX

There is no specific income tax for branches. Income generated by branches is taxed according to general
income tax rules. A very important exception is the treatment of foreign oil companies involved in state
contracts. There is no branch remittance tax in Ecuador.

VALUE ADDED TAX (VAT)
There is a 12% value added tax applied to all transactions including imports. There is a 0% rate on food items,
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agricultural inputs, medical goods, books and government purchases, and some professional services. This
tax is payable one month following the transaction from the 10th to the 28th depending on the taxpayers' tax
identification number.

FOREIGN MONEY TRANSFER TAX (ISD)

This tax is charged on the foreign currency value of all monetary transactions and operations carried out
abroad with or without the intervention of the institutions of the financial system or on the value of payments
made from accounts abroad for any reason. The rate of ISD tax is 5%. The ISD should be paid by all
individuals, foreign banks and private companies, local and foreign.

Financial Institutions (IFls) act as withholding agents when transferring foreign currency abroad by their
clients. Withholding agents and collecting officers must collect from their customers, at the time they request
the transfer abroad of foreign currency subject to this tax, a Form of "Information Statement of Foreign Money
Transfer Tax” through financial institutions or couriers.

Payments for imports of capital assets and raw materials and dividends distributed to effective beneficiaries
(residents or not) are exempt from ISD for new productive investments, subject to certain requirements.

Regulars exporters can be refunded by the ISD paid in the import of inputs, capital assets and raw materials
incorporated into productive processes.

FRINGE BENEFITS TAX

No fringe benefits are deductible as expenses in income tax liquidation. The only exception is that the
company is allowed to pay and expense its employee income tax and social security contribution if the
company has contracted to do so.

LOCAL TAXES

There are many and diverse taxes which are applied at local or regional level including: urban property, rain
water drainage, fire insurance, individual and corporate net worth, state university funds, fire department,
transfer of property, etc. Nominally, there are no stamp duties.

OTHER TAXES

Other taxes imposed by the Ecuadorian Government include excise duties and oil and gas resources revenue
taxes. Likewise, the Superintendence of Companies, Securities and Insurance, the Superintendence of
Banks and the Superintendence of Popular and Solidarity Economy charge annual fees to the companies
they supervise.

B. DETERMINATION OF TAXABLE INCOME

DEPRECIATION

Business assets are subject to depreciation. Costs are recovered in accordance with the goods involved
based on their useful life and accounting techniques. In general, it is booked over five to 20 years.

STOCK / INVENTORY

Inventories are valued at cost in accordance with general accounting principles and standards established in
regulations to the law.

CAPITAL GAINS AND LOSSES
Net capital gains and losses are generally included in the determination of assessable income.

DIVIDEND INCOME

Dividends received by resident companies from other resident companies and non-resident companies are
tax free.

INTEREST DEDUCTIONS

Interest is deductible. The deduction of both interest and the cost of foreign financing charged by a financial
institution or non-financial entity approved by the Superintendence of Banks of Ecuador are allowed provided
that the loan has been registered within the Central Bank of Ecuador (BCE) and the interest rate is lower than
the one set by them. If not, in order to be deductible, a withholding of 25% is required on the excess amount.
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The deduction of both interest and the cost of foreign financing charged by third and related parties is allowed
only if the loan has been registered within the BCE, the interest rate is lower than the one established by the
BCE and a withholding of 25% has been applied. If the interest rate exceeds the interest rate set by the BCE,
the excess will not be deductible, although the tax law requires a withholding of 25%.

As from tax period 2020, the deduction of both interest and the cost of foreign financing charged by related
parties are allowed provided that the net interest does not exceed 20% of earnings before interest, tax,
depreciation and amortisation (EBITDA), and the loan has been registered with the Central Bank of Ecuador
(BCE). The excess amount will not be deductible.

LOSSES

Companies that have sustained operating losses in a tax year may carry forward such losses to subsequent
tax years and offset them over five years at the rate of 20% per annum, provided that no more than 25% of
the profits obtained in each year are allotted for such purposes. Loss carry back is not allowed.

FOREIGN SOURCE INCOME

Domestic corporations are subject to tax on their worldwide income with tax credits allowed for income taxes
paid abroad.

INCENTIVES

Specific write-offs are provided for the mining and primary oil production industries. Expenditure on research

and development also qualifies for special treatment. General incentives include the following:

« New investments in priority sectors located outside Guayaquil or Quito are exempt from income tax for
5 years,

+ New investments in basic industries (copper and aluminium treatment, steel foundry, oil refining,
petrochemical industry, cellulose industry, construction and repair of naval vessels) are exempt from
income tax for 10 years. In case the new investment takes place in border areas, the exemption is
increased by 2 additional years.

* Productive investments that subscribe to investment contracts with the Ecuadorian government are
exempt from ISD payment with regard to the import of goods and raw materials and for dividends paid to
effective beneficiaries domiciled or not in Ecuador.

Other incentives for public-private partnerships include the following:

1. 10-year exemption of income tax payment; this exemption also applies to dividends and income paid to
partners or beneficiaries of the partnership;

2. Payments (capital and interests) for external financing to foreign financial institutions or specialized
non-financial institutions approved by regulatory bodies in Ecuador are exempt from tax on payments
abroad; these financing operations should be related to housing, microcredit or productive investments
and registered with the Central Bank of Ecuador;

3. Money transfers are exempt from the tax on payments abroad;

4. Import of goods and acquisition of services made by public-private partnerships in the execution of a
public project, as well as capital, interest and commissions paid to the financiers of a public project,
dividends and income paid to beneficiaries, and the acquisition of shares, rights or participations of the
entity created for the execution of a public project, are all exempt from the tax on payments abroad;

5. Income tax exemption for organisations from the popular financial sector with assets of more than USD
5 million which entered into merger transactions;

6. Three-year income tax exemption for new micro enterprises, given that they promote employment and
add value to their productive processes;

7. Threshold increase to carry accounting records for individuals and undivided estates (now at USD
300,000).

C. FOREIGN TAX RELIEF
Ecuador has double tax treaties with countries listed under Chapter | (see further).

D. CORPORATE GROUPS
No provisions exist for filing consolidated returns or relieving losses within a group.
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E. RELATED PARTY TRANSACTIONS

* Indirect costs paid to foreign related parties are deductible given that they do not exceed 5% of the tax
base plus those indirect costs.

* Royalties as well as technical, administrative and consulting services paid to foreign related parties are
deductible given that they do not exceed 20% of the tax base plus the cost of those royalties and services.

« Losses on the sale of fixed assets or shares and costs derived from leasing operations are non-deductible.

F. WITHHOLDING TAX

« Dividends paid to resident individuals and companies and to non-resident individuals and companies are
subject to a 25% withholding tax. The tax base will be 40% of the distributed dividends.

* Interest paid on foreign loans, including interest paid to non-resident suppliers financing export, is
subject to a 25% final withholding tax. Interest paid to foreign governments, private international financial
institutions and non-financial specialised companies is exempt from tax, even if the institutions are located
in tax havens, provided that the transaction is registered with controlling agencies in Ecuador and the
interest rate does not exceed the one set by the Central Bank.

* Royalties paid to non-residents are subject to a 25% final withholding tax. The rate increases to 35%
when royalties are paid to a recipient in a tax haven or a low-tax jurisdiction.

G. EXCHANGE CONTROL
Limited control is exercised. Direct foreign loans generally must be registered with Ecuador’'s Central Bank

H. PERSONAL TAX

Income tax is payable by Ecuadorian resident individuals on non-exempt income derived from all sources.
Non-resident individuals are required only to pay tax on Ecuadorian-sourced income. Residence is
determined by reference to common law or to domicile or where the individual has spent more than one-half
of the relevant income year in Ecuador, unless he or she has a usual place of abode outside Ecuador and
does not intend to take up residence in Ecuador.

Income tax is payable on assessable income less allowable deductions. Assessable income includes
business income, employment income, certain capital gains, rent and interest. Allowable deductions include
interest and certain other expenses paid in gaining the assessable income and gifts to specified bodies.
Most individual taxpayers have tax instalments deducted from each salary and wage payment made by their
employers. Self-employed individuals and those with non-salary and wage income ordinarily pay a provisional
tax which is an interim payment during the year in anticipation of the assessment of tax after the end of the
income year. Personal income tax rates for the year 2020 are the following:

Year 2020 - In USD
Minimum tax payable P .
L . . . ersonal income
Minimum allowance Maximum allowance (accumulation of prior
tax rate
tax bands)

Up to 11,315 0 0%
11,315.01 14,416 0 5%
14,416.01 18,018 155 10%
18,018.01 21,639 515 12%
21,639.01 43,268 950 15%
43,268.01 64,887 4,194 20%
64,887.01 86,516 8,518 25%
86,516.01 115,338 13,925 30%

Above 115,338 22,572 35%

Only individuals with annual income lower than USD 100,000 are allowed to deduct expenses according to
the thresholds established by local tax law, without exceeding 50% of their taxable income. Income generated
from inheritance, legacies, donations, other income and any benefit obtained through an act or contractual
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agreement received for no consideration, of goods and rights is to pay tax rates based on the following bands:

Year 2020 - In USD
Minimum tax payable
Minimum allowance Maximum allowance (accumulation of prior Tax rate
tax bands)

Up to 72,090 0 0%
72,090.01 144,180 0 5%
144,180.01 288,361 3,605 10%
288,361.01 432,571 18,023 15% G
432,571.01 576,772 39,654 20%
576,772.01 720,952 68,494 25%
720,952.01 865,113 104,539 30%

Above 865,113 147,787 35%

Individual Income tax (liT)
Progressive from 5% to 35%.

Real Estate Tax

From 0.025% to 0.3% for rural property and from 0.025% to 0.5% for urban property; surtaxes and surcharges
apply.

Inheritance/ Gift Tax

Progressive rates from 5% to 35%.

I. TREATY AND NON-TREATY WITHHOLDING TAX RATES

Decision 578 of the Cartagena Agreement has been adopted by Ecuador. This broadly means that relief
from double taxation is provided for natural and juridical persons located in any of the Andean Pact countries
(Bolivia, Colombia, Ecuador, Peru and Venezuela).

Dividends
Individuals, | Qualifying Interest Royalties
companies | companies (%) (%)
(%) (%)
Domestic rates
Companies 0/10 0/10 0/25 25/35

Treaty countries:
Belarus’ 10 56 10 10
Belgium 15 5/152 0/10 10
Bolivia -1 -1 -1 -1
Brazil 15 15 0/15 15/25
Canada 15 53 0/15 10/12/15
Chile 15 53 5/15 10/15
China 5 5 0/10 10
Colombia -1 -1 -1 -1
France 15 15 0/10/15 15
Germany 15 15 0/10/15 15
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Dividends
Individuals, | Qualifying Interest Royalties
companies | companies (%) (%)
(%) (%)
Italy 15 15 0/10 5
Korea 10 54 0/12 5/12
Mexico 5 5 0/10/15 10
Peru _1 _1 _1 _1
Qatar 10 0/54 10 10
Romania 15 15 10 10
Russia 10 56 10 10/15
Singapore 5 0° 0/10 10
Spain 15 15 0/5/10 5/10
Switzerland 15 15 0/10 10
Uruguay 15 108 15 10/15
Venezuela -1 -1 -1 -1
Notes:

1.

There is no reduction under the tax treaty, the domestic rates apply. The source state has the exclusive right to
tax.

2. The treaty rate is 15% which is reduced to 5% under the application of a most favoured nation clause (China-
Ecuador treaty).
3. The 5% reduced rate applies if the beneficial owner is a company that controls directly or indirectly at least 25%
of the voting power in the dividend-paying company.
4. The 5% reduced rate applies if the beneficial owner is a company (other than a partnership) which holds directly
at least 10% of the capital of the dividend-paying company.
5. The 0% rate applies where the beneficial owner of the dividend is the government of any of the contracting states,
their central banks or any institution wholly owned by any of the states.
6. The 5% reduced rate applies if the beneficial owner is a company (other than partnerships) which holds directly
at least 25% of the capital of the dividend-paying company.
7. Entry into force: 16 August 2017. Effective date: 1 January 2018.
8. The 10% reduced rate applies if the beneficial owner is a company which holds directly at least 25% of the voting
shares of the dividend-paying company.
9. Effective date: 28 December 2019 (exchange of information); 1 January 2020 (other tax matters).
EGYPT
MEMBER FIRM
City Name Contact Information
Cairo Hany Rashed +20 2 2354 7340
rashed@pkf.com.eg
BASIC FACTS
Full name: Arab Republic of Egypt
Capital: Cairo
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Main languages: Arabic

Population: 102 million (2020 estimate)
Monetary unit: Egyptian Pound (EGP)
Internet domain: .eg

Int. dialling code: +20

KEY TAX POINTS

« Egyptian resident companies are taxable on their worldwide income, except for profits derived from
permanent establishments abroad. Non-residents are only taxed on Egyptian-sourced income.

« Dividends paid to resident and non-resident corporate shareholders are subject to 10% withholding tax
(reduced to 5% subject to certain conditions).

* A credit system is available for relief of double taxation on foreign source income. The credit is subject to
a maximum of the Egyptian tax paid on the overseas income concerned.

« There are provisions which limit the tax deductibility of interest based on the rate of interest charged and
the debt-to-equity ratio of the company concerned.

« Transfer pricing rules are based on at arm's length principles. An advance pricing arrangement is
available.

« Domestic tax law provides for a 20% withholding tax applicable to the payment of interest and royalties to
non-residents. Double tax treaties with various countries reduce the rate of withholding tax to be applied.

*  General sales tax is payable on the supply of goods and services and imports. The standard rate of tax
is 10% although rates vary from 0% to 30%.

* Resident individuals are subject to income tax on their worldwide income whereas non-residents are
taxed on Egyptian-sourced income.

A. TAXES PAYABLE

CORPORATE INCOME AND GAINS TAX

Egyptian corporations are subject to corporate profits tax on their profits derived from Egypt, as well as on
profits derived from abroad, unless the foreign activities are performed through a permanent establishment
located abroad. Foreign companies resident in Egypt are subject to tax only on their profits derived from
Egypt. Oil prospecting and production companies are subject to tax on their profits at a rate of 40.55%. The
Suez Canal Company, Egyptian General Petroleum Company (EGPC) and Central Bank of Egypt are subject
to tax on their profits at a rate of 40%.

ADMINISTRATION

Companies must file their annual tax returns, together with all supporting schedules and the original financial
statements, before 1st May each year or four months from the financial year-end. The tax return should be
signed by the taxpayer. Taxpayers can file a request to extend the due date of filing of the tax return provided
they pay an estimated amount of tax. The request must be filed at least 15 days before the due date and
the estimated tax due must also be paid before the due date. The extended period can be up to 60 days. An
amended tax return can be filed within 30 days from the due date. Any tax due must be paid when the tax
return is filed. A late penalty is applied at the rate of 2% plus the credit and discount rate issued by the Central
Bank of Egypt as of January each year.

The law has set up appeals committees at two levels - the Internal Committee and the Appeal Committee.
The Appeal Committee's decision is final and binding on the taxpayer and on the tax department unless a
case is appealed by either of them to the court within 30 days of receiving the decision, which is usually in
the form of an assessment.

DIVIDENDS

Dividends paid to resident and non-resident corporate shareholders are subject to 10% withholding tax. A
reduced 5% rate applies if:

*  The shareholder holds more than 25% of the share capital or the voting rights of the subsidiary company;
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*  The shares are held for at least 2 years.

Dividends received by resident companies from other resident companies are not added to taxable income,
subject to the condition that the associated/related costs are not deductible at the level of the recipient’s
taxable profit.

90% of dividends distributed by a non-resident corporate shareholder to a resident corporate shareholder are
exempt from tax, i.e. only 10% of the amount of the dividends will be subject to tax, subject to the following
conditions:

+ The shareholders holds at least 25% of the share capital or the voting rights of the subsidiary company;
*  The company holds or commits to hold the shares of the subsidiary for at least 2 years.

CORPORATE TAX RATES

Nature of Tax Rate
Corporate income tax 22.5%
Capital gains tax 22.5%
Branch tax 22.5%

Withholding tax:

Dividends 5%-10%*
Interest 20%**
Royalties from patents, know-how, etc. 20%**
Certain services provided from non-resident entities 20%**
Branch remittance tax 0%

Net operating losses (years)

- Carry back 3 years

- Losses incurred in long-term projects can be carried back within the same project
without limitation

- Carry forward 5 years

Notes:
*  Dividends are subject to tax at a rate of 5% provided that:
1. The acquisition percentage is 25% or more; and,
2. The acquisition period is 2 years.
If not the dividends will subject to tax 10%
**  Final tax imposed on gross payments. The rate may be reduced under a double tax treaty.

Takaful contribution
«  Takaful contribution tax calculated by multiplying the total revenues by 0.00250;
«  Started from 12 July 2018 according to the law.

OTHER TAXES
The table below summarises other significant taxes.
Nature of Tax Rate
General VAT 14% as from 1 July 2017

Customs Duties:

*  General, ad valorem Various
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*  On value of machinery needed for investments by companies 5%

Stamp duties on bills, promissory notes and letters of guarantee as well as
most types of documents, contracts, checks and receipts (shares and bonds
listed on the Egyptian Stock Exchange are exempt)

Various

The amounts paid become credits available for income tax purposes at the end of the period.

SOCIAL INSURANCE

A 29.75% contribution of an employee’s total salary is allocated as follows:

Insurance type Employee share (%) Employer share (%)
Medical 1 3.25
Pension 9 12

Unemployment - 1

End of service bonus 1 1
Work injuries -- 15
Total 1 18.75

The initial minimum and maximum monthly salary caps are EGP 1,000 and EGP 7,000 respectively. For the
next 7 years both caps will increase by an annual 15%.

Charity contribution

Calculated at a rate of 2.5 per thousand on total annual revenue.

B. DETERMINATION OF TAXABLE INCOME

Corporate income tax is based on taxable profits computed in accordance with generally accepted accounting
and commercial principles, modified for tax purposes by certain statutory provisions primarily concerning
depreciation, provisions, inventory valuation, inter-company transactions and expenses. Start-up and
formation expenses may be capitalised and amortised in the first year.

The deductibility of a branch's share of head office overhead expenses is limited to approximately 7% of
general expenses. Head office expenses other than overhead and general administration expenses are
subject to negotiation with the tax authorities. They are fully deductible if they are directly incurred by the
branch and are necessary for the performance of the branch's activity in Egypt. Such expenses must be
supported by original documents and approved by the head office auditors.

DEBIT INTEREST

Debit interest of loans/overdraft used in the company's activity is a deductible item after offsetting the interest
income. Interest expense paid to individuals who are not subject to tax or exempted from tax is not deductible.
Interest expense is limited to the interest rate which will not exceed twice the discount rate determined by the

central bank of Egypt.

DEBT-TO-EQUITY RULES

The tax law has determined the maximum debt to equity ratio to be 4:1. In the event the debt exceeds such
ratio, the excess interest is not considered by the Tax Authority to be a deductible expense.

INVENTORIES

Inventories are normally valued for tax purposes at the lower cost or market value. Cost is defined as
purchase price plus direct and indirect production costs. Inventory reserves are not permissible deductions
for tax purposes. For accounting purposes, companies may elect to use any acceptable method of inventory
valuation such as first-in, first-out (FIFO) or average cost. The method should be applied consistently and the
reasons for such change should be stated if the method is changed.
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PROVISIONS

Provisions are not considered as deductible costs except for the following:

«  80% of loan provisions made by banks (required by the Central Bank of Egypt);
* Insurance companies’ provisions determined by Law No. 10 of 1981.

BAD DEBTS

Bad debts are a deductible cost if the company provides a report from an external auditor certifying the
following:

* The company is maintaining regular accounting records;

« The debt is related to the company's activity;

«  The debt appears in the company's records; and,

« The company has taken the necessary actions to collect the debt.

DEPRECIATION AND AMORTISATION ALLOWANCES

Depreciation is deductible for tax purposes and may be calculated using either the straight-line or declining-
balance method. Depreciation rates are as follows:

Type of Asset Rate Method of Depreciation
Buildings 5% Straight-line
Intangible assets 10% Straight-line
Computers 50% Declining-balance
Heavy machinery and equipment 25% Declining-balance
Small machinery and equipment 25% Declining-balance
Vehicles 25% Declining-balance
Furniture 25% Declining-balance
Other tangible assets 25% Declining-balance

Accelerated depreciation is allowable only once at a rate of 30% on new machines and equipment in the
year they are placed into service. Normal depreciation is calculated after considering the accelerated 30%
depreciation on the net value of new assets, provided that proper books of account are maintained. Tax losses
may be carried forward for five years. Losses incurred in long-term projects can be also carried back within
the same project.

REAL ESTATE TAX

Egypt introduced a new tax law No. 196 of 2008 to be applied with effect from 1 January 2009. Tax rate: 10%
of the annual rental value after excluding the following assumed maintenance expenses:

«  30% of the rental value for properties used for living accommodation;
«  32% of the rental for properties used for other purposes.

C. FOREIGN TAX RELIEF

Foreign tax paid by a resident entity outside Egypt can be deducted provided there is supporting
documentation. Losses generated outside Egypt cannot be offset against the taxable amount in Egypt.
Double tax treaties concluded between Egypt and other countries regulate the credit for taxes paid abroad on
income subject to corporate income tax in Egypt.

D. CORPORATE GROUPS

Associated or related companies in a group are taxed separately for corporate income tax purposes. Egyptian
law does not contain a concept of group assessment under which group losses may be offset against profits
within a group of companies.
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E. RELATED PARTY TRANSACTIONS

Egyptian tax law contains provisions for transfer pricing. The transfer pricing provisions are based on the at
arm's length principle. Under these provisions, the tax authorities may adjust the income of an enterprise if
its taxable income in Egypt is reduced as a result of contractual provisions that differ from those that would
be agreed to by unrelated parties.

However, it is now possible to enter into arrangements with the tax department to agree on a transfer pricing policy
in advance (Advance Pricing Arrangement). This provides assurance that transfer prices will not be challenged
after the tax return is submitted, with the consequent exposure to penalties and interest on late paid taxes.

F. WITHHOLDING TAX

Dividends paid to resident and non-resident corporate shareholders are subject to 10% withholding tax. A
reduced 5% rate applies if:

*  The shareholder holds more than 25% of the share capital or the voting rights of the subsidiary company;
*  The shares are held for at least 2 years.

Interest derived by non-resident legal persons is subject to a final withholding tax at the rate of 20% on the
gross amount, unless a lower treaty rate applies.

Royalties derived by non-resident legal persons are subject to a final withholding tax at the rate of 20% on the
gross amount, unless a lower treaty rate applies.

G. EXCHANGE CONTROL

Egypt has a free market exchange system. Exchange rates are determined by supply and demand without
interference from the central bank or the Ministry of the Economy.

H. PERSONAL TAX

Income tax is imposed on the worldwide income of Egyptian residents. Non-residents are subject to tax on
income earned or realised in Egypt. An individual is deemed to be a resident of Egypt if:

*  The individual is present in Egypt for more than 183 days in a fiscal year;

* The individual's principal place of residence is Egypt. Article 2 of the Executive Regulations states that
an individual is considered to have a permanent residence in Egypt if:

a) The taxpayer stays in Egypt for the majority of the year, either in his own property, in a rented
property or in any other place;

b) The taxpayer has a local commercial presence, professional office, industrial site or any other place
where he carries on his activities in Egypt;

c) Theindividual is an employee who performs his duties abroad and receives a salary from an Egyptian
public or private source.

Income tax is assessed each year on the aggregate of the net amounts from each category of income realised
during the preceding year. There are four recognised categories of income, namely:

1) Employment income;

2) Business income (which includes income from commercial and industrial activities);
3) Non-commercial income;

4) Income from real estate assets.

Graduated rates apply with effect from 1 July 2005 to the aggregate of the four categories of income, as
follows:

Income (EGP) Rate
Up to 8,000 0%
8,001 to 30,000 10%
30,001 to 45,000 15%
45,001 to 200,000 20%
Over 200,000 22.5%
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Individuals are not subject to tax on capital gains except in the case of the disposal of real estate or building

sites within the boundaries of Egyptian cities. Such gains are not subject to income tax but are taxed at the
rate of 2.5% on the value of the property.

I. TREATY AND NON-TREATY WITHHOLDING TAX RATES

Dividends'
(%)
Interest? Royalties?
Individuals, | Qualifying (%) (%)
companies companies
(%) (%)

Domestic rates

Companies 10 5 0/20/32 20

Individuals 5/10 -- 20 20
Treaty countries:
Albania 10 10 10 10
Algeria 10 10 5 10
Austria 15 15 15 0
Bahrain 10 5 10 10
Belarus 15 15 10 15
Belgium 20/15 15 15 15/25
Bulgaria 10 10 12.5 12.5
Canada 20/15 15 15 15
China 8 8 10 8
Cyprus 15 15 15 10
Czech Republic 15 5 15 15
Denmark 20/15 15 15 20
Ethiopia 10 5 10 10
Finland 20 - 15 25
France 0 0 15 15
Georgia 10 10 10 10
Germany 20/15 15 15 15/25
Greece 10 10 15 15
Hungary 20/15 15 15 15
India - -- - 0
Indonesia 15 15 15 15
Iraq - -- 10 --
Ireland 10 5 10 10
Italy 20 - 25 15
Japan 20 20 - 15
Jordan 15 15 15 20
Korea (South) 15 10 15/10 15
Kuwait 10 5 10 10
Lebanon 10 10 10 5
Libya - -- - --
Malaysia 0 0 15 15
Malta 10 10 10 12
Mauritius 10 5 10 12
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Montenegro 15 5 15 15
Morocco 12.5 10 10 10
Netherlands 15 0 12 12
Norway 15 -- 15 15
Pakistan 15/30 15 15 15
Palestine 15 15 15 15
Poland 12 12 12 12
Romania 10 10 15 15
Russia 10 10 15 15
Saudi Arabia 10 5 10 10
Serbia 15 5 15 15
Singapore 15 15 15 15
South Africa 15 15 12 15
Spain 12 9 10 12
Sudan 15 5 10 3/10
Sweden 15 5 15 14
Switzerland 0 0 15 12.5
Syria 15 15 15 20
Tunisia 10 10 10 15
Turkey 15 5 10 10
Ukraine 12 12 12 12
United Arab Emirates 0 0 10 10
United Kingdom 0/20 0 15 15
United States 0/20 0 15 15
Uzbekistan 10 5 10 12
Yemen - 0 10 10
Notes:

1. According to domestic tax law, dividends paid to resident and non-resident corporate shareholders are subject to
10% withholding tax. A reduced 5% rate applies if:

«  The shareholder holds more than 25% of the share capital or the voting rights of the subsidiary
company;
* The shares are held for at least 2 years.

2. Interest derived by non-resident legal persons is subject to a final withholding tax at the rate of 20% on the gross
amount, unless a lower treaty rate applies. Interest on government bonds issued by the Egyptian MoF on behalf
of the Central Bank and paid to non-resident companies is subject to a 32% final withholding tax.

Royalties derived by non-resident legal persons are subject to a final withholding tax at the rate of 20% on the
gross amount, unless a lower treaty rate applies.

EL SALVADOR

MEMBER FIRM

City Name Contact Information

Horacio A. Castellanos Chacén  +503 2273 2555
ha.castellanos@pkfelsalvador.com

San Salvador
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BASIC FACTS

Full name: Republic of El Salvador
Capital: San Salvador

Main languages: Spanish

Population: 6.48 million (2020 estimate)
Monetary unit: US Dollar (USD)

Internet domain: .SV

Int. dialling code: +503

A. TAXES PAYABLE

COMPANY INCOME TAX

El Salvador’s income tax law affects annual revenue from business activities conducted in El Salvador when
any of the causes of such revenue occur within the national territory. Income Tax - A tax rate of 25% is applied
to the net profit of companies whose taxable income does not exceed USD 150,000. For all others it is 30%.

A corporation is required to prepay its estimated tax liability on a monthly basis of 1.75% of gross revenue.
This is deducted as a credit in the annual income tax return. Corporate tax returns are due by the end of the
fourth month following the end of the fiscal year. An extension of six months may be granted if requested for
the payment only. The tax year of companies corresponds to the calendar year.

CAPITAL GAINS TAX

The tax involved is a 10% income tax on the net profit of the transaction. Net profit is calculated by deducting
the cost of the property plus any related expenses from the sales price. Income from the sale of securities is
taxable as follows: the buyer will withhold 10% of the profit and remit it to the Tax Department.

BRANCH PROFITS TAX

Branches of foreign companies are subject to the same tax rates as Salvadoran companies. There is no
branch remittance tax in El Salvador.

SALES TAX/VALUE ADDED TAX (VAT)

Services and goods are subject to 13% VAT. The following items are exempt from VAT: public health, home
rentals, education, state titles, public water, public transportation, pension funds and public lottery.

AD VALOREM/ SPECIFIC TAXES

Two taxes are paid for alcoholic beverages:

¢ Ad Valorem taxes at a 5% tax rate;

* A specific tax on the alcoholic grade per litre ranging from 0.04 to 0.16 cents.
For cigarettes a specific tax of USD 0.0225 is levied per cigarette.

TAX ON FINANCIAL TRANSFERS
1) TAX ON CHECKS

Check payments over USD 1,000 are subject to 0.25% on the operation base. This tax is non-refundable
and the bank will charge it to the company bank account.

2) TAX ON LIQUIDITY CONTROL

A tax of 0.25% will be paid on cash payments and deposits, if the accumulated sum is more than USD
5,000 per month. This tax is a credit against any future payment of VAT, Income Tax, or Ad valorem Tax.
The bank will charge it to the company bank account.

LOCAL TAXES
El Salvador’s income tax law affects the whole national territory equally.
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OTHER TAXES
Other taxes that are applicable in their various manifestations include:

MUNICIPAL OFFICE TAXES

Taxes are paid according to a table and total assets. There are different tables for every city in El Salvador. In
San Salvador, the table varies depending on whether the company is industrial, commercial or other.

NATIONAL REGISTRATION TAX

All industrial or commercial businesses are required to have an annual license to operate. This tax is paid
according to the total assets and according to the following rates:

*  From USD 2,000.00 to USD 57,150.00 a tax of USD 91.43 is levied;
«  From USD 57,151.00 to USD 114,286.00 a tax of USD137.14 is levied;
»  From USD114,287.00 to USD 228,572.00 a tax of USD 228.57 is levied.

If the asset is worth more than USD 228,572.00 then USD 11.43 will be added to every USD 100,000 in assets
or fraction thereof, up to a limit of USD 11,428.57.

SOCIAL SECURITY TAX

These are payments that are made monthly by employers and employees on the payroll of companies for
the purpose of guaranteeing the functioning of the employee’s social security system benefits at the national
level. The table is as follows:

* Company 7.50% of salary;
«  Employee 3.00% of salary.

Maximum salary of USD 1,000 per employee. Social Security has a special education tax called INSAFORP
which is 1% of the total amount that the company pays (this applies to companies with more than 10
employees).

PENSION TAX

These are payments that are made monthly by employers and employees on the payroll of companies for
the purpose of guaranteeing the functioning of the employee’s pension system and retirement benefits at the
national level. The table is as follows:

«  Company 7.75% of salary;
* Employee 7.25% of salary.
Maximum salary of USD 6,500.00 per employee.

B. DETERMINATION OF TAXABLE INCOME

The net taxable income of a corporation or partnership is determined by subtracting all allowable deductions
from gross taxable income. Generally, expenditures and/or losses are deductible provided they are incurred
in gaining or producing taxable income, or preserving the source of income. Special rules apply in respect of
certain expenditures.

DEPRECIATION
Depreciation is normally calculated by the straight-line method over the estimated useful life of the asset.

STOCKS / INVENTORY

The Income Tax regulations only allow the use average-cost method according to the normal course of
operations. No other method is allowed.

DIVIDENDS

Dividends are subject to 5% income tax. If the stockholder is located in a country with low or zero taxation
(tax havens), the dividends will be subject to 25% income tax. Dividends for profits earned before 2011
are exempt. A decrease in stockholder’s equity is subject to 5% income tax, if the equity originated from
capitalization of profits.
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INTEREST INCOME

Banks will withhold 10% income tax on interest income. Loans given by local companies to its stockholders,
related parties, headquarters, or residents/companies located in tax havens are subject to a 5% withholding
tax.

INTEREST EXPENSE

If a loan is made to a Salvadoran company by a foreign bank that was registered by the Central Bank of El
Salvador before 2009, the interest expense is exempt from withholding tax. If the foreign bank is registered
by the Central Bank from 2010 onwards, a 10% withholding tax will apply. If the loan is made by a foreign
company or a bank that is not registered by the Central Bank, withholding tax will be applied at a rate of 20%.

LOSSES

Losses incurred in any given year can be taken as a valid deduction only for the current year. There is no
carry forward or carry back of losses.

SOURCE OF THE INCOME

Foreign-sourced income is not subject to income tax. Only income earned on the territory of El Salvador is
subject to El Salvador income tax. Interest income and gains on market values are the exception. Foreign-
sourced income is not subject to VAT. Income received by persons or companies domiciled outside El
Salvador will be considered as being from an El Salvadoran source if it arises from services or actions that
benefit persons or companies located in El Salvador, including fees, interests and royalties.

INCENTIVES
The following incentives are available to certain qualifying industries and corporations:

« Companies operating in Free Zones or under the Law of International Services are tax-exempt on profit
derived from sales to foreign countries, for a period of 15 years after the companies have been approved
by the Ministry of Economy;

* 15 year tax holiday; from 15 to 25 years, 12% income tax; from 25 years onwards, 18% income tax;
« The 5% payment on dividends will become effective after 12 years;
« Dividends paid to stockholders of companies located in Free Zones will be subject to 5% after 12 years.

C. RELATED PARTY TRANSACTIONS

Transfer Pricing (TP) policies are applicable in El Salvador. If the Company does not have a TP Study, the
government is entitled to determine differences between related party transactions and a transaction done by
independent parties. If a difference is detected, this would not be deductible for income tax purposes and a
25% or 30% tax would be levied on the difference.

D. WITHHOLDING TAX

Services (not in payroll) and fees paid to local individuals are subject to a 10% withholding tax. Services and
fees paid to foreign corporations or non-resident individuals for work done in El Salvador are subject to a 20%
withholding tax rate. Interest, commissions, royalties or technical assistance fees paid to foreign recipients
are subject to a 20% withholding tax. International transportation services are subject to 5% withholding tax.
Purchases of intangible assets are subject to 20% withholding tax.

Any payment done to non-resident individuals or non-resident companies located in tax havens is subject to a
25% withholding tax. A list of tax havens may be consulted on the Ministry of Finance web page: www.mh.gob.sv

E. PERSONAL TAX

a) The monthly withholding tax rates set out below are applicable to any individual included in payroll for
permanent service:

Taxable Monthly Income (in USD)

From: To: Withholding tax

0.01 472.00 No withholding tax/exempt
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472.01 895.24 USD 17.67 plus 10% in excess of USD 472
895.25 2038.10 USD 60 plus 20% in excess of USD 895.24
2,038.11 In excess of USD 288.57 plus 30% in excess of USD 2,038.10

b) The annual income tax rates set out below are applicable to any individual included in payroll for
permanent service (in USD):

From: To: Withholding tax

0.01 4,064.00 Exempt
4,064.01 9,142.86 USD 212.12 plus 10% in excess of USD 4,064.00
9,142.87 22,857.14 USD 720.00 plus 20% in excess of USD 9,142.86
22,857.15 In excess of USD 3,462.86 plus 30% in excess of USD 22,857.14

F. TREATY AND NON-TREATY WITHHOLDING TAX RATES

El Salvador has a Free Commerce Treaty with the USA, Chile, Mexico and the Dominican Republic. There

is a double tax treaty with Spain.

Dividends
(%)
Interest Royalties
Individuals, Qualifying (%) (%)
companies (%) companies (%)
Non-treaty countries
Companies 0/5/251 0/3/25" 0/10/20/25" 5/20/25'
Individuals 0/5/251 -- 20/25" 5/20/25"
Treaty countries
Spain 12 02 0/10 10
Notes:

1. The 25% rate applies to payments made to residents of countries considered to be tax havens or territories with
a preferential tax regime.

2. With respect to a minimum 50% participation in capital.

ESTONIA
MEMBER FIRM
City Name Contact Information
Tallinn Rein Ruusalu +372 66 30 829

rein.ruusalu@pkf.ee

BASIC FACTS
Full name: Republic of Estonia
Capital: Tallinn

Main languages: Estonian, English, Russian
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Population: 1.33 million (2020 estimate)
Monetary unit: Euro (EUR)

Internet domain: fee

Int. dialling code: +372

KEY TAX POINTS

+  Estonian resident companies do not pay tax on their profits until they are distributed to shareholders. The
taxable period is the calendar month.

* There is no separate capital gains tax. Gains derived by resident companies or branches of foreign
companies are exempt until a distribution is made.

*  Value added tax applies to most goods and services.
* Local taxes are imposed by only a few municipalities.

«  Foreign tax is mostly relieved by exemption by virtue of the provisions of the double tax treaties with most
overseas jurisdictions.

«  Withholding taxes apply only to certain royalties and in special cases (fees to artists and sportsmen from
Estonian source).

* Income tax applies to individuals at a single, flat rate.
A. TAXES PAYABLE

COMPANY TAX

Estonian resident companies are liable for corporate income tax on their worldwide income. Corporate income
tax is not levied when the company makes profits but when those profits are distributed to the company's
shareholders. The standard rate is 20% on the gross profits distributed or 20/80 (i.e. 25%) on the net amount
of the dividend distributed to the shareholders. Although the tax applies like a withholding tax on the recipient
of the dividend it is, strictly speaking, a tax on the company. The taxable period is the calendar month.

As from 2019, dividends distributed at an amount lower than or equal to the amount of the average of
distributed dividends (i.e. excluding distributions of tax-exempt dividends, liquidation proceeds, capital
reductions and permanent establishments income) in the previous 3 years, on which income tax has been
paid by the resident taxpayer, are taxed at the rate of 14% of the distribution tax (the tax rate on the net
amount being 14/86 instead of the regular 20/80). According to the transitional rules, one third of taxed profits
of 2018 and one third of taxed profits of 2018 and 2019 may be distributed at the lower rate in 2019 and
2020, respectively.

If dividends are paid to resident or non-resident individuals and the distributing company has paid the
distribution tax at the lower 14% rate, the individual recipient is subject to an additional withholding tax of 7%.
A lower withholding rate may apply under an applicable tax treaty. Withholding tax will not apply if the recipient
of the dividends is a company.

CAPITAL GAINS TAX

There is no separate capital gains tax in Estonia. Gains derived by resident companies or branches of foreign
companies are exempt until a distribution is made.

BRANCH PROFITS TAX

There is no specific branch profits tax in Estonia. Branches of foreign companies are taxed under the same
principles as resident companies, i.e. taxed on the distribution of profits at a rate of 20%.

VALUE ADDED TAX (VAT)

The supply of most goods and services is subject to VAT. Some goods and services are exempt from VAT.
The standard VAT rate is 20%. A lower rate of 9% applies to certain items such as books, medicinal products
etc. Exports from Estonia are zero rated.
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FRINGE BENEFITS TAX

Fringe benefits are taxed as income. With effect from 1 January 2008, 20% income tax is levied on the gross
value of the benefit plus 33% social security contribution.

LOCAL TAXES
The local government has the right to impose local taxes but presently only a few municipalities do so.

B. DETERMINATION OF TAXABLE INCOME

As the income of Estonian-resident companies is exempt from tax, there is no requirement for determining
trading income for tax purposes. Tax is levied on the payment of dividends and distributions of profit in other
forms such as fringe benefits, gifts and other non-business related payments.

C. FOREIGN TAX RELIEF
Under Estonia's double tax treaties, foreign tax is mostly relieved by exemption.

D. CORPORATE GROUPS
Corporations are taxed separately in Estonia. There is no concept of consolidated tax returns.

E. RELATED PARTY TRANSACTIONS
Related party transactions may be adjusted for tax purposes if the transactions are not at arm's length.

F. WITHHOLDING TAX

Withholding taxes apply only to certain royalties (see table below) and in special cases (fees to artists and
sportsmen from Estonian source).

G. EXCHANGE CONTROL
There are no exchange controls in Estonia.

H. PERSONAL TAX

The income tax depends on the person’s annual income. The annual income is tax-free up to an amount of
EUR 6,000. From a gross annual income of EUR 14,400, the tax-free income will start to decrease until it
reaches zero at a gross annual income of EUR 25,200. The income tax rate of 20% applies to income over
the annual tax-free threshold of EUR 6,000.

Employers are obliged to withhold income tax from employees' salaries. In addition, the following social
security rates apply:

«  Social security tax of 33% of gross salary;
*  Unemployment insurance:
o Employer 0.8% of gross salary;
o Employee 1.6% of gross salary.
Dividends received from resident companies and interest received from EU credit institutions are tax free.

I. TREATY AND NON-TREATY WITHHOLDING TAX RATES
There is no withholding tax on dividends nor interests in Estonia.

Royalties' Royalties?
(%) (%)
Non-treaty countries 10 10
Treaty countries:
Albania 5 5
Armenia 10 10
Azerbaijan 10 10
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Royalties’ Royalties?

(%) (%)
Austria 5 10
Bahrain 0 0
Belarus 10 10
Belgium 10 0
Bulgaria 5 5
Canada 10 0
China 10 10
Croatia 10 10
Czech Republic 10 10
Cyprus 0 0
Denmark 10 0
Finland 10 0
France 10 0
Georgia 0
Germany 10
Greece 10
Hungary 10 0
Hong Kong 5 5
Iceland 10 0
India 10 10
Ireland 10 0
Isle of Man 0 0
Israel 0 0
Italy 10 0
Japan 10 5
Jersey 0 0
Kazakhstan 15 15
Korea 5 10
Kyrgyzstan 10 5
Latvia 5 10
Lithuania 10 10
Luxembourg 10 0
Macedonia 5 5
Malta 10 10
Moldova 10 10
Netherlands 10 0
Norway 10 0
Poland 10 10
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Portugal 10 10
Romania 10 10
Serbia 5 10
Singapore 7.5 7.5
Slovak Republic 10 10
Slovenia 10 10
Spain 10 0
Sweden 10 0 G
Switzerland 10 0
Thailand 8 10
Turkey 5 10
Turkmenistan 10 10
Ukraine 10 10
United Arab Emirates 0 0
United Kingdom 10 0
United Mexican States 10 10
United States 5 10
Uzbekistan 10 10
Vietnam 10 7.5

Notes:

1. Rate applicable to royalties for equipment rental.

2. Other royalties.

ESWATINI (FORMERLY SWAZILAND)
MEMBER FIRM
City Name Contact Information
Manzini Charmain Young +268 2505 4016

charmain@pkf.co.sz

BASIC FACTS
Full name: Kingdom of Eswatini
Capital: Mbabane

Main languages:
Population:
Monetary unit:
Internet domain:

Int. dialling code:

281

English and Siswati

1.16 million (2020 estimate)
Swazi lilangeni (SZL)

.sz

+268
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KEY TAX POINTS

+ Company income tax in Eswatini is a 27.5% flat rate on the taxable profit as adjusted for income tax
purposes.

* Resident and non-resident companies are subject to income tax on income accrued or derived from
Eswatini. Different rates apply to resident and non-resident companies.

«  Currently there is no tax is payable on capital gains.

¢ VAT Act no. 12 of 2011 was introduced in Eswatini on 1 April 2012. VAT is chargeable on imports and
the supply of goods and services in Eswatini. It is imposed at 14% on most goods and services supplied
by a vendor. Certain goods and all exports are zero rated. Exempt supplies are provided for in the first
schedule and zero rated supplies are provided for in the second schedule of the said VAT Act.

* There is no wealth tax, real estate tax or inheritance tax, sales tax or gift tax in Eswatini.
« Relief for double taxation is provided by means of a credit for overseas tax suffered on overseas income.

« Eswatini has entered into a limited number of double tax treaties with certain countries, including South
Africa, the United Kingdom, Taiwan and Mauritius.

A. TAXES PAYABLE

COMPANY TAX

The income tax system is source-based, i.e. income from a source within or deemed to be within Eswatini
will be subject to taxation. Taxes are paid in two instalments in advance based on a provisional assessment,
which should be at least 90% of the prior year tax charge. The tax year is the year ending 30th June. The
Eswatini Revenue Authority (SRA) has implemented an electronic system for filing and paying taxes which
benefits both the tax authorities and the taxpayer. E-tax is an electronic platform through which taxpayers may
submit returns as well as access tax information and forms online. This platform is a live feed into the SRA
Revenue Management System (RMS) and was rolled out in 2014.

The estimate of taxable income may not be less than the taxable income assessed for the preceding year of
assessment (where an assessment has been issued not less than twenty one (21) days before the date such
an estimate is made), unless the taxpayer can satisfy the Commissioner General that the taxable income for
the current year will be less than that of the preceding year. Provisional tax payments are made as follows:

First payment:

This payment must be made within six months from the commencement of the year of assessment or
approved financial year-end date. The estimate of taxable income may not be less than the taxable income
assessed for the latest preceding year of assessment, unless the taxpayer can satisfy the Commissioner
General that the taxable income for the current year will be less than that for such preceding year.

Second payment:

This payment must be made not later than the last day of the year of assessment or approved financial year
end date. Where there has been an increase in the taxable income during the course of the current tax year,
all taxpayers are obliged to make good for the difference realized when paying either the first or second
provisional tax.

Third payment:

It must be paid on or before the due date of the income tax return. Interest at the rate of 18% per annum will
be charged on any amount not paid by the date stated and in addition a penalty equal to 20% of such amount
may be imposed.

TRUSTS

(1) Every trustee who makes any payment from trust income to a beneficiary who has a vested right to such
income shall withhold tax at the rate of thirty-three per cent of the gross amount.

(2) The tax withheld shall be on account of the liability to tax of such beneficiary on the income derived from
the trust.

(3) Every trustee who has withheld any tax shall:

(a) Within fifteen days from the date of payment remit to the Commissioner the amount of tax so
withheld; and,
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(b) Furnish within thirty days after the end of the year of assessment to the beneficiary to whom the
payment is made a certificate, showing the amount of the payment made and the tax withheld during
the year of assessment.

(4) Every trustee making any payment shall maintain a record showing in relation to each year of assessment:
(a) The payment made to each beneficiary; and,

(b) The tax withheld from such payment, and such record shall be kept for the period specified for
examination by the Commissioner as and when required.

(5) The deduction of tax shall not relieve a beneficiary from the obligation to furnish a return for the
assessment of the tax or any return from any other obligation imposed by the Income Tax Order of 1975
Amended.

(6) A trustee who fails to withhold any tax or having withheld such tax fails to remit such tax to the
Commissioner, as required shall, in addition to any penalty for which he may be liable, be personally liable
to pay the Commissioner that amount of tax as if it were tax due and payable by such person under Part
VIl of the Income Tax Order of 1975 as Amended.

BRANCH PROFITS TAX

Branches of non-resident Companies are subject to tax on Eswatini profits as if they were resident companies.
In addition, branch profits tax of 15% is charged on the deemed repatriated income. Such branch profits tax
being paid or payable to a company incorporated or registered as such in a neighbouring country (South
Africa, Botswana, Lesotho, Mozambique and Namibia) and that it is neither a subsidiary nor a branch of
a company incorporated or registered outside a neighbouring country, the rate of tax for which such first
mentioned company shall be liable is 12.5%.

SALES TAX / VALUE ADDED TAX

There is no sales tax in Eswatini. This was replaced by Value Added Tax (VAT) introduced in Eswatini in
April 2012. It is administered by the VAT Act No.12 of 2011 as well as the VAT Regulations of 2012. VAT is
tax that is charged on the consumption of goods and services in Eswatini and on the importation of goods
and services into Eswatini.

Standard rated supplies:

These are taxable supplies that are neither exempt nor zero rated. VAT charged on standard rated supplies
is 15%.

Exempt supplies (first schedule of the VAT Act no. 12 of 2011)

* These are goods and services that do not attract VAT at all;

«  Suppliers of these goods and services cannot register for VAT purposes;

« Businesses dealing in exempt goods and services when purchasing taxable supplies have to pay VAT;

*  They cannot claim the VAT they incurred from their purchases as input tax because they are not VAT
registered.

Zero-rated supplies (second schedule of the VAT Act no. 12 of 2011)
* These are goods and services that attract VAT at 0%);
«  Suppliers of these goods and services can register for VAT;

«  Such businesses can claim the VAT they incurred from their purchases as input tax at the end of each
tax period.

VAT Declaration — Payment /VAT Return

There are two applicable tax periods:

Category A - One month tax period

Businesses who make annual taxable supplies of E20 million and above, or, businesses approved to deferred
import VAT.

Category B — three month tax period

Businesses that make annual taxable supplies of less than E20 million are required to submit returns at three
months intervals (quarterly).The return must be accompanied by proof of payment when applicable.
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SEKULULA/VAT EASY

A Memorandum of Understanding for Processing and Administration of VAT Refunds System between
Eswatini Revenue Authority and South African Revenue Services for Sekulula / VAT Easy was rolled out on
1 April 2015. This is a procedure for claiming VAT paid in South Africa to pay import VAT for imports into
Eswatini. It covers goods bought from an entity registered for VAT in South Africa on which VAT was charged.
The provisions for regulating matters relating to VAT is for the reduction of fiscal invasion.

Qualifying Purchasers:
« Companies — registered for business in Eswatini
* Individuals — residing in Eswatini

Qualifying purchasers will submit original tax invoices to SRA to claim and offset import VAT. SARS will refund
VAT paid in South Africa on movable goods imported into Eswatini only to SRA. No other VAT administrator
will operate in Eswatini. There is no possibility for companies/ persons to directly claim VAT refund from
SARS.

Benefits of the System:

* No additional border clearance requirements - special simplifications for non-commercial declarations;
« To improve compliance in import declarations;

* Reduced incentive for non-declaration — import VAT settled through invoice instead of cash;

* To improve traders’ cash-flow position —no extra cash to settle import VAT liability in Eswatini;

« Toincrease government revenue;

* Reduced administrative burden.

Conditions for valid claims:

*  Declaration of imported goods;

* Import goods within 90 days from date of invoice;

« Valid tax invoice and required documents to be submitted to SRA;
« Passport number of the qualifying purchaser.

Definition of a qualifying purchaser:
¢ Must be a non-South African resident;
*  The entity must be registered for business purposes in Eswatini.

Documents required to validate the status of qualifying purchaser:
« Passport/Travel Document;
+ Valid SRA Tax Identity Number (TIN) and trading licence.

THE BASIS FOR THE CLAIM SHALL BE A TAX INVOICE THAT IS FULL OR ABRIDGED AS

FOLLOWS:
Full (consideration 2 E5,000) Abridged (consideration < E5,000)
The words “TAX INVOICE” The words “TAX INVOICE”
Name, address and VAT registration number of the | Name, address and VAT registration number of the
supplier supplier
Invoice number and date of issue Invoice number and date of issue
Full and proper description of goods Full and proper description of goods
Price of goods and VAT amount or rate Price of goods and VAT amount or rate
State whether goods are new or used State whether goods are new or used

Name and address of recipient
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Quantity or volume of goods supplied

Services supplied shown separately on the invoice

Designated Borders:

Ngwenya Border Post;
Matsamo Border Post;
Sandlane Border Post;
Mahamba Border Post;
Lavumisa Border Post;
Mananga Border Post.

Exclusions:
Refund claims will not be paid in respect of:

VAT levied and paid on services rendered in South Africa;
Claims below ZAR 250.00 (VAT incl.);
A claim made of consolidated invoices — must be from one supplier for commercial declarations

Goods imported through non-designated borders: Bulembu, Lundzi, Sicunusa, Gege, Nsalitje, Lomahasha
and Mhlumeni;

Goods imported by post or through the airport fall under direct exports and importers must claim from
the South African airport.

Procedure — Commercial:

Claims must be submitted with Refund Envelope;
Businesses must designate and provide passport copy for authorized person;

VAT on insurance, freight & other costs must be paid at time of entry, using the prepayment account or
point of sale;

Deferred accounts will not be used for “Sekulula/VAT easy” declarations;
You must provide invoice copies to comply with other requirements, e.g. tax returns, audit.

Procedure — Motor Vehicles:

Declare and pay VAT as per the current procedure;

Claims to be submitted within 75 days from date of import with, proof of authorised release by SARS;
A valid original tax invoice;

The proof of registration in Eswatini;

The owner’s passport copy and SRA Customs Clearance Certificate;

The manufacturer’s certificate (for a new motor vehicle).

Procedure — Used Goods:

15 % import VAT shall be paid at the time of entry;

The client applies through SRA for refund;

SRA remittance form is completed and submitted with proof of payment;
SARS will verify claims prior to payment;

The amount refunded will be less any tax reduction on previous claims on the same transaction; (notional
input tax) claimed by South African vendor from SARS;

SRA will then remit upon refund by SARS (amount paid into client's bank account).

Roles of the parties:

SRA

Training and sensitization of stakeholders;
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* Invoice vetting to ensure validity;

«  Collection of invoices and required documents for valid claims;

* Notify and collect payment from importer on non- paid invoices;

*  Refund importer where claim for used goods and motor vehicles has been paid by SARS.

SARS

*  Pay refunds in respect of submitted claims;

« Advise on reasons for rejections;

* Provide database for registered vendors;

« Exchange information where collusion is suspected.

IMPORTERS

«  Fully declare goods imported into Eswatini;

«  Submit original valid invoices and relevant supporting documents to facilitate claim;
« Pay import VAT on rejected invoices;

«  Only applies to “Qualifying Purchasers”;

« It applies to Swazi residents;

* ltis meant only for businesses registered in Eswatini;

*  The importer must have a valid SRA (TIN) and Trading license;

« VAT paid on movable goods only will be refunded;

*  Goods must be imported within 90 days from invoice date through designated borders;
*  Goods must be declared at the designated borders.

ADVANCE PAYMENT ON VAT
Advance payments on VAT came into effect on 1 April 2015:

a. Monthly and quarterly filers are allowed to make advance payments of the VAT due even before the end
of their tax period. The return will only be submitted on or before the 20th day of the month following the
end of the tax period.

b. Taxpayers must have made all VAT payments relating to that particular tax period on or before the 20th
day of the month following the end of the tax period.

c. Advance payment does not absolve the taxpayer from submitting the required VAT Returns as stipulated
in Section 32 of the VAT Act. Failure to submit on or before the due date shall continue to attract penalties
in terms of Section 57 of the VAT Act.

d. The facility provided by this Practice note is given as an option to both “Category A” and “Category B”
taxpayers. Taxpayers who are comfortable with the payment intervals as prescribed in the legislation may
continue to make payments in that manner.

FRINGE BENEFITS TAX

In general, benefits provided to employees are added to their remuneration and taxed accordingly. There
are, however, some exceptions, these include all other benefits in kind that an employee may enjoy at the
expense of the employer, e.g. remuneration of domestic assistants by the employer on behalf of the employee
(the amount of the remuneration paid to the assistants is added to the employee's salary before calculation
of tax). The value of free passage by road, rail, ship, or air that are paid for an employee. Such value is not
taxable if the duration for the employment contract is two years or more. If the contract is less than two years
the contract should not be renewable.

STAMP DUTY

Stamp duty is levied on legal instruments relating to the sale, mortgage or lease of immovable property and
the sale or mortgage of stocks and shares.
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LOCAL TAXES

Employment income is taxed on a withholding tax (WHT) basis known as Pay As You Earn (PAYE) at a
graduating scale of 33% per annum.

Companies — 2012 to date:

Tax Rate Date From Tax Rate Date To Tax Rates
1 July 2012 30 June 2013 30%
1 July 2013 To Date 27.5%

Individuals — 2013 to date:

Taxable Income Exceeds But Does Not Tax Rates

Exceed
SZL 0o SZL 100,000 20%
SZL 100,001 SZL 150,000 SZL 20,000 + 25% of the excess of SZL 100,000
SZL 150,001 SZL 200,000 SZL 32,500 + 30% of the excess of SZL 150,000
SZL 200,000 SZL 47,500 + 33% of the excess of SZL 200,000

Part-time employee remuneration:

Remuneration Income Exceeds | Remuneration Does Not Exceed Tax Rates
0 8,333 20%
8,333 12,500 25%
12,500 16,666 30%
16,666 - 33%

Withholding tax for residents and non-residents:

Resident and Non-resident Tax | Rate of Tax Due Date

Non-resident shareholders’ tax | SACU Area 12.5%. Within 30 days from the day on which the
(NRST) on dividends Outside SACU 15% dividend is declared

Non-resident tax on interest 10% Within 15 days after the date of accrual
Withholding tax on royalties and 15% Within 15 days from the date of payment.
management fees

Withholding tax on non-resident 15% Within 15 days from the date of payment.
contractors

Withholding tax on entertainers 15% Within 15 days from the date of payment.
and sportsmen

Repatriated Branch Profits 15% Within 15 days from the date of payment.
Withholding tax on non-resident 15% Within 15 days from the date of payment.

persons

Concessionary rates of normal tax in the case of redundant or retiring individuals — 2013 to date:

Lump-sum payments in excess of SZL 60,000 made in respect of retirement or redundancy are taxed as
follows:

Taxable Income Exceeds | But Does Not Exceed | Tax Rate

SZL 0 SZL 200,000 25%

287 PKF Worldwide Tax Guide 2020/21




Eswatini (formerly Swaziland)

Taxable Income Exceeds | But Does Not Exceed | Tax Rate

SZL 200,001 SZL 300,000 SZL 50,000 + 30% of the excess of SZL 200 000
SZL 300,000 - SZL 80,000 + 33% of the excess of SZL 300 000
OTHER TAXES

These include amongst others, customs and excise duties and graded tax. The following are the rates relating
to graded tax:

a) The rate for all Swazi adults in receipt of income is E18/annum and this is payable via the first PAYE
remittance system.

b) The rate for an adult male person not in receipt of income is E4.20/annum.
c) Female adults not in receipt of any income are not obliged to pay Graded tax.

EXCISE DUTY

Special excise duties apply to the following:
* Alcohol;

« Tobacco products;

*  Perfumes, etc.

Temporary importation

Security is provided for the payment of customs duties and other taxes due in the event that the goods are
not re-exported within the required deadline. This is to ensure that goods that were imported for other than
home consumption are not diverted to such consumption.

Permanent importation

Release for free circulation (The term “free circulation” is used to describe imported goods on which all import
formalities have been complied with and any customs duties or other charges have been paid and not repaid
in whole or in part). At point of entry - obtain data to identify the goods and apply non-tariff measures (e.g.
licenses):

«  Perform point of entry controls - if necessary;

*  Collect or secure import duties;

* Release the goods.

Transit — suspension of duties and other charges, security required.

B. DETERMINATION OF TAXABLE INCOME

CAPITAL ALLOWANCES

Wear And Tear Allowance:
Description Write Off Period
Computers software (pc’s); special patterns and tooling; video cassettes 2

Bulldozers; calculators; computers (pc’s); computers software; concrete transit
mixers; Dictaphones; fax machines; motorized concrete mixers; patterns, tooling 3
and dyes; textbooks; trucks (heavy duty)

Aircraft (light — passenger / commercial / helicopters); bicycles; compressors;
debarking equipment; delivery vehicles; excavators; fork-lifts trucks; front-end
loaders; graders; mobile cranes; mobile refrigeration units; motorcycles; motorized 4
chain saws; pallets; portable concrete mixers; refrigerated milk tankers; tractors;
excavators; trucks (others); track mounted cranes; water tankers
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Battery chargers; cinema equipment; cash registers; computers (main frame);
curtains; dental and doctors equipment; drilling equipment (water); engraving
equipment; fire extinguishers (loose units); garden irrigation equipment (movable);
hairdressers equipment; laboratory research equipment; Laundromat equipment;
mobile caravans; motor mowers; musical instruments; passenger cars; 5
photocopying equipment; portable generators; power tools (hand operated); public
address systems; radio communication equipment; scales; solar energy units;
staff training equipment; surveyors field equipment; tape recorders; telephone
equipment; trailers; washing machines; workshop equipment; x-ray equipment.

Adding machines; air conditioner (movable); arc welding equipment; balers;
cheque writing machines; cold drink dispensers; crop sprayers; demountable G
partitions; drills; electric saws; electrostatic copiers; fertilizers spreaders; fitted

carpets; furniture and fittings; gantry cranes; gas cutting equipment; gas heaters;
and cookers; gear shapers; grinding machines; guillotines; harvesters; heat
dryers; heating equipment; incubators; ironing and pressing equipment; kitchen
equipment; knitting machines; lathes; medical theatre equipment; milling machines;
ovens and heating devices; ovens for heating food; perforating equipment;
photographic equipment; planers; ploughs; refrigeration equipment; refrigerators;
sanders; seed separators; sewing machines; shop fittings; spin dryers; spot
welding equipment; television sets; video machines; decoders; typewriters;
vending machines (including video game machines); water tanks

Burglar alarms (removable); gymnasium equipment; neon signs and advertising
boards; surveyors instruments; weighbridges (movable parts)

Lift installation (goods); lift installations (passengers); water distillation and
purification plant

DEPRECIATION

Wear and Tear allowances or depreciation in respect of machinery, plant, implements, utensil and articles
(including vehicles and equipment) Under Section 14(1)(c):

Group Assets Included Rate

1 Computer hardware and software; lorries; buses; video recorders 33;33%

Aircraft; construction equipment (mobile) (including — bulldozers,
concrete mixers, graders, road scrapers); lifts and elevators; light
delivery vehicles (LDV’s); motor cycle; tractors; videotapes; plant and
machinery working 24 hours per day

25%

Casino equipment, hotel soft furnishings (including carpets); medical
3 equipment; sound and projection equipment; televisions; trailers; plant 20%
and machinery working two shifts per day

Furniture and fittings; legal and professional libraries; musical
equipment; office equipment including (accounting machines, air
4 conditioning plant, binds and curtaining, fans) and any depreciable 10%
asset not included in any other group, including plant and machinery
working one shift per day

Railroad cars, locomotives and railroad equipment; engines and
turbines; public utility plant

6 Industrial Buildings 4%

5 5%

Where a taxpayer elects to claim the deduction of wear and tear allowances on a straight-line basis, such
taxpayer shall obtain approval from the Commissioner of Taxes before claiming the wear and tear on straight-
line basis. Requests for allowances to be granted on the “straight-line” will be considered if the following
conditions in respect of the assets to which such method will be applied are satisfied:

(a) The taxpayer maintains adequate records;
(b) The straight-line basis will apply to all assets of the same class;
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(c) The annual return of income contains a schedule disclosing in respect of each asset disposed of during
the year of assessment:

(i) The date of acquisition and the original cost;
(i) The income tax value as at the end of the immediately preceding tax year;
(iii) The price realised on disposal or scrapping as well as the tax value of any profit or loss.

(d) The rates of allowance granted will be such that the rate per annum reduces the value of the asset to nil
at the end of its agreed estimated life;

(e) An asset written off in full shall be brought into account at a residual value of E1 for record purposes.
Where a taxpayer applies the straight-line method, the asset shall be written off in equal annual instalments
over its estimated useful life. The wear and tear deduction must be reduced proportionately if the asset
was acquired and commissioned during the year of assessment. Where a taxpayer has been granted
permission to apply the straight-line method, the write-off periods shall be in line with the periods prescribed
by the Commissioner. Taxpayers must obtain prior approval to apply a different write-off period to an asset
approved, for the proposed write off period from the Commissioner of Taxes.

TRADING STOCK

(1) There shall be taken into account, in the determination of the taxable income derived by any person,
during any year of assessment, from carrying on any trade (other than farming), the value of all trading
stock held and not disposed of by him (hereinafter referred to as "the value of trading stock held") at the
beginning and end of each year of assessment.

(2) The cost of trading stock disposed of during the year of assessment is determined by adding to the
opening value of trading stock the cost of trading stock acquired during the year, and subtracting the
closing value of trading stock.

(3) The value of trading stock held by any person at the beginning of any year of assessment shall be
deemed to be:

(a) Where the person carried on trade on the last day of the previous year of assessment, the value of
trading stock held on that date; or,

(b) Where the person commenced the trade during the year of assessment, the cost to the person of any
stock acquired prior to the commencement of the trade.

(4 The value of trading stock held at the end of a year of assessment shall be deemed to be the lower of
cost or market value to the person carrying on the trade.

(5) For the purposes of this subsection, the cost of any trading stock in relation to any date shall be:
(a) The cost incurred in acquiring such trading stock; and,

(b) Any further costs incurred up to such date in getting such trading stock into its then existing condition
or location.

(6) Where any trading stock has been acquired by any person:
(a) For a consideration which cannot be valued; or,

(b) Otherwise than by way of a transaction at arm's length, such trading stock shall be deemed to have
been acquired at a cost equal to the price which, in the opinion of the Commissioner, was the current
market price of such trading stock on the date of acquisition.

(7) Where particular items of trading stock are not readily identifiable, a person may account for that trading
stock on the first-in-first-out method or the average cost method but, once chosen, a stock valuation
method may be changed only with the written permission of the Commissioner

DIVIDENDS
Payments to non-residents and residents:

Non-residents Tax Rate of Tax Due Date

Dividends for companies in Botswana, 12.5% Within 30 days from the day on which the
Lesotho, Namibia and South Africa 270 dividend is declared

Within 30 days from the day on which the
dividend is declared

Dividends - for other countries 15%

Dividends 10% Within 15 days from the date of payment
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INTEREST DEDUCTIONS

Levy of non-residents tax on interest:
If any amount of interest accrues to or in favour of:
(a) Any person, other than a company, not ordinarily resident in Eswatini;

(b) The estate of any deceased person who, at the date of his death, was not ordinarily resident in Eswatini;
or,

(c) A company not registered in Eswatini; and the debtor in respect of such amount is ordinarily resident
or carries on business in Eswatini, there shall be levied and paid a tax (in this Part referred to as non-
residents tax on interest) equal to ten per centum of such amount.

Application of provisions:

For the purpose of this Part:

(a) If interest is payable or is credited to any person having an address outside Eswatini such interest shall,
until the contrary is proved, be deemed to have accrued to any person, estate or company, as the case
may be;

(b) If the debtor in respect of any amount of interest is the estate of any deceased person, such estate shall
be deemed to be ordinarily resident or to be carrying on business in Eswatini, if such person at the date
of his death, was ordinarily resident or was carrying on business in Eswatini;

(c) If the debtor in respect of any amount of interest is a company, such company shall be deemed to be
ordinarily resident in Eswatini if it is registered, managed or controlled in Eswatini; and,

(d) Any amount accruing to any shareholder in a building society out of the profits of such society shall be
deemed to be interest.

LOSSES

Tax losses can be carried forward to offset against future profits. Losses that are offset may be carried forward
indefinitely. Losses cannot be carried back against profits of previous years.

FOREIGN SOURCED INCOME
Foreign tax relief is limited only to countries which have a double tax treaty (DTT) with Eswatini.

INCENTIVES

The Memorandum of Understanding (MOU) sets out terms and conditions, which shall apply in respect of
the grant of a Development Approval Order (DAO) by the Minister of Finance to whichever company that has
applied for the (MOU). The tax concession is granted under the DAO for a period of 10 years.

C. FOREIGN TAX RELIEF

Relief for double taxation is provided by means of a credit for overseas tax suffered on overseas income. The
credit is the lower of the foreign tax paid and the Eswatini tax on the income concerned. Foreign tax relief
is limited only to countries with double taxation relief. These include; Mauritius, South Africa and the United
Kingdom.

D. CORPORATE GROUPS

There is no special regime for the taxation of groups of companies. Each Company is taxed as a separate
entity. Losses incurred by one affiliate may not be offset against profits made by another affiliate.

E. RELATED PARTY TRANSACTIONS

Inter-company pricing between affiliated companies must be carried out on an arm’s length basis or the
income of both companies is adjusted for income tax purposes. Taxpayers are obliged to provide the tax
authorities with documentation containing data about the activities of the taxpayer and other parties to the
transaction. This includes a list of the parties to the transaction, the description of the transaction, the terms
of the transaction, methods of pricing, terms and conditions of payments etc. Functions of the parties of the
transaction, information about accepted risks considered by the taxpayer when concluding the transaction
and so on.
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F. EXCHANGE CONTROL
The currency in Eswatini is Lilangeni (SZL). There are no exchange controls in effect.

G. ASYCUDA WORLD

ASYCUDA (Automated System for Customs Data Administration) is a computerized customs management
system which covers most foreign trade procedures and was rolled out as of 1 February 2016 whereby
importers/exporters are required to lodge declarations with Customs electronically through ASYCUDA.
Capturing of data can be done remotely or at the border post or any one of the inland offices and the airport.

Registration

Businesses that have the newly introduced Taxpayer Identity Numbers (TIN) for VAT are not required to be
registered on ASYCUDA. Their TINs will be used for all Customs related transactions.

Traders who have not yet been registered for TINs are required to register with ASYCUDA, the following are
required on registration:

* Tax clearance certificate
«  Trading licence
*  Contact details including physical address.

A declarant, other than the owner of the goods, must be licensed as an agent with Customs. Individuals are
required to submit a copy of the national identity document and contact details which include the physical
address.

Declarations may be made by:

Remote Connection (also known as the Direct Trader Input (DTI)): This allows a trader to capture a declaration
at his own premises and forward hard copies to customs at his convenience. This has benefits including:-

* Entries can be lodged prior to arrival of goods at the border

« Trader can access any of his declarations passed through Customs at any time.
Using the Bureau at the port of entry (border post or airport or any of the inland offices)
« Provided (at a fee) for people who are not remotely connected

*  Mainly used by once off importers/exporters.

ASYCUDA PREPAYMENT ACCOUNTS
1. Pre-payment accounting
The prepayment facility is to be used at all SRA Customs offices where duties / taxes are not deferred but

payable upon entry. Under this facility declarants need to pay first the amount of duties / taxes that are
reflected on the SAD500 on presentation of their entries to SRA for processing.

2. Prepayment (Cash) Account Numbers

a. Each declarant / importer is allocated an 8-digit account number (Series 500) which is attached to
their Taxpayer Identification Number (TIN). The TIN is an SRA wide number that is to be used across
all SRA tax heads while the Prepayment Account Number and deposits therein is managed at and
confined to the Customs office of clearance.

b. The account number must be inserted/captured in Box 48 of the SAD 500. As a security measure
the account number may be validated by a secret PIN code. The security of the PIN code is the
responsibility of the account holder.

3. Submission of Entries and Payment of Duties / Taxes due

a. All entries are to be submitted to Customs through the Cash Office at the port of entry concerned.
Once received at the Cash Office the entry will remain always within Customs control and will not be
returned to the declarant until it is assessed and released after validation of payment due.

b. No entry will be accepted without being paid for. The SRA will not accept responsibility for delays
in clearance of goods arising from an insufficient balance existing in the prepayment account. No
entries will be cleared until the account is restored to a credit balance covering the duties / taxes
payable.

c. The payment being made will be recorded in ASYCUDA against the prepayment account declared in
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Box 48 of the SAD500. Where payment is made into a single account, a single receipt for the whole
amount being deposited will be issued to the declarant as an acknowledgement of payment.

Payment may be effected by any of the methods approved by the SRA. This may be by:
¢ Confirmed Electronic Funds Transfer (EFT);

« Point of Sale (POS);

«  Limited Cash (not more than E10,000.00 per declarant);

« Company cheque for approved clients or bank cheque (only at remote border posts).

A statement of the prepayment account can be produced by the account holder and Customs when
required. This will detail entries cleared against the account number, any credit amounts paid in
during the selected period and the account balance. Remotely connected declarants will be able to
view their accounts status at any time.

4. Assessment

a.

Upon assessment of a declaration, funds equal to the duties / taxes due on the entry will be
automatically transferred from the prepayment account into the SRA Revenue Account. A combined
assessment notice and payment receipt will be printed for each assessed entry. If the duties / taxes
due are less than the balance in the prepayment account, a credit balance will remain in the account.
Such balance will be used for future imports.

Where there is an insufficient credit balance in the prepayment account, the entry will not be
assessed. Resultantly the goods will not be released from the Customs controlled area.

Declarants / importers will get a combined assessment notice and receipt for each consignment
declared on a separate SAD500.

« Itis proof of duties / taxes paid for imported goods;
« Itis proof of legitimate release by Customs; and

* It can be used to support VAT input tax credit claims (along with a copy of the SAD500 and
supporting invoices etc.).

5. Benefits to trade:

Prepayment Accounts have been put in place for the following reasons:

« To reduce delays associated with the cashier issuing a receipt against each declaration;

« To ensure once a declaration is submitted SRA may be held fully responsible for the time
taken to release cargo;

«  Confirmation of cash received will be combined with the assessment stage of the declaration
as well as the generation of the Customs receipt;

« The assessment notice / receipt shall will support VAT input credit claims.

H. PERSONAL INCOME TAX

Personal income tax is levied on resident and non-resident individuals, whether or not they are citizens of
Eswatini.

Individuals — 2013 to date:

Taxable Income Exceeds | But Does Not Exceed Tax Rate
SZL O SZL 100,000 0 + 20% of the excess of SZL 0
SZL 100,001 SZL 150,000 SZL 20,000 + 25% of the excess of SZL 100,000
SZL 150,001 SZL 200,000 SZL 32,500 + 30% of the excess of SZL 150,000
SZL 200,000 SZL 47,500 + 33% of the excess of SZL 200,000

When applying the above rates the following should be taken into account:

* Tax payable by a natural person will be reduced by a tax rebate amount not exceeding SZL 8,200 per tax
year (with a further SZL 2,700 for persons over the age of 60 years);

* The rates are applicable on total income exceeding SZL 41,000 per annum;
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*  The tax rebate does not apply in the case of redundant or retiring individuals.

Taxpayers who are liable to tax on business income are obliged to submit their income tax declarations on
business income to the Eswatini Revenue Authority by 31st October of every year. All taxpayers must keep
records of their income. They are obliged to keep records for at least five years from the year to which they
relate. To avoid double taxation, Eswatini has concluded a number of double tax treaties.

Exemptions

There are a number of exemptions within each category of income which are defined in Section 12 of The
Income Tax order of 1975 Amended. There shall be exempt from normal tax:

(a) The receipts and accruals of:
(i) A pension fund, a retirement annuity fund, a benefit fund or a provident fund;

(i) Any company, society or other association of persons, whether or not registered under any law,
the profits or gains of which, other than profits or gains from investments, are derived solely from
transactions with or on behalf of its individual members, and the constitution of which does not admit
of the distribution of its profits or gains to any persons other than the members with whom or on
whose behalf the transactions took place, and does not confer upon any person any benefit other
than benefits accruing to that person from transactions with or on behalf of such person, except as
regards any receipts or accruals from investments by any such company, society, or association of
persons; and,

(iii) Any exempt organisation other than business income that is not related to the function constituting
the basis for the existence of the organisation.

(b) The income of any person entitled to privileges under the Diplomatic Privileges Act to the extent provided
in such Act;

(c) The salaries and emoluments of any person in respect of services rendered to the Government of any
country other than Eswatini if that person is not ordinarily resident in Eswatini or is ordinarily resident
solely for the purpose of performing such services;

(d) War pensions or gratuities;
(e) Dividends received by or accrued to or in favour of:
(i) Any person not ordinarily resident or carrying on business in Eswatini;

(i) The estate of any deceased person who at the date of his death was not ordinarily resident or
carrying on business in Eswatini, if, but for this exemption, such estate would have been liable for
normal tax in respect of such dividend; and,

(iii) Any company.

I. TREATY AND NON-TREATY WITHHOLDING TAX RATES

Dividends
(%)
Interest Royalties
Individuals, | Qualifying (%) (%)
companies | companies
(%) (%)
Non-treaty countries
Companies 12.5/154 12.5/15% 10 15
Individuals 12.5/15 - 10 15
Treaty countries:
Mauritius 7.5 7.5 5 7.5
South Africa 15 10° 10 10
Taiwan 10 10 10 10
United Kingdom 15 15 2 08
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Notes:

1. The reduced rate applies if the beneficial owner is a company which holds at least 25% of the capital of the
paying company.
No reduction under the tax treaty, the domestic rate applies.
Subject to tax in the state of residence of the recipient only.
A final 15% withholding tax is levied on dividends distributed by resident companies to non-resident companies
while the rate is reduced to 12.5% in respect of dividends paid to a company registered or incorporated in

Botswana, Lesotho, Namibia or South Africa, which is not a branch of a company registered or incorporated
outside these countries.

FIJI

MEMBER FIRM

City Name Contact Information

Suva Dr. Nur Bano Ali +679 992 7017

managing partner) dr_nurali@pkf.com.fj

Suva Sunil Sharma +679 992 7016
sunil@pkf.com.fj

Nadi Zarin Khan +679 992 7015
zarin@pkf.com.fj

BASIC FACTS

Full name: Republic of Fiji

Capital: Suva

Main languages: English

Population: 896,445 (2020 estimate)

Monetary unit: Fiji Dollar (FJD)

Internet domain: j

Int. dialling code: +679

A. TAXES PAYABLE

COMPANY TAX

Fiji resident companies are subject to tax on their worldwide income. Non-resident companies are required
to pay tax in various forms on income derived from Fiji sources. Resident companies are those that are
incorporated in Fiji or have their place of management and control in Fiji.

The corporate tax rate is 20%. The tax year in Fiji is the calendar year but companies can opt for a taxable
year other than the calendar year. Companies are required to make three advance payments of corporate tax
based on previous year's profit. Corporate tax returns shall be submitted by 31th March of the following year
or within the three years after the taxable year and returns must be prepared by a Tax Agent.

CAPITAL GAINS TAX

Capital Gains Tax (CGT) is a tax that is levied on profits or gains realised on the disposal of capital assets
at the rate of 10%. The tax applies to gains arising from the disposal of taxable assets by Fiji residents,
irrespective of whether the asset is located in Fiji or not. Resident persons can claim a foreign tax credit in
relation to the disposal of foreign capital assets if tax was paid offshore. However, for non-residents the tax
only applies to gains arising from the disposal of taxable assets that are Fiji assets. Exemption may apply
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subject to certain conditions.

BRANCH PROFITS TAX
Branch remittance tax was repealed as from 2010.

VALUE ADDED TAX (VAT)

This is a tax on the supply of goods and services, other than exempt supplies and services, rendered in Fiji

by a VAT registered entity only at the rate of 9%.

FRINGE BENEFITS TAX

Taxable benefits include any non-cash benefits or benefits received in kind that are provided for free by the
employer to the employee or persons associated with the employee (e.g. housing, telephone, water, etc.). The
value of non-cash fringe benefits received by an employee from his/her employer is subject to fringe benefits
tax. It is a final tax on employers and shall not be recovered from the employee. Fringe Benefits Tax (FBT)
is a tax levied at the rate of 20% on the fringe benefit taxable amount (non-cash benefits) of the employer

for each quarter.

SUMMARY OF ALL APPLICABLE TAXES

Tax type Rate
Corporate income tax (CIT) 20%
Stock Exchange Listed Companies 10%
Multinational Headquarters 17%
Pay As You Earn (PAYE) 7%, 18% 20%
Provisional tax (PT) 5%
Fringe benefit tax 20%
Social responsibility tax 23% to 29% - range over FJD 270,000
Withholding tax 15%
Value Added Tax 9%
Capital gains tax (CGT) 10%
Service turnover tax (STT) 10%
Environmental levy (EL) 6%

Stamp duties (SD)

Subject to instruments

Fish levy (FL)

FJD 450/tonne

Departure tax (DT) FJD 200
Telecommunication levy (TL) 1%
Credit card levy (CCL) 3%
Third party levy (TPL) 20%
Health levy (HL) 6%

Customs Duty bands

0%, 5%, 15%, 32%

B. DETERMINATION OF TAXABLE INCOME

The taxable income of a company is determined by ascertaining assessable income and then subtracting
all allowable deductions. Business expenses are generally deductible for tax purposes. Donations to non-
registered charitable organisations are not deductible.

C. INVESTMENT ALLOWANCES/INCENTIVES
FILM MAKING & AUDIO VISUAL
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Income tax deductions
* 150% deduction for capital expenditure on an F1 audio-visual production;
*  125% deduction for capital expenditure on an F2 audio-visual production;
* Levels of expenditure in Fiji for an audio-visual production for F1 and F2 status should not be less than:
o 40% for a large format film, a feature film or broadcast television programme;
o 50% for a direct to video programme or video disk programme; and
o 55% for an audio recording.

Income tax exemptions

* Net income from an F1 production is exempt until taxpayer has received a 60% return on capital
expended. Thereafter, net income will be fully taxed at the marginal rate;

* Net income from an F2 production is exempt until taxpayer has received a 50% return on capital G
expended. Thereafter, net income will be fully taxed at the marginal rate;

« Allowable expenditure incurred for services rendered by the producers (producers fees) — provided that
such expenditure shall not exceed 10% of the total Fiji Expenditure. Producers are not restricted to remain
in Fiji throughout the production of the film;

*  75% of the expenditure incurred to purchase costumes, make-up and set design properties not available
in Fiji that will be used in relation to the film production in Fiji provided that any such costumes, make-up
and set design properties shall be left in Fiji at the end of the production;

«  Expenditure incurred to purchase the writer's story and rights for the production of the film provided that
the producer submits the following documentary evidence:

o Notarised legal contract with the writer which is registered in Fiji with the Registrar of Deeds upon
payment of the appropriate stamp duty;

o Evidence of payment made directly into the writer's bank account from the Fiji bank account; and
o Receipt of acknowledgement of payment received;

«  Approved post-production expenditure on the film paid from a Fiji bank account to the extent that it is
incurred or reasonably attributable to approved post-production services in relation to the completing
of the film made in Fiji. The maximum payable in rebate shall be granted upon the production of
documentary evidence of the expenditure. Rebate is around 2% to 2.5% of production budget;

«  Expenditures incurred on hiring of cameras and filming equipment from outside Fiji, where such cameras
and filming equipment are not available in Fiji.

Additional requirements
* Companies should engage Audio Visual Agents;

< Fiji as a location needs to be accredited and acknowledged in the film’'s credits and other accreditation
as stipulated by Film Fiji in their approval letter.

Film tax rebate
*  75% tax rebate or credit on production cost spent in Fiji;
« Films and television production as per existing Sixth schedule;

¢ Minimum spend in Fiji FJD 250,000, for feature films and broadcast television; and FJD 50,000 for
production intended as an advertising programme or commercial in at least one significant international
market;

«  The maximum rebate payable per approved final certificate will not be more than FJD 15 million.
ENVIRONMENT TAX INCENTIVE

Bio-fuel Production

« Tax holiday is available to a taxpayer undertaking a new activity in processing agricultural commodities
into bio-fuels as approved by the Commissioner from 1 January 2009 to 31 December 2028. To qualify,
the taxpayer shall be exempt from tax as follows:

o Capital Investment from FJD 250,000 to FJD 1,000,000 for a period of 5 consecutive fiscal years; or
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o Capital Investment from FJD 1,000,000 to FJD 2,000,000 for a period of 7 consecutive fiscal years; or
o  Capital Investment above FJD 2,000,000 for a period of 13 consecutive fiscal years;
«  Employ 20 local employees or more for every income year.

Approved companies involved in the production of bio-diesel and ethanol are eligible for various duty
concessions under code 262 of the Customs Tariff Act.

Electric vehicles charging stations
« The income of any business setting up electric vehicle charging stations shall:
o be granted a seven-year tax holiday; and

o be granted a subsidy up to a maximum of 5% of the total capital outlay incurred in the development of
electric vehicle charging stations provided that the capital expenditure is not less than FJD 100,000;

o be allowed to carry losses forward to 8 years;
« Any business investing in electric buses shall be allowed a tax deduction of 55%.

Renewable energy projects and power co-generation

« 5-year tax holiday is available for a taxpayer undertaking a new activity in renewable energy projects and
power co-generation as approved by the Tax Department;

« Duty free importation of renewable energy goods is also available.
HOTEL INVESTMENT ALLOWANCE

STANDARD ALLOWANCE
Investment allowance of 25% of total capital expenditure is allowed as a deduction.

Conditions

*  Applicable to building of new hotel including renovations, refurbishments, extension of existing hotel and
International Retiree Facilities;

* Recipients shall complete the project within two years from the date the provisional approval was granted;

* Investment Allowance can only be written off against the income of the hotel business or income from
the hotel premises;

*  Los carry-forward for 4 to 8 years;

* Investors would only need to provide a sketch plan to obtain provisional approval for the investment
allowance, and not necessarily a certified approval;

*  There should not be any shift of tax revenue to other countries;
«  There will be no Investment Allowance from 2017 for existing hotels.

SHORT LIFE INVESTMENT PACKAGE
* 4 year tax holiday for capital investments not less than FJD 7million;

« Import duty exemption on all capital goods (including capital equipment, plant & machinery) not available
in Fiji but this includes building materials, furnishings & fittings, equipment, room amenities, kitchen and
dining room equipment & utensils, and specialised water sports equipment.

Conditions
» Short Life Investment Package (SLIP) Incentives is available for retirement facilities and hospital resorts;

« SLIP Incentives is also available for New Apartments provided the length of stay is not more than 6
months;

* Recipients of the provisional approval for SLIP shall complete the project within two years from the date
the provisional approval was granted;

« Investors would only need to provide a sketch plan to obtain provisional approval for the investment
allowance, and not necessarily a certified approval.

208 PKF Worldwide Tax Guide 2020/21



Fiji
BACKPACKER OPERATIONS

¢ Income tax exemptions will be introduced for locally owned backpacker operators with annual sales
turnover of FJD 1 million or less;

*  Customs Duty exemption on the importation of raw materials and equipment used for the establishment
of a backpacker hotel. (This incentive will only be available to backpacker businesses who are granted
the income tax holiday)

INFORMATION COMMUNICATION TECHNOLOGY

Information Communication Technology (ICT)

Information Communication Technology business means services provided by a person by way of software
development, customer contact centres, engineering and design, research and development, animation and
content creation, distance learning, market research, travel services, finance and accounting services, human
resource services, legal procedure, compliance and risk services and other administrative services (e.g.
purchasing, etc.), but does not include an internet café or any retail or wholesale of information technology
products or the repair, sale or service of any such products.

The income of any new operator who is granted a license from 1 January 2009 is to be exempt from tax for
a period of 13 years.

* Any new operator may apply and pay a licence fee of FJD 1,000 per annum to the Commissioner of
Inland Revenue;

« The tax exemption is granted from the date of the initial licence;

* Income tax exemption is available to investors under the following criteria:
o Business employs 50 employees or more for any 6 months within the income year; and
o 50% of its total services is exported.

Research and development incentive

A 250% tax deduction is applicable on any expenditure incurred by an eligible ICT company investing in
Research and Development.

ICT accredited training institutions

The income of any new operator setting up internationally accredited ICT training institutions who is granted
a licence from 1 January 2015 is to be exempt from tax for a period of 13 years.

« Any new operator may apply and pay a licence fee of FJD 1,000 per annum to the Commissioner of
Inland Revenue;

« The tax exemption is granted from the date of the initial licence;

« Income tax exemption is available to investors under the following criteria:
o Business employs 50 employees or more for any 6 months within the income year; and
o 50% of its total services is exported.

Application design and software development

The income of any new operator setting up ICT businesses involved in Application design and Software
development who is granted a licence from 1 January 2015 is to be exempt from tax for a period of 13 years

* Any new operator may apply and pay a licence fee of FJD 1,000 per annum to the Commissioner of
Inland Revenue. The tax exemption is granted from the date of the initial licence;

* Income tax exemption is available to investors under the following criteria:
o Business employs 50 employees or more for any 6 months within the income year; and
o 50% of its total services is exported;

+ Duty free and VAT exemption on the importation of all items required for the establishment of the
business.

Small ICT start-ups
For small ICT start-ups, a 150% deduction on all start-up costs will be made available with no employment
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conditions/requirements attached.

MEDICAL INVESTMENT

PRIVATE HOSPITAL

A private hospital means a building or premises where persons suffering from any sickness, injury or infirmity
are given medical or surgical treatment, but does not include a hospital or other establishment or institution
operated or maintained by the Government or a sick bay or first aid post maintained by a commercial or
industrial undertaking for the benefit of its employees and their families. The income of any business setting
up Private Hospitals on or after 1 January 2016:

«  Shall be exempt from tax for a period of 10 years with a minimum capital investment level of FJD 7 million;

¢ 60% Investment Allowance will apply for refurbishments, renovations and extensions with a minimum
capital investment of FJD 1 million;

«  Duty Concession (free Fiscal Duty, free Import Excise & free VAT) on medical, hospital, surgical, dental
goods that are used and imported by the business;

« Recipients of the provisional approval for setting up Private Hospitals shall complete the project within
two years from the date the provisional approval was granted;

* Loss carry-forward of 8 years;
« Hospitals under Private Public Partnership (PPP) arrangements are eligible for the medical tax incentives.

Ancillary medical services

Ancillary Medical Services means those ancillary medical services provided by a company, including
pathology lab services, Magnetic Resonance Imaging services (MRI) and other diagnostic services.

The income of any business setting up Ancillary Medical Services such as Pathology Lab, MRI, other
diagnostics on or after 1 January 2016:

«  Shall be exempt from tax for a period of 4 years with a minimum capital investment level of FJD 2 million;

¢ 60% Investment Allowance will apply for refurbishments, renovations and extensions with a minimum
capital investment of FJD 500,000;

«  Duty Concession (free Fiscal Duty, free Import Excise & free VAT) on medical, hospital, surgical, dental
goods that are used and imported by the business;

« Recipients of the provisional approval for setting up Ancillary Medical Services shall complete the project
within two years from the date the provisional approval was granted;

* Loss carry-forward of 8 years;

« Hospitals under Private Public Partnership (PPP) arrangements are eligible for the medical tax incentives.
Legislative Provision: Part 2, Income Tax (Medical Investment Incentives) Regulations 2016.

RESIDENTIAL HOUSING DEVELOPMENT
Under this incentive the income of the company:

« shall be exempt from tax on developer profits from the sale of residential units; and shall be granted a
subsidy up to a maximum rate of 5% of the total capital expenditure incurred in the residential housing
development;

«  Shall be eligible for duty concession under Code 293 for capital goods including capital equipment, plant,
machinery and other goods at a concessionary rate of free Fiscal Duty;

*  Free Import Excise and 9% VAT. This does not include kitchen ware, raw materials, furniture and other
prescribed goods.

Conditions
This incentive is available to companies with:

* Capital investment (including the cost of support infrastructure and overseas consultant fees but
excluding the cost of land over FJD 2 million with at least 20 residential housing units; and

*  The project commences on or after 1 January 2016 and the building is completed within 2 years from the
date the provisional approval was granted;
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*  The development should comprise of residential units targeting low, medium and high-end users;
« Provisional approval is granted after the Minister consults the Minister responsible for Housing.

SMALL & MICRO ENTERPRISE

Income tax exemption is applicable to selected sectors with maximum turnover threshold of FJD 500,000.
The sectors include:

«  Agriculture and fishing (for agriculture, this will cover activities in the entire agriculture sector).
«  Tourism (sea cruise and river tour operators);

+ Community and social services (amusement, recreation services; traditional handicraft producers (not
“middlemen” or agents).

«  Supportive projects to tourism industry (flora, fauna and other natural characteristics of Fiji; and history,
traditions, cultures and ways of life of its peoples); G

«  Waiver of stamp duty for Small and Micro Enterprises on all instruments.

EXPORT INCOME DEDUCTIONS

The Export Income Tax Deduction (EID) is available to business of exporting goods and services but excludes
re-exports. Percentage of export income to be deducted is 60% for tax years 2020, 2021 and 2022.

LOSSES CARRIED FORWARD

Loss carried forward can be claimed up to 4 years. Losses carried forward by an entity are allowed if that
entity satisfies the continuity of ownership test or the same business test.

ACCELERATED DEPRECIATION

100% write off available for construction of a new commercial and industrial building provided approvals are
obtained prior to 31 December 2020.

EMPLOYMENT TAXATION SCHEME
*  300% tax deduction on wages paid on first full-time employee for a year;

« 300% tax deduction on wages paid for work placements in the related area of study up to 6 months in a
year before graduation, as part of the course requirements;

*  300% tax deduction on wages paid to students employed on a part-time basis (in the related area of study
up to 3 months in a 12-month period);

* 400% tax deduction on wages paid in the employment of disabled people employed for 3 consecutive
years.

These incentives are available until 2023.

D. PERSONAL TAX

* Resident individuals are liable for tax on taxable income accruing in or derived from Fiji or elsewhere.
Non-residents are liable for tax only on taxable income accruing in or derived from Fiji;

* Pensions received by non-resident pensioners from a Fiji source will not be taxed;

*  When a non-Fiji citizen is in Fiji mainly for employment purposes under a contract of employment of not
more than three years, income other than employment income is not subject to tax in Fiji if it is not derived
from or does not accrue in Fiji;

* Income tax is assessed on taxable (chargeable) income. Where the taxable income of a resident exceeds
FJD 50,000, income tax is FJD 3,600 plus 20% in excess of FJD 50,000;

« In the case of non-residents, income tax is 20% of the taxable income;

* In addition to income tax, social responsibility tax (SRT) and environment and climate adaptation levy
(ECAL) are imposed on chargeable income.

Residents - Income tax, SRT (social responsibility tax) and ECAL (Environment and climate adaptation
levy) rates
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Chargeable income

(FJD) Tax payable (FJD) SRT (FJD) ECAL (JFD)
0 - 30,000 0 Nil Nil
0,

30,001 — 50,000 ;g é’O‘g excess over Nil Nil

3,600 + 20% of excess . )
50,001 — 270,000 over 50,000 Nil nil

47,600 + 20% of excess | 13% of excess over 10% of excess over
270,001 - 300,000 over 270,000 270,000 270,000

53,600 + 20% of excess | 3,900 + 14% of excess 10% of excess over
300,001 - 350,000 over 300,000 over 300,000 270,000

63,600 + 20% of excess | 10,900 + 15% of excess | 10% of excess over
350,001 — 400,000 over 350,000 over 350,000 270,000

73,600 + 20% of excess | 18,400 + 16% of excess | 10% of excess over
400,001 — 450,000 over 400,000 over 400,000 270,000

83,600 + 20% of excess | 26,400 + 17% of excess | 10% of excess over
450,001 - 500,000 over 450,000 over 450,000 270,000

500,001 — 1,000,000

93,600 + 20% of excess
over 500,000

34,900 + 18% of excess
over 500,000

10% of excess over
270,000

Over 1,000,000

193,600 + 20% of

excess over 1,000,000

124,900 + 19% of
excess over 1,000,000

10% of excess over
270,000

Non-residents - Income
adaptation levy) rates

tax, SRT (social responsibility tax) and ECAL (Environment and climate

Chargeable income

over 50,000

(FJD) Tax payable (FJD) SRT (FJD) ECAL (JFD)
0 - 30,000 20% of excess of FJD 0 | Nil Nil
6,000 + 20% of excess . .
30,001 — 50,000 over 30,000 Nil Nil
0,
50,001 — 270,000 10,000 + 20% of excess |\ nil

270,001 — 300,000

54,000 + 20% of excess

13% of excess over

10% of excess over

over 270,000 270,000 270,000
300,001 — 350,000 (6)86(:0390858;/0 of excess 2;/1203801, g:)/z) of excess ; gz’)ogoexcess over
350,001 — 400,000 Zse$0:§)58§8(‘;ﬁ; of excess c1) 8;?-055(;, (1) g:)/o of excess ; ;):fo%foexcess over
400,001 — 450,000 28520:)08(2)8:)/0 of excess c1) 3;0‘:)03’ (1) g:)/o of excess ; g:focgoexcess over
450,001 — 500,000 (9)88(:0:)5358? of excess gse‘:(itos(; (1)3(?) of excess ; gz‘yo%foexcess over
so0001 10000 | 10001 2t | 345 - ok of s | 1 of rcossover

Over 1,000,000

200,000 + 20% of
excess over 1,000,000

124,900 + 19% of
excess over 1,000,000

10% of excess over
270,000

E. DIVIDENDS
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Dividends declared from tax paid profits are not subject to any tax — this includes dividends paid to non-
residents.

F.

EXCHANGE CONTROL
There are Exchange Control rules in Fiji;

Reserve Bank of Fiji (RBF) approval is required where there is any foreign shareholding in a Fiji
incorporated company;

RBF rules for debt-to-equity are in place for local borrowing by foreign companies;
Exchange control rules are also in place for remittances of funds abroad;

Rules are reviewed annually and any latest information on Exchange Control Rules can be accessed on
https://www.rbf.gov.fj

TREATY AND NON-TREATY WITHHOLDING TAX RATES

According to domestic tax law, as from 1 August 2017 there is no withholding tax on dividends paid to
non-residents;

Interest paid to non-residents is subject to a 10% final withholding tax on the gross amount;
Royalties paid to non-residents are subject to a 15% final withholding tax on the gross amount;

Management fees, professional fees or other independent services, and rental income (i.e. on films) paid
to non-residents are subject to a 15% final withholding tax on the gross amount.

Dividends
(%)
Interest Royalties
Individuals, | Qualifying (%) (%)
companies companies
(%) (%)
Domestic rates
Companies 0 0 10 15
Individuals 0 -- 10 15
Treaty countries:
Australia 0 0 10 15
India 0 0 10 10
Japan 0 0 10 10
Korea (South) 0 0 10 10
Malaysia 0 0 15 15
New Zealand 0 0 10 15
Papua New Guinea 0 0 10 15
Singapore 0 0 10 10
United Arab Emirates 0 0 0 10
United Kingdom 0 0 10 15
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FINLAND
MEMBER FIRM
City Name Contact Information
Helsinki Rantalainen Audit +358 103 243 116
mikael.hedlund@rantalainen.fi
BASIC FACTS
Full name: Republic of Finland
Capital: Helsinki
Main languages: Finnish, Swedish
Population: 5.54 million (2020 estimate)
Monetary unit: Euro (EUR)
Internet domain: fi
Int. dialling code: +358

KEY TAX POINTS

« Finnish resident companies are liable to corporate income tax on worldwide income. Non-resident
companies are taxed on their Finnish-sourced income only.

« Capital gains are normally taxed as ordinary income. In specific circumstances, capital gains arising on
the disposal of shares in a subsidiary are exempt.

« In principle, all sales of goods and services are subject to value added tax, subject to reduced rates and
exemptions.

« Alocal real estate tax is levied on properties owned by companies.
*  The transfer of immovable property attracts a transfer tax.
* A controlled foreign company (CFC) system applies.

* Under double tax treaties, foreign tax is most frequently relieved by way of credit, sometimes the
exemption method is also applied. Where there is no relevant tax treaty, Finnish domestic tax law grants
a credit for foreign tax paid once that foreign tax is final.

« Dividends and royalties paid to non-resident companies are subject to withholding taxes. Tax treaties may
provide benefits and exemptions to this.

« Finnish resident individuals are subject to tax in respect of their worldwide income. Non-residents are
taxed on their income derived from Finland.

« Individuals are taxed separately on earned income and investment income.
A. TAXES PAYABLE

COMPANY TAX

Finnish resident companies are liable to corporate income tax on their worldwide income. Non-resident
companies are taxed on their Finnish-sourced income only. Corporate residence is not defined in the tax
legislation but residency is usually associated with registration. The corporate income tax rate is 20% of the
taxable income. The tax year consists of the financial period (or periods) that ends during the calendar year.
The final tax assessment for the tax year is determined based on the tax return. Corporate bodies must file
the tax return within four months of the end of their accounting period. Tax returns are processed within ten
months of the end of the accounting period.

CAPITAL GAINS TAX

Capital gains are normally taxed as ordinary business income. Where shares or land have been held for
business purposes, the disposal is subject to normal income tax. In specific circumstances, capital gains from
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the disposal of shares of a subsidiary are tax exempt. The shares need to be owned for at least one year prior
to disposal and the seller has to have owned at least 10% of the company whose shares are being disposed
of. There is more detailed legislation for applying this exemption.

BRANCH PROFITS TAX

There is no specific branch profits tax in Finland. The taxable income for branches of foreign companies in
Finland is calculated on the same basis as for Finnish resident companies at a rate of 20%. There is no branch
remittance tax in Finland.

VALUE ADDED TAX (VAT)

VAT is paid on the sale of goods and services, on the importation of goods, on intra-community acquisitions
and on the removal of the goods from a fiscal warehousing arrangement when the removal takes place in
Finland. In principle, all sales of goods and services are subject to VAT. However, there are some supplies
of goods and services which are exempt under the conditions defined in the VAT Act. The general VAT rate
is 24%. Other applicable rates are as follows:

*  14% for individuals' food and animal feed and restaurant services;

« 10% for medicines, books, cultural events, passenger transportation, hotel accommodation and other
services;

«  Exports outside the European Union are zero rated.

FRINGE BENEFITS TAX (FBT)

The benefits in kind are added to the gross salary according to the annual decision of the Finnish Tax
Administration on the valuation of taxable in-kind benefits to be applied. However, the employer has a legal
responsibility to withhold income taxes and social security contributions from salaries and benefits paid to
their employees.

LOCAL TAXES

Basically, there are no local taxes imposed on companies. However, municipal real estate tax is levied on
properties owned by companies. It is normally 0.41% to 0.10% (residential buildings) and 0.93% to 2.00%
(other buildings) of the taxation value of the immovable property, depending on the municipality where the
property is situated, and is deductible, up to certain limits, for income tax purposes.

OTHER TAXES

Employers must make social security contributions to cover the costs of health insurance at the rate of 1,34%
on gross remuneration paid to employees between 16 and 68 years of age. Pension insurance contributions
are also payable at 16.95% (on average), unemployment contributions (0.45% on the first EUR 2,125,500
and 1.70% on the excess) and accidental injury insurance contribution of approximately 0,7% of annual gross
wages and salaries.

B. DETERMINATION OF TAXABLE INCOME

Taxable income is determined based on financial accounting income adjusted for non-taxable and non-
deductible items. In practice, the determination of taxable income is closely connected to the determination
of net income for financial statement purposes. Generally, all expenses incurred in acquiring or maintaining
business income are deductible (however, e.g. entertainment expenses are 50% deductible only).

DEPRECIATION

Buildings and other constructions are depreciated for tax purposes using the declining balance method.
Depreciation for each building is calculated separately, with the maximum percentage varying from 4% to
20%, depending on the type of the construction. Depreciation of machinery and equipment is calculated
using the declining balance method with a maximum rate of 25%. Patents and other intangible rights,
such as goodwill, are amortised on a straight-line basis for ten years for tax purposes, unless the taxpayer
demonstrates that the asset has a shorter useful life.

Assets with a useful life of less than three years may be written off using the free depreciation method, i.e.
deduct up to 100% of the costs of assets in a single tax year where the value for each item is less than EUR
850 and the total value of such assets is no more than EUR 2,500 per tax year. The allowable annual rates
of depreciation are doubled for the tax years 2020 — 2023 for the following: New machinery and equipment
used for production activities, as specified in the act (increase from 25% to 50%).
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STOCK / INVENTORY

In principle, the acquisition costs of inventories are deducted when assets are sold, consumed or lost.
Inventories on hand at the end of the tax year are valued at an amount not exceeding the lower of acquisition
cost or market value. Acquisition cost is usually calculated on a FIFO basis, other methods may also be
possible. Certain overhead costs can be included in the acquisition cost of products.

CAPITAL GAINS AND LOSSES

As discussed above, capital gains are usually taxable as ordinary income. Broadly speaking, gains on the
disposal of shares in resident companies in which the seller had at least a 10% interest throughout the year
ending on the date of disposal are exempt from tax. There are more prerequisites in the relevant act for this
exemption.

DIVIDENDS

Inter-company dividends are tax exempt in most cases, although they are partly (75%) taxable if they are
distributed by a quoted company to a non-quoted company that holds less than 10% of the capital in the
distributing company, or the recipient company is a financial or insurance company holding the shares as
investment assets. Tax agreements may entitle non-residents either to benefit from a lower withholding tax
rate or to receive an imputation credit. Dividends are exempt from withholding tax when paid to a company
resident in a European Union country if the company pays national corporate tax and holds at least 10% of
the share capital in the distributing company. Tax exemption does not apply if the recipient is entitled to an
imputation credit. The individual treaty in question must always be verified.

INTEREST DEDUCTIONS

Normally, interest on loans obtained for business purposes is deductible in full on an accruals basis. New thin
capitalisation rules have been introduced from tax year 2014 onwards which apply to interest paid between
related parties. Broadly speaking, a company may deduct up to EUR 500,000 of interest expense per year
without restriction. Similarly, if a company can demonstrate that the proportion of its net assets represented
by equity is at least as high as the group's consolidated equity to net assets ratio, then the thin capitalisation
rules will also not apply, as specified in more detail in the relevant legislation.

Where neither of these exemptions apply, the maximum deductible amount of interest paid to related parties is
25 % of EBITDA determined for tax purposes. Any interest restricted under these rules can be carried forward
to use in future years, but similar restrictions on e.g. EBITDA apply each tax year.

LOSSES

Losses may be carried forward and set off in the subsequent ten tax years. If more than 50% of the shares of
the company are sold during a loss year or thereafter, losses from previous years cannot usually be deducted.
There is a dispensation procedure possible to this main rule.

FOREIGN SOURCED INCOME

If a foreign company falls under the Finnish controlled foreign company (CFC) legislation, then the foreign
company's undistributed profits can be allocated to the taxable income of a Finnish shareholder. The
preconditions for the application of the CFC legislation are as follows:

*  One or more Finnish resident shareholders directly or indirectly own at least 25% of the capital or of the
voting rights in the CFC or they are entitled to at least 25% of the yield of the net wealth of the CFC;

*  The Finnish resident shareholder owns, directly or indirectly, at least 25% of the CFC;

« The effective tax rate of the CFC in its country of residence is less than three-fifths of the tax of an
equivalent company resident in Finland (currently 12%).

C. FOREIGN TAX RELIEF

Under tax treaties, foreign tax is most frequently relieved by a tax credit. If a tax treaty does not apply, Finnish
domestic law grants a credit for foreign tax paid, as specified in more detail. The credit is granted only if the
foreign tax is final. From 2010, a requirement to calculate available credits on a source country-by-country
basis was removed and the ability to carry forward unused credits was extended from one year to five years.
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D. CORPORATE GROUPS

Corporations are taxed separately in Finland. There is no concept of consolidated tax returns. However, it is
possible to make group contributions if the parent company owns at least 90% of the subsidiary during the
whole financial year. The payments will be tax deductible at the level of the payer and taxable at the level of
the recipient. There are additional requirements in the relevant act.

E. RELATED PARTY TRANSACTIONS

Related party transactions are usually accepted if they are at arm's length. Arm's length pricing applies to
transactions of all types including the purchasing of inventory and the provision of services and financial
facilities.

Mandatory transfer pricing documentation requirements apply to foreign-owned subsidiaries and branches in
Finland and Finnish Groups with more than 250 employees and an annual turnover of above EUR 50 million
or a balance sheet of more than EUR 43 million.

F. WITHHOLDING TAX

Withholding tax is not imposed on dividends paid to resident companies. Dividends paid to non-resident
companies are generally subject to a withholding tax of 20% which may be reduced or eliminated under
tax treaties. Non-resident shareholders are not entitled to an imputation credit unless a tax treaty provides
otherwise. Interest paid to resident companies is not subject to withholding tax. Interest paid to non-residents
is generally exempt from tax. However, the abovementioned thin capitalisation restrictions may apply.

Withholding tax is not imposed on royalties paid to resident companies. Royalties paid to non-resident
companies are generally subject to a withholding tax of 20% which may be reduced or eliminated under a tax
treaty. Royalties are, in certain cases, exempted from withholding tax when paid to a company resident in a
European Union country. In certain circumstances, tax must be withheld on payments for work carried on by
non-residents if they are not registered in Prepayment Register.

G. EXCHANGE CONTROL
In principle, there are no exchange controls in Finland.

H. PERSONAL TAX

Finnish resident individuals are subject to tax in respect of their worldwide income. Non-residents are taxed
on their income derived from Finland. The tax year for individuals is the calendar year. Married persons are
taxed separately both on earned income and investment income. Interest and insurance deductions may be
dependent, in certain circumstances, on the marital status of the taxpayer. In general, married persons will
have their own deductions.

Individuals are entitled to deduct from their investment income and earned income all expenses incurred in
acquiring and maintaining such income, as regulated in more detail. Individuals usually have a right to deduct
interest expenses from investment income. Interest expenses are deductible if the debt is related to the
acquisition of taxable income. In 2020, 15% of interest on a loan used to purchase the individual's permanent
home is deductible.

An individual is taxed separately on earned income and on investment income. Earned income is subject
to national income tax, municipal income tax and church tax. Earned income includes salaries, wages and
benefits in kind. The rate table for the national income tax levied on earned income is as follows as from
1 January 2020.

Taxable income (EUR) Tax on lower amount (EUR) Rate on excess (%)
18,100 — 27,200 8.00 6.00
27,201 — 44,800 554.00 17.25
44,801 — 78,500 3,590.00 21.25
Over 78,500 10,751.25 31.25

Investment income includes dividend income, capital gains, certain interest income and income from rental
activities. Capital income up to EUR 30,000 is taxed at 30% whereas amounts over EUR 30,000 are taxed

at 34%.
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Finnish nationals are, in addition, subject to the three-year rule. According to this rule, a Finnish national
is considered to remain resident in Finland for three years after the end of the year in which he left the
country, unless he shows that he has not maintained essential ties in Finland during the tax years concerned.
However, under the terms of tax treaties, the three-year rule may be excluded if the individual is deemed
resident in another country. Finland imposes both inheritance and gift tax. The minimum taxable amount for
inheritance taxation is EUR 20,000 and for gift tax EUR 5,000. Tax rates for both inheritance and gift tax
vary from 7% to 33%, depending on who is the receiver of the inheritance and the value inherited or gifted.

Wages and salaries paid by an employer are subject to an employee withholding tax. The amount withheld is
based on the amount of wages or salary as well as on the individual circumstances of the employee.

I. TREATY AND NON-TREATY WITHHOLDING TAX RATES

The national and tax treaty withholding tax rates in 2016 are as follows (always check the relevant tax treaty
application both source and recipient country before decision making):

Dividends Dividends? Royalties Interest®

(%) (%) (%) (%)
Non-treaty countries: 20 20 20 n/a
Treaty countries:
Argentina 15 10 15 15
Armenia 15 5 5 5/10
Australia 15 5 10 5
Austria 10 0 0 5
Azerbaijan 10 5 10 5
Barbados 15 5 5 5
Belarus 15 5 5 5
Belgium 15 0 10 5
Bosnia-Herzegovina* 15 5 25 10
Brazil 10 10 15 15
Bulgaria 10 0 0 5
Canada 15 5 10 10
China 10 5 10 10
Croatia* 15 5 0 10
Cyprus 15 5 0 0
Czech Republic 15 0 0 10
Denmark 15 0 0 0
Egypt 10 10 15 25
Estonia 15 0/5 10 10
Faroe Islands 15 0 10 0
France 0 0 0 0
Georgia 10 0/5 0 0
Germany 15 0 0 5
Greece 13 13 10 10
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Hong Kong 10 5 0 3
Hungary 15 5 0 5
Iceland 15 0 10 0
India 10 10 10 10
Indonesia 15 10 10 15
Ireland 0 0 0 0
Israel 15 5 10 10
Italy 15 0 15 5
Japan 15 10 10 10
Kazakhstan 15 5 10 10
Korea, Republic of 15 10 10 10
Kosovo* 15 5 0 10
Kyrgyzstan 15 5 10 5
Latvia 15 5 10 10
Lithuania 15 5 10 10
Luxembourg 15 5 0 5
Malaysia 15 5 15 5
Malta 15 5 0 0
Mexico 0 0 10/15 10
Moldova 15 5 5 3/7
Montenegro* 15 5 0 10
Morocco 10 7 10 10
Netherlands 15 0 0 0
New Zealand 15 15 10 10
North Macedonia 15 0 10 0
Norway 15 0 0 0
Pakistan 20 12/15 15 10
Philippines -- 15 15 15/25
Poland 15 5 5 5
Romania 5 0 5 5
Russia 12 5 0 0
Serbia* 15 5 0 10
Singapore 10 5 5 5
Slovak Republic 15 5 0 1/5/10
Slovenia 15 5 5 5
South Africa 15 5 0 0
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Dividends' Dividends? Royalties Interest®

(%) (%) (%) (%)
Spain 15 0 10 5
Sri Lanka 15 15 10 10
Sweden 15 0 0 0
Switzerland 10 0 0 0
Tajikistan 15 5 0/10 0
Tanzania 20 20 15 20
Thailand 28 20 10/25 15
Turkey 15 5 5/10/15 10
Turkmenistan 15 5 10 10
Ukraine 15 5 5/10 10
United Arab Emirates 0 0 0 0
United Kingdom 0 0 0 0
United States 15 5 0 0
Uruguay 15 5 10 5/10
Uzbekistan 15 5 5 10
Vietnam 15 10/5 10 10
Zambia 15 5 15 15

Notes:
1. Tax at source on dividend.

2. The recipient is a company whose share in the company making the payment is at least the percentage indicated
in the tax treaty. In some cases, the holding refers to share capital and in others to voting power. The relevant
tax treaty should be checked to determine the exact requirements.

3. According to the domestic tax law, interest paid to a non-resident is usually exempt from taxation in Finland.
The treaty concluded between Finland and the former Yugoslavia.

FRANCE

MEMBER FIRMS

City Name Contact Information

Paris Stéphane Malmonté +33 172 28 35 65
s.malmonte@hedeos-avocats.fr

Paris Muriel Le Gal +33 178 09 74 40
muriel.le-gal@fisolutions.fr

Lyon Christian Laurain +33 4 72 53 25 50
laurain@pkf.fr

Marseille Guy Castinel +33 4910366 11
castinel@pkfaudit.fr
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Strasbourg

BASIC FACTS

Full name:
Capital:

Main languages:
Population:
Monetary unit:
Internet domain:

Int. dialling code:

France

Olivier Lefort +33279 18 01 45
olivier.lefort@williamexpertise.fr
Jean-Jacques Helle +33 3904017 17
helle@pkf.fr

French Republic

Paris

French

66.52 million (2020 estimate)
1 Euro (EUR) = 100 cents

fr

+33

KEY TAX POINTS
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Companies are subject to French corporate tax on the profits of any business carried on in France. There
is a lower rate for SMEs.

Capital gains generated by companies are generally deemed to be ordinary income. Under the
participation exemption, 88% of the gains derived from the disposal of qualifying shares are tax exempt.
The remaining 12% is taxed in the normal manner.

The standard tax system is territorial and applies to each company individually. Foreign branch profits are
exempt from French corporate tax. French branches of foreign companies will generally only be taxed in
France on French-sourced income.

In general, all supplies of goods and services and importations of goods and most services are subject
to Value Added Tax (VAT) at a standard rate of 20% in mainland France.

Territorial Economic Contribution; which has two elements: a tax on real estate utilized by the business
and a tax on the value added generated by the company.

Other significant government levies include: a land tax (based on the rental value of real estate) and
residential tax on the occupation of property.

Credit for foreign tax on dividends, royalties and interest is allowed under double tax treaties. Where no
tax treaty applies relief is granted by way of deduction.

Transfer pricing requirements apply to related party transactions with overseas parties. Certain transfer
pricing documentation must now be provided annually.

Withholding tax applies to dividends, interest and royalty payments to non-residents, the rate being
subject to the status of the recipient and the terms of tax treaties. There are significant exceptions for
payments to EU parent companies. Permanent establishments are automatically subject to withholding
tax unless specific conditions are met.

Personal income tax is an annual, family and global tax: it applies to all income received during the civil
year by the taxpayer and the persons fiscally attached to his household — tax household (examples:
spouse, partner of civil solidarity pact, children). Personal income tax is applied at progressive rates,
subject to mitigation by the family quotient system, which takes account of the family expenses of the
taxable household. Income tax, from 2019, is in many cases, e.g. salaries, pensions, now deducted at
source.There is a progressive exemption from tax and social charges on capital gains on disposals of
French property. There is an exemption from capital gains tax on the disposal of the principal residence.

The wealth tax is based only on the current value of real estate assets of the tax household as determined
on January 1 of the tax year. It is a progressive tax. French residents are subject to wealth tax on
worldwide real estate assets, while the tax basis for non-residents is limited to real estate assets situated
in France.

Inheritance tax is paid by the inheritors of a French resident's estate, the French assets of a non-French
resident, and also by the French resident inheritors of the estate of a non-French resident.
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* Businesses subject to business taxes, e.g. VAT and corporate income tax must produce a Standard
Audit file for tax.

A. TAXES PAYABLE

COMPANY TAX

Companies are subject to French corporate tax on profits of any business carried on in France. A company is
said to be carrying on a business in France if it has a permanent establishment, a dependent agent or carries
out a ‘complete commercial cycle’ in France. The fiscal year runs to 31 December, although each company
can choose its own accounting year end. The standard corporate income tax rate is currently 31% (2020).
Small and medium sized enterprises (SMEs), i.e. enterprises with fully paid up capital owned by individuals or
by other SMEs for at least 75% and with a turnover of EUR 7,630,000 or less, are subject to a 15% reduced
tax rate on the first EUR 38,120 of profits, 28% up to EUR 500.000 and to the standard rate (currently 31%
- 2020) on any excess.

The current standard rate will be progressively reduced to 25% by 2022 as follows:

* 2018: all companies are subject to a 28% rate on their profits up to EUR 500,000. Profits above this
threshold will be subject to a 33.33% rate;

*  2019: companies will be subject to a 28% rate on their profits up to EUR 500,000. Companies with profits
over EUR 500,000 will be subject to a 31% tax rate;

*  2020: companies will be subject to a 28% rate on their profits up to EUR 500,000. Companies with profits
over EUR 500,000 will be subject to a 31% tax rate;

* 2021: companies with a turnover of less than EUR 250 M will be subject to a 26.5% rate on their total
profits. Companies with a turnover of EUR 250 M or more will be subject to a 27.5% rate on their total
profits;

« 2022: all companies will be subject to a 25% rate on their total profits.

Companies whose turnover exceeds EUR 7,630,000 also have to pay 3.3% social security contributions, but
only when the amount of the corporate tax due exceeds EUR 763,000. The 3.3% contribution applies to the
amount of the corporate income tax.

In addition, there was an exceptional contribution of 15% for companies with a turnover of more than EUR
1 billion and a further contribution of 15% for companies with a turnover of more than EUR 3 billion with an
accounting year ending at the latest on 30 December 2018.

Tax is payable in four instalments, the due dates being respectively 15 March, 15 June, 15 September and 15
December for accounting years ending on 31 December. The balance must be paid by the 15th of the fourth
month after the accounting year-end. Instalments are determined by applying the current year’s tax rates to
the taxable profits of the last complete accounting period. Additional rules apply for payments on account due
by very large companies.

CAPITAL GAINS TAX

Capital gains are generally deemed to be ordinary income. Under the participation exemption, 88% of the
gains derived from the disposal of qualifying shares are exempt from tax. The remaining 12% is taxed in the
normal manner. Shares qualifying for the participation exemption are those in which the parent has held at
least 5% of the subsidiary's capital for at least two years. In addition, proceeds from the licensing of patents,
patentable inventions and their improvements and associated manufacturing processes qualify, subject to
certain conditions, for a reduced capital gains tax rate of 15% although they constitute royalty income in
the strictest sense. The reduced rate also applies to the disposal of such patents, except between related
companies. Such disposals are classified as producing ‘long term’ gains or losses.

A net long-term loss can generally only be carried forward to offset against long term capital gains arising
in the following ten years. Net long-term capital losses can no longer be offset against gains arising on the
disposal of qualifying shares.

Capital gains on shares held in subsidiaries established in a non-cooperative state or territory will not benefit
from the long-term gains regime (except if it can be demonstrated that the business carried out by the foreign
company is real and is not constitutive of tax fraud) or the participation exemption and will be taxed at the
standard corporate income tax rate. Moreover, it will only be possible to offset capital losses sustained on the
disposal of such securities against capital gains of the same type and not against profits taxed at the standard
corporate income tax rate.
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BRANCH PROFITS TAX

The normal system is territorial and applies to each company individually. Foreign branch profits are exempt
from corporate income tax. French branches of foreign companies will generally only be taxed in France on
French-sourced income, subject to the same corporate income tax rules as a resident company. The rate of
the tax and the surcharges thereon are also the same as for resident companies.

As a principle, branch profits are deemed to be distributed to the foreign head office. Withholding tax is
levied at the rate of 30% (or a reduced tax treaty rate) on the net profits of the branch. A refund of tax may
be claimed to the extent that the branch’s net taxable profits exceed the amounts actually distributed by the
head office during the 12 months following the end of the fiscal year concerned, or to the extent the amounts
are distributed to residents of France. Profits of foreign companies whose head offices are located in the
European Economic Area and which are subject to local corporate income tax, without being exempted, are
exempt from the branch remittance tax.

VALUE ADDED TAX (VAT) G

In general, all economic activities conducted in France are subject to VAT (sales (and importations) of goods,
supplies of services, certain self-supplies and intra-community acquisitions). The 20% standard VAT rate
applies to transactions in metropolitan France (different rates apply in Corsica and the overseas departments
and collectivities) other than those that are expressly exempt from VAT or subject to one of the reduced rates
(10% on for example passenger transport, hotel accommodation, restaurants (except alcohol)), 5.5% reduced
VAT rate (e.g. most foods, books) or to the special rate of 2.1% - applicable to reimbursed drugs and to most
press items.

The taxpayer is liable for VAT on supplies of goods and services but may offset against this amount any VAT
on the purchase (or importation) of goods, equipment and services. VAT returns and payments of VAT must
generally be remitted monthly (special rules apply to small businesses). Certain types of supply are subject
to the reverse charge mechanism e.g. most sub-contract building construction works, certain transactions in
non-investment gold, supplies of gas, electricity, telecommunications services and transfers of CO2 emission
quotas.

Subject to certain conditions VAT registered businesses can ‘reverse charge’ the VAT due on imported goods.

Companies must produce and retain a ‘VAT audit trail documentation file’ to fully justify VAT that is deductible
and chargeable.

FRINGE BENEFITS TAX (FBT)

Goods and services provided to employees are considered as salaries paid in kind, liable to social
contributions and income tax.

LOCAL TAXES

Various taxes are levied by the Government for the benefit of local government. The most important are as
follows.

LAND TAXES
a) Real Estate tax

This is based on 50% of the deemed rental value of real estate owned by the taxpayer.
b) Territorial Economic Contribution (hereafter CET)

The CET consists of two separate contributions which apply in combination:

« Corporate Real Estate Contribution (CFE): The CFE is based on the deemed rental value of real
estate assets available to the taxpayer for the purposes of its business activity;

*  Contribution calculated on the corporate added value (CVAE): The CVAE is based on turnover,
increased by certain income and reduced by certain deductible charges.

RESIDENTIAL TAX

This is a tax on the occupation of property based on the deemed rental value of the property reduced by an
allowance for the number of dependants of the occupant. This tax is being substantially reduced over the
next few years.

313 PKF Worldwide Tax Guide 2020/21



France

OTHER TAXES
These include the following minor and indirect taxes:

SALARIES TAX

Tax rates vary from 4.25% to 13.6% based on the level of remuneration (including benefits in kind) paid to
employees. This tax is payable by companies which are not subject to VAT on at least 90% of their turnover
(or turnover giving rise to the right to deduct VAT).

APPRENTICESHIP TAX

Payable at the rate of 0.68% (0.44% in the 3 departments in Alsace-Moselle) on total annual gross wages
and salaries. This tax and the employers’ training tax (see below) are being substantially revised from 2020
and merged into one tax.

EMPLOYERS’ TRAINING TAX

All employers with at least 11 employees pay a contribution of 1 % of total annual wages and salaries as an
investment into vocational training programmes. The rate is reduced to 0.55% where there are fewer than
11 employees.

CONSTRUCTION PARTICIPATION TAX

All employers with 20 employees or more must pay a minimum of 0.45% of total gross wages and salaries
for the construction of social dwellings.

COMPANY CAR TAX

Companies pay a tax based on the number of cars registered in France which they own or rent for more than
one month or are used by their employees for their professional needs. The tax has two elements — the level
of CO2 emissions and the type of fuel used. Non-polluting vehicles are exempt from this tax. This tax is not
deductible from the tax base for corporate tax.

ORGANIC TAX

This tax (which is effectively a social charge) applies to companies at a rate of 0.16% on annual turnover (as
determined from certain lines on the VAT return) exceeding EUR 19 million. This tax is deductible from the
tax base for corporate tax.

RATES OF STAMP OR TRANSFER DUTIES

The sale of goodwill/business is subject to transfer duties at a rate of 2% (between EUR 23,000 and EUR
107,000) and 0.6% (between EUR 107,000 and EUR 200,000) and 2.6% over EUR 200,000. The rate of
transfer duties on the disposal/transfer of shares, such as shares in an SAS, SA is at 0.1%, but at 3% on
shares of an SARL and Sociétés civiles. Exemptions may apply for sales between entities part of the same
group. For certain companies having substantial real estate assets the rate is 5%. There are also registration
duties on sales/transfers of real estate at varying rates.

FINANCIAL TRANSACTION TAX (TAXE SUR LES TRANSACTIONS FINANCIERES)

A 0.3% tax applies to the acquisition of shares in listed companies which have their head office in France
and whose market capitalization exceeds EUR 1 billion on 1st December prior to the fiscal year in which the
transaction takes place.

B. DETERMINATION OF TAXABLE INCOME

Taxable income is determined on the basis of the accounting results. When a tax rule diverges from an
accounting principle, adjustments are made to the accounting results to determine the taxable result.
Business profits are defined as gross trading profits less manufacturing, administrative and selling expenses.
All expenses incurred in the conduct of business are deductible if they are directly related to the corporate
purpose of the taxable entity. Special rules apply in respect of the categories listed below.

Interest, royalties and payments for services provided by private individuals and legal entities established or
domiciled in a non-cooperative state or territory are only deductible if:

*  The debtor provides proof of the transactions;
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« The transactions are not abnormal or exaggerated; and,
* Has a bona fide commercial purpose.

The paying company will be required to submit a detailed breakdown of the expenditure along with its tax
return.

DEPRECIATION

Fixed assets are generally written off over their normal useful life. The straight-line method is the most
commonly used. Companies can choose the declining-balance method to compute depreciation although
certain assets are excluded from this. Assets acquired for a cost of less than EUR 500 excluding VAT can be
completely written off in the first year.

The cost of cars exceeding certain limits cannot be depreciated: the maximum is set at:
« EUR 30,000 for electric cars (less than 20g/km of CO2);
* EUR 20,300 for hybrid cars (more than 20g/km and less than 60g/km of CO2);

+ EUR 18,300 for cars with more than 60g/km and less than 155g/km of CO2 for cars acquired in 2017,
150g/km of CO2 for cars acquired in 2018, and 140g/km of CO2 for cars acquired in 2019; and

*  EUR 9,900 for cars with more than 155g/km of CO2 if acquired in 2017, with more than 150g/km of CO2
if acquired in 2018, with more than 140g/km of CO2 if acquired in 2019.

Other items can be written off at specific rates, depending on their effective life and their date of purchase.
A company can elect not to take all the depreciation to which it is entitled if it so wishes but the depreciation
claimed on its assets in total must be at least equal to the depreciation that would have been claimed on the
same assets on a straight-line basis.

STOCK / INVENTORY

Stock may be valued at each year-end at cost price, market selling value or replacement cost. On the balance
sheet, inventories must be shown at cost price. If the market value is lower, a reserve for depreciation of
inventories must be disclosed separately as a deduction from cost.

Cost is defined as the actual purchase price or actual production cost (excluding financial charges) or, if
lower, the price at which the goods may be sold. FIFO or the average cost method must be applied. LIFO is
prohibited.

CAPITAL GAINS AND LOSSES
See ‘Capital Gains Tax’ above.

DIVIDENDS

Dividends distributed by French or foreign companies that meet the parent subsidiary regime conditions
(holding of at least 5% of the capital for at least 2 years; subsidiary subject to corporate income tax and which
has an economic substance) are 95% exempt at the level of the parent company.

Dividends that do not meet the conditions of the parent-subsidiary regime are taxed at the common income
tax rate by the recipient company — currently 31%.

However, in the following cases, only 1% of the value of dividends received by a French company are taxed:
« Dividends distributed between French companies, part of a tax consolidated group;

+ Dividends distributed by an EU company (or established in Iceland or Norway) to a French company
which is a member of a tax consolidated group, if this EU company is subject to local corporate income
tax and would have met the conditions to be part of the French tax consolidation group if it had been
located in France;

« Dividends distributed by an EU company (or established in Iceland or Norway) to a French company
which is not a member of a tax consolidated group (because not fulfilling the conditions), if this EU
company is subject to local corporate income tax and would have met the conditions to form a French tax
consolidation group if it had been located in France.

Dividends from companies established in non-cooperative countries or territories, are excluded from this
regime, except if it can be demonstrated that the foreign subsidiary has genuine activities whose purpose or
effect is not to locate profits in those non-cooperative countries or territories, with a fraudulent intent.
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INTEREST DEDUCTIONS

There were major changes made to the interest deduction rules — effective from 1 January 2019 — to comply
with the EU’s ATAD.

New general limitation: net interest expenses will be deductible from a company’s taxable income only to
the extent that they do not exceed the higher of two thresholds: (i) EUR 3 million or (ii) 30% of the adjusted
taxable income of the company (i.e., corresponding to the taxable income before the offset of tax losses and
without taking into consideration net financial expenses and — to some extent — depreciation, provisions and
capital gains/losses). This is referred to as the “regular threshold.” An additional deduction limited to 75% of
the non-deductible amount is available when the ratio equity-to-assets is equal to or greater than the same
ratio determined at the level of the consolidated group to which the company belongs. Interest expense that
cannot be deducted during a year, can be carried forward without any limits as regards time or amount.

A special rule for “autonomous” companies, i.e. companies that are not part of a consolidated group (as
defined in 2° of VI of article 212 bis of the FTC) and that do not have a PE outside of France or an associated
company (as defined in paragraph (4) of article 2 of the Directive ATAD 1) entered into force. Those
companies will be able to deduct 75% of excess borrowing costs deemed non-deductible under the general
limitation rule (30% of the EBITDA / EUR 3 million thresholds). The new interest expense deduction limitation
rules apply to fiscal years ending on 31 December 2019 or later.

Debt-to-equity ratio: should the company be thinly capitalised and exceed a specific 1.5:1 debt-to-equity ratio,

« a portion of the net interest expense, determined by application of the following ratio to the net interest
expense, is subject to the regular threshold:

o Average amount of indebtedness to unrelated parties + [1.5 x equity] (numerator);
o Average amount of indebtedness (denominator).

« a portion of the net interest expense, determined by application of the following ratio to the net interest
expense, is deductible up to the higher of the two following thresholds: (i) EUR 1 million or (ii) 10% of the
below mentioned adjusted taxable income:

o Average amount of indebtedness to related parties exceeding 1.5 x equity (numerator);
o Average amount of indebtedness (denominator).

There are new ‘safe harbour’ rules and rules for dealing with excess interest expense, deduction capacity,
impact of reorganisations and tax groups.

LOSSES

Losses carried forward are subject to a restriction whereby the maximum amount that can be utilised in any
one year is EUR 1,000,000 plus 50% of the profit exceeding this threshold. The portion of the losses that
cannot be offset can be carried forward indefinitely by applying the same limitation each year.

Losses can be carried back against undistributed taxable income for the previous financial year up to the
lower of EUR 1,000,000 and the profits of that earlier tax year. The portion of losses that cannot be carried
back may still be carried forward.

Corporate income tax paid in the preceding years is not immediately repaid to the company when this option
is exercised but the company becomes entitled to a tax credit. It can be used to pay its corporate income
tax liabilities arising in the following five years. If the credit is not used during these five years, the tax is
reimbursed by the Administration.

PATENT INCOME

The tax rate on patent income is, from 2019, reduced to 10%. This tax rate applies, on an election basis only,
to the net income derived from the licensing of qualifying patents, after deduction of R&D expenses, and after
the application of a ratio which takes account of the taxpayer’s share of the expenses incurred in the creation
of the patent to the total costs incurred.

FOREIGN SOURCE INCOME

Profits earned by subsidiaries not established in an EU country and paying a low rate of tax (below 15.5%)
are presumed to have been earned in France and are subject to corporate tax in France, if more than 50% of
the shares are owned by the parent company. A tax credit is given for the corporate tax paid in the country
where the subsidiary is established.

Withholding tax suffered on dividends, interest and royalties from such subsidiaries is only creditable if the
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subsidiary is resident in a territory that has signed a double tax treaty with France and that is not on the list
of non-cooperative states or territories (as from 1st April 2020 : Anguilla, Bahamas, British Virgin Islands,
Panama, Seychelles, Vanuatu, Fiji, Guam, American Virgin Islands, Oman, American Samoa, Samoa and
Trinidad and Tobago). To avoid the application of the aforementioned rule, if the subsidiary is established or
set up in a non-cooperative state or territory, the French parent must either:

(i) Demonstrate that the profits of the subsidiary are generated from an effective industrial or commercial
activity and do not exceed the ratios for passive income and intra-group services: or,

(ii) Provide to the tax authorities all the documents necessary for it to evaluate the activity performed and
the ratios as well as to substantiate that the transactions of the subsidiary have a primary purpose other
than to divert profits into that country.

INCENTIVES

« Research tax credit (CIR): Businesses that spend money on research may be granted a tax credit, which
can be offset against the corporation tax they owe. Since 2013, the Research Tax Credit has been
extended to cover certain innovation investments by SMEs. The tax credit rate for R&D expenditure is
30% of outlays up to EUR 100 million per year, and 5% over this limit. The tax credit rate for innovation
expenditure is 20% of the eligible outlays up to a maximum of EUR 400,000 per year. In certain cases, the
tax credit rate may be more than 100% of the research expenditure. The nature of the expenses giving
rise to the credit must be disclosed if above EUR 2 million.

* Innovative start-ups: New businesses, created no later than 31 December 2019, that invest in R&D and
that have innovative start-up (JEI) or university start-up (JEU) status are eligible for exemptions from
taxes and social security contributions. The exemption from tax on profits can be combined with the
research tax credit (CIR — see above) and innovative start-ups can also receive an immediate refund of
their CIR receivable.

*  Competitiveness and Employment Tax Credit (CICE): The purpose of the Competitiveness and
Employment Tax Credit (CICE) is to enhance the competitiveness of businesses in France, mainly by
funding capital expenditure, R&D, innovation, training, hiring, canvasing of new markets, environmental
and energy transition costs and the replenishment of working capital. The tax credit is not capped. From 1
January 2018 the rate was 6% of the wages paid (the rate was 7% in 2017). It is 9% in France's overseas
departments since 2016. The CICE was subject to conditions and for example was capped on salaries
up to 2.5 times the minimum wage.

The CICE measure was abolished with effect from 1 January 2019 and was replaced by a reduction in the
employer's health insurance contributions on a company's gross salaries up to 2.5 times the minimum wage.

In certain privileged ‘priority zones’, companies created to carry out new industrial, commercial or even, under
certain conditions, non-commercial activities, are exempt from corporate income tax during the first two years
of their operation. They are also exempt from tax on 75%, 50% and 25% of their profits for the next three
years respectively. The exemptions also apply to local business taxes, reduced transfer taxes and accelerated
depreciation. Various tax incentives are available to enterprises operating in Corsica, Overseas Departments
and specified, disadvantaged urban and suburban zones.

OTHER

Deferred remuneration paid to directors or managers (such as golden parachutes) are deductible up to a
maximum of EUR 123,408.

C. FOREIGN TAX RELIEF

Foreign tax paid on dividends, royalties and interest may be allowed as a credit against the French tax due
from a French resident under a double tax treaty (or by way of deduction under domestic law when received
from a non-treaty country).

D. CORPORATE GROUPS

Where a French company holds 95% or more of the shares of one or more French companies, the group may
elect to be taxed as a single entity, corporate tax is payable only by the company head of the tax consolidated
group. Therefore, profits and losses of group companies may be offset. The French tax consolidation
regime also applies to "horizontal" tax consolidated groups (i.e. tax consolidation between sister or cousin
companies).

Transactions between group members at cost — goods and services - are now permitted.
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E. RELATED PARTY TRANSACTIONS

Pre-tax income indirectly transferred abroad either through an increase or decrease of purchase or sales
price, or by any other means, to an enterprise established outside France which controls or is controlled
by the French corporate taxpayer may be added back to taxable income by the Tax Authorities. Groups of
companies may obtain an advance transfer pricing (APA) agreement from the French Ministry of Finance.
Transfer pricing documentation for companies of a certain size must be made available to the tax authorities
on request. Certain transfer pricing information must be provided each year.

F. WITHHOLDING TAX

Withholding tax must be deducted from dividends, interest and royalties paid to non-residents to the extent
they are not franked. See section J below for more details.

G. EXCHANGE CONTROL

In principle, inbound non-resident investments in France are free of prior review and approval by the
government unless they are in a sensitive economic sector where prior authorisation must be obtained from
the French Treasury.

H. PERSONAL TAX

Income tax is payable by French residents on non-exempt income derived from all sources (worldwide income
subject to tax treaties). Non-residents are only required to pay tax on French-sourced income.

French law establishes three criteria, any one of which is sufficient to indicate that an individual is resident in
France for tax purposes:

* Home in France (or, in the absence of any home, the place where he/she mainly stays is in France);

*  Professional activity in France whether salaried or not, unless that activity is being performed on an
ancillary basis

*  Centre of economic interest (i.e., the place where the individual has his/her major investments, place of
business, from where he/she manages their assets).

Assessable income includes salaries, pensions and life annuities, property income, industrial or commercial
profits, certain directors’ remuneration, agricultural profits, wages, non-commercial profits and investment
income. For each category of taxable income, the income or gain received is reduced by any amounts incurred
for the acquisition and conservation of this income. For example, business expenses properly incurred can be
deducted from wages (failing which a flat-rate deduction of 10% applies); the cost of maintaining and repairing
a property can be deducted from the taxable property income. However, interest paid on any borrowings to
finance the acquisition of the taxpayer's principal residence cannot be deducted from his taxable income.
To obtain the amount of income tax, you have to apply a progressive rate, then take into account the family
quotient and finally apply various deductions (reductions and tax credits).

The family quotient consists in dividing the taxable income by a number of shares which varies as a function of
the composition of the tax household. For example, a single person has a single share of the family quotient;
a married couple has two shares. Each child gives an additional half share, and the third child provides a
full share. So, the effect of the family quotient is to reduce the tax burden for families bringing up children.

Therefore, a single person with no dependents has a coefficient (number of shares) of one and pays tax on
his actual taxable income. By comparison, a married couple with two children has three shares and pays tax
by dividing their income first by three, calculating an amount due as if they were single, and then multiplying
the amount due by three (there are capping provisions to limit the benefit of this system).

The tax reductions and credits are deducted from personal income tax. For example, a tax credit is granted
for childcare expenses, a reduction in the tax base is provided for taxpayers investing in certain properties
under certain conditions, which are to be rented out.

The following table gives the rates of tax for 2020:

Bracket of taxable income (EUR) Rate (%)
0-10, 064 0
10, 065 to 25, 659 11
25, 660 to 73, 369 30
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73, 370 to 157, 806 41

Over 157, 807 45

Those individuals earning the highest incomes are subject to an additional extraordinary contribution. This
contribution is equal to 3% or 4% of the taxable income depending on the amount of the income.

From 1 January 2019 employers, pension providers etc. apply a withholding tax as and when salaries/
pensions are paid such that income tax is now paid in year Y on the basis of the revenues of year Y (and no
longer on the basis of the revenues of year Y-1).

However, the tax return remains to be filed the following year (Y +1) at the latest at the end of May or for
certain taxpayers (e.g. non-residents) in June.

Capital Gains

Capital gains on any immovable property are exempt if the sales price does not exceed EUR 15,000 or the
asset concerned is the taxpayer's principal residence (applicable to French tax residents).

The sale of a French situs property (or of shares in a deemed French real estate investment company) is
subject to capital gains tax as follows:

«  French resident: the capital gain is taxed at a rate of 19% plus social contributions (17.2%). A decreasing
scale applies if the property is held for more than 5 years. Capital gains are exempted from tax if the
property concerned has been held for at least 22 years and are totally exempted from tax and social
charges if the property concerned has been held for at least 30 years.

« European Union and Swiss residents: the capital gain is taxed at a rate of 19% plus 7.5% of social
contributions. The progressive exemption of the capital gain applies.

* Al other non-French residents: The capital gain is taxed at a rate of 19% plus 17.2% of social contributions
(if the sale of the property is made by a non-French corporate structure, the taxable gain increases by 2%
each year). The progressive exemption for capital gains applies. The rate increases to 75% if the seller
is a resident of a non-cooperative state.

In addition, and if greater than EUR 50,000, the capital gain (with certain exceptions) is subject to an
additional tax ranging from 2% to 6% (depending on the amount of the capital gain).

Wealth tax

Wealth tax has, from 1 January 2018, been limited in scope and now only applies to real estate assets
(including ‘paper’ of the tax household). Real estate owned for business purposes is exempt from the tax. It
is only possible to deduct debts from the current valuation of the real estate that are related to taxable assets
(there are special rules for non-repayment, i.e. interest-only mortgages)

The wealth tax is assessed on individuals whose net wealth exceeds EUR 1,300,000 (threshold). The tax due
is computed on the value of the real estate assets held by the taxpayer on 1 January exceeding EUR 800,000.
The tax rates range from 0.5% to 1.5%.

French residents are subject to wealth tax on worldwide real estate assets, while the tax basis for non-
residents is limited to real estate assets situated in France. The wealth tax return is generally filed with the
tax return. The tax is payable upon filing of the return.

A capping system applies only to French residents, whereby income tax and wealth tax cannot exceed 75%
of the worldwide net income received by the taxpayer in the preceding year.

Inheritance tax

Inheritance tax is paid by the inheritors of the estate of a French resident or the French assets of a non-French
resident. Inheritance tax is also due by French resident inheritors on all the estate of a non-French resident.
The tax is due on all property transferred by will, by intestate succession or donation before death.

If the deceased is a French tax resident, all assets owned are subject to inheritance tax, whether the
beneficiary is a French tax resident or not, and whether the assets are located in France or not.

But, if the deceased and the beneficiary were not French tax residents, only the assets located in France
would be subject to French taxation (except in certain specific cases: art. 750ter of the FTC)

Transfers of assets held through a trust, or earnings capitalized as such, are subject to inheritance tax. A
declaration giving a description and valuation of the assets received must be sent to the Administration within
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six months following the death. Certain tax-free allowances are granted, the amount of which depends on the
relationship with the deceased. The tax rates range from 5% to 60%.

I. STANDARD AUDIT FILE FOR TAX (FICHIER D’ECRITURES COMPTABLES)

All businesses subject to business taxes, e.g. corporate income tax or VAT, must produce, at tax audit, a
Standard Audit file for tax in a predetermined format (providing transaction level detail) as set down by the
French tax authorities.

J. TREATY AND NON-TREATY WITHHOLDING TAX RATES

France has signed a number of supplemental clauses modifying some international tax treaties. Notably,
these relate to the exchange of information.

Dividends?
(%)
Interest'2 Royalties
Individuals | Qualifying (%) (%)
(%) companies
(%)
Domestic rates
Companies 0/15/30/75" 02 0/75'2 0/31/75"3
Individuals 12.8/75 n/a 0/75 15/31/75
Treaty countries:
Albania 15 56 5
Algeria 15 53 5/10
Andorra 115 -/5% 5
Argentina 15 15 18
Armenia 15 58 5/10
Australia 15 0758 5
Austria 15 03 0
Azerbaijan 10 10 5/10
Bahrain 0 0 0
Bangladesh 15 103 10
Belarus® 15 15 0
Belgium 15 103 0
Benin -8 -8 0
Bolivia 15 108 15
Bosnia and Herzegovina'® 15 56 0
Botswana 15 56 10
Brazil 15 15 10/15/25
Bulgaria 15 54 5
Burkina Faso -8 -8 0
Cameroon 15 15 7.5/15
Canada 15 58 0/10
Central African Republic -8 -8 0
Chile 15 15 5/10
China 10 56 10
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Congo (Rep.) 20 153 15
Croatia 15 03 0
Cyprus 15 103 0/5
Czech Republic 10 08 0/5/10
Ecuador 15 15 15
Egypt 0 0 10115
Estonia 15 53 0
Ethiopia 10 10 7.5
Finland 0 0 0
French Polynesia -8 -8 -8
Gabon 15 15 0/10
Georgia 10 0/5 0
Germany 15 03 0
Ghana 15 53 10
Greece -8 -8 5
Guinea 15 15 0/10
Hong Kong 10 10 10
Hungary 15 56 0
Iceland 15 5/158 0
India 10 53 0
Indonesia 15 108 10
Iran 20 156 0/10
Ireland 15 107 0
Israel 15 53 0/10
Italy 15 58 0/5
Ivory Coast 15 15 0/10
Jamaica 15 103 10
Japan 10 04/53 0
Jordan 15 53 5/15/25
Kazakhstan 15 53 10
Kenya 10 10 10
Korea (Rep.) 15 103 10
Kosovo'0 15 56 0
Kuwait 0 0 0
Latvia 15 53 5/10
Lebanon 0 0 331/3
Libya 10 53 0
Lithuania 15 53 5/10
Luxembourg 15 56 0/331/3
Madagascar 25 156 10/15
Malawi'" -8 107 0
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Dividends?
%) Qualitvi Interest'? Royalties
Individuals co‘:{;‘;{:i’g (%) (%)
(%) (%)

Malaysia 15 53 10/331/3
Mali -8 -8 0
Malta 15 03 0/10
Mauritania -8 -8 0
Mauritius 15 53 0
Mexico 15 0/5°% 0/10
Moldova® 15 15 0
Monaco -8 -8 -8
Mongolia 15 53 0/5
Montenegro0 15 56 0
Morocco 0/15 0/15 —/5/10
Namibia 15 53 0/10
Netherlands 15 56 0
New Caledonia 5/15 5 0/10
New Zealand 15 15 10
Niger -8 -8 -/0
Nigeria 15 12.53 12.5
North Macedonia 15 03 0
Norway 15 03 0
Oman 0 0 7
Pakistan 15 103 10
Panama 15 53 5
Philippines 15 103 15
Poland 15 53 0/10
Portugal 15 15 5
Qatar 0 0 0
Quebec (Canada) 15 58 0/10
Romania 10 10 10
Russia 10 5 0
Saudi Arabia 0 0 0
Senegal 15 15 -/0
Serbia'® 15 56 0
Singapore 15 53 0/331/3
Slovak Republic 10 10 0/5
Slovenia 15 05 0/5
South Africa 15 58 0
Spain 15 03 0/5
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Sri Lanka -8 -8 0/10
St. Martin 15 08 0
St. Pierre and Miquelon 5/15 5 0/10
Sweden 15 08 0
Switzerland 15 0/158 5
Syria 15 08 15
Taiwan 10 10 10
Thailand -8 15/208 0/5/15
Togo -8 -8 0
Trinidad and Tobago 15 108 0/10
Tunisia -8 -8 0/5/15/20
Turkey 20 158 10
Turkmenistan9 15 15 0
Ukraine 15 0/5°% 0/10
United Arab Emirates 0 0 0
United Kingdom 15 08 0
United States 15 0/58 0
Uzbekistan 8 58 0
Venezuela 5 08 5
Vietnam 15 58 5/10
Zambia®! 8 107 0
Zimbabwe 15 10% 10

Notes to the tables above:

1. Unless a tax treaty provides for a lower rate, gross dividends distributed to non-resident corporate shareholders
are subject to a final withholding tax of 30% (articles 119bis and 187 of the FTC). The 30% rate is reduced to
15% for dividends distributed by French companies to non-profit organisations (e.g. pension funds) resident in
another EEA country (articles 187 and 219bis of the FTC). Dividends distributed by a resident company to a
company resident in an NCST (Non-cooperative states or territories) are subject to a 75% final withholding tax,
unless the distributing company proves that the distribution made to a resident of an NCST neither seeks nor
allows abusive profit shifting to the NCST.

2. Under article 119ter of the FTC implementing the provisions of the (EU) Parent-Subsidiary Directive (2011/96),
no withholding tax is levied on dividends paid by a French company to a qualifying parent company resident in
the European Economic Area (EEA). The exemption also applies to dividends paid to a permanent establishment
located in France with a qualifying EEA parent company. The exemption applies if:

i. the parent company is the beneficial owner of the dividends;

ii. the parent company has its place of effective management in an EEA state with which France concluded
a tax treaty containing an administrative assistance clause, and is not deemed to be domiciled outside the
EEA pursuant to a tax treaty concluded with a non-EEA state;

ii. the parent company has one of the legal forms listed in the Directive, or a comparable form if its place of
effective management is located in an EEA state;

iv. the parent company holds directly at least 10% of the full or bare ownership of the share capital of the French
subsidiary for an uninterrupted period of at least 2 years (or commits to hold the shares for at least 2 years).
The 10% participation threshold is reduced to 5% if the parent company holds shares that fulfil the conditions
provided for in the French participation exemption rules, and is unable to make use of a tax credit for French
withholding tax in its country of residence; and

v. the parent company is subject to corporate income tax in the EEA state where its place of effective
management is located, with no possibility to opt for such tax and without being exempt from it.

3. A 10% shareholding is required.
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4. A 15% shareholding is required.

5. A 20% shareholding is required.

6. A 25% shareholding is required.

7. A 50% shareholding is required.

8. No reduction under the treaty. The domestic rate applies.

9. Treaty concluded between France and the former USSR.

10. Treaty concluded between France and the former Yugoslavia.

11. Extension of the 1950 treaty with the United Kingdom.

12. Generally, no withholding tax is levied on interest paid to non-resident companies and individuals. Only interest
paid to a company or an individual located in an NCST (Non-cooperative states or territories) is subject to a final
75% withholding tax, unless the taxpayer proves that the payments are not motivated by tax avoidance.

13. Gross royalties are subject to a 31% withholding tax (2019) unless a tax treaty provides for a lower rate (article
182 B of the FTC). This withholding tax is not final as it is credited against the corporate income tax assessed
under the general rules. Under article 182 B bis of the FTC implementing the provisions of the EU Interest and
Royalties Directive (2003/49), outbound royalty payments are exempt from withholding tax, provided that the
beneficial owner is an associated company of the paying company and is resident in another Member State or
such a company’s permanent establishment is situated in another Member State. Royalties paid to a company
resident in an NCST (Non-cooperative states or territories) are subject to a 75% final withholding tax, unless the
taxpayer proves that the payments are not motivated by tax avoidance.

GANMBIA

MEMBER FIRM

City Name Contact Information

Banjul Donald C Kaye +220 441 4419

donald.kaye@pkf.com

BASIC FACTS

Full name: The Republic of the Gambia
Capital: Banjul

Main languages: English

Population: 2.40 million (2020 estimate)
Monetary unit: Gambian Dalasi (GMD)
Internet domain: .gm

Int. dialling code: +220

KEY TAX POINTS

Corporation tax is payable based on the higher of 27% of chargeable profits or 1% and 2% of turnover
for audited and unaudited accounts respectively.

Value Added Tax (VAT) at a standard rate of 15% is payable on taxable supplies made in the Gambia,
taxable imports of goods and on taxable supplies of imported services.

Withholding tax applies in relation to retention of the services of a contractor or subcontractor, a company
or partnership paying dividend to a resident individual, and interest paid to resident companies. Tax
withheld from Contractors is at the rate of 10% and for dividends and at the rate of 15% for interest.
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A. TAXES PAYABLE

COMPANY TAX

Corporation tax is payable based on the higher of 27% of chargeable profit or 1 % of total revenue for the
tax year. This implies that even if a company has an adjusted tax loss figure for any particular year, it will
still be liable to tax. Note that if for any reason a company is not audited, tax on its total revenue will be 2%
and not 1%.

Income tax is payable in quarterly instalments, i.e. the three-month period ending on the last day of the third,
sixth, ninth and twelfth month of the tax year. This instalment is based on 1% of total revenue for a company
with audited accounts or 2% for a company without audited accounts and is due by the 15th of the following
month, failing which a penalty equal to 5% of the unpaid tax per month can be applied. Advance payments
during the tax year are credited against income tax assessed.

Corporate Income Tax Return form is mandatory for all taxable entities and is expected to be submitted by 31
March of the year following that to which it relates. The form is used to determine annual tax liability.

CAPITAL GAINS TAX (CGT)

CGT is payable on the disposal of a capital asset. In the case of a partnership, company or trustee, tax is
paid on the greater of:

*  25% of the capital gain arising on disposal or;

*  10% of the consideration received for the disposal.

In the case of an individual, body of persons or trustee of a deceased estate:
*  15% of the capital gain arising on percentage of the disposal or;

+ 5% of the consideration received on disposal.

Capital gains tax is exempt on the disposal of agricultural land, private residence and if the gain does not
exceed GMD 7,500.

BRANCH PROFITS TAX

A branch’s profit is taxed at the higher of 27% on chargeable profit or 1% of total revenue as the branch is
considered a permanent establishment meaning a resident company. There is no branch remittance tax in
the Gambia.

VALUE ADDED TAX (VAT)

Value Added Tax (VAT) is payable on:

(a) a taxable supply made in The Gambia;
(b) a taxable import of goods;

(c) a taxable supply of imported services.

Registration requirements
* Anperson is required to register for VAT at the end of any 12-month or shorter period if, during the period,
the total value of supplies of goods or services made by the person equals or exceeds GMD 1 million.

« A person is required to register for VAT at the beginning of any 12-month period if there are reasonable
grounds to expect that the total value of supplies of goods or services to be made by the person during
that period will equal or exceed GMD 1 million.

* Aperson who is not required to register for VAT is permitted to register within six months of the end of a 12—
month or shorter period in which the total value of supplies made by the person exceeded GMD 500,000.

VAT is payable on a taxable supply of goods made in the Gambia. In the case of certain taxable supplies of
goods the rate is 0% and in any other case, the rate is 15%. A registered person shall provide a VAT return
for each tax period within 15 days after the end of the period, whether or not tax is payable for the tax period.

AIR TRANSPORT TAX

Air Transport Tax is applicable to all Airlines and Travel Agencies and came into effect on 1 January 2014.
All air ticket sales for flights originating from the Gambia attract a 15% Air Transport Tax. The tax is due on or
before the 15th of the following month. A standard form for submission is prescribed by GRA.
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FRINGE BENEFITS TAX

Fringe benefits are specific and direct payments of expenditure for and on behalf of an employee, in addition
to his /her salary. The tax levied is at a rate of 27% on the grossed-up taxable value of each benefit provided
and is payable by the organisation that provides the benefit to the employee. The total amount of fringe
benefits plus tax thereon is an allowable deduction for corporate income tax calculation purposes.

LOCAL TAXES

NATIONAL EDUCATIONAL LEVY

The threshold for eligibility for payment of the National Education Levy is GMD 1 million. The applicable levy
rate is 0.75% of annual business revenue subject to a maximum amount of GMD 100,000. Businesses with
annual business revenue of less than GMD 1 million are not liable to pay National Education and Technical
Training Levy and business with annual business revenue in excess of D1,000,000 pay between GMD 7,500
and GMD 100,000. The information used to determine how much is payable is the previous year's audited
financial statements.

EXPATRIATE TAX

An annual payment of GMD 40,000 is payable for each employee with citizenship from any country outside
the West African region but for employees from West Africa the rate is set at GMD 10,000.

BUSINESS REGISTRATION
An annual payment of GMD 1,000 should be made by all businesses at the start of the year.

STAMP DUTY

The duty is levied on juristic acts resulting in a flow of wealth between the parties involved. Thus, stamp tax
is applicable inter alia to acts whereby transactions on Real Estate or financial obligations are documented.
The applicable rates are as follows:

Document Current Rate
Memorandum of Deposit GMD 100
Lease Agreement 20%
Tenancy Agreement 20%

Assignment/Conveyance 5%

Bill of Sale 5%

Transfer of Shares 5%

Debenture 5%
Mortgage 1.5%
Further Charges 1.5%
Surrender and Release 1.5%
Under Lease 2.1%

Guarantee 0

CUSTOMS AND EXCISE DUTIES
Are applied on the importation or exportation of certain goods.

OTHER TAXES - RESIDENTIAL RENT TAX

Tax is imposed for each tax year on a person who has a taxable residential rental amount at a rate of 8% per
annum. Tax due on commercial rent is 10%.
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B. DETERMINATION OF TAXABLE INCOME

The calculation of taxable income is arrived at by adjusting the accounting profits/losses for non-taxed income
and disallowed expenses.

CAPITAL ALLOWANCES

The following annual rates are applied against the written down value of assets:
Annual allowance: Rate
Building 5%
Motor Vehicle 40%
Plant and machinery 20%
Plant and machinery used in manufacturing, mining 30%
Office furniture and equipment 20%

Initial Allowance

Initial allowance is applied at 20% of the cost of the asset or 10% for buildings, structures or works of a
permanent nature. Initial and annual allowance cannot be granted on the same asset in the same year.
Therefore, annual allowance is not granted in the year a fixed asset is first put to use, only initial allowance
is granted.

Intangible assets

An amortization deduction is allowed. The deduction is computed by using the cost of the asset divided by
the useful life of the intangible asset in whole years.

DEPRECIATION
No deduction is allowed in the tax computation but rather capital allowances are allowed.

STOCK / INVENTORY

A deduction is allowed for the cost of stock in trade disposed of in a tax year in deriving the chargeable
income.

CAPITAL GAINS AND LOSSES

If the consideration received exceeds the written down value of the asset, the excess is business income
which has to be included in the person’s income for that year and, if less, the difference is allowed as a
deduction when computing the chargeable income for the year.

DIVIDENDS
Dividend withholding tax is at a rate of 15%.

INTEREST DEDUCTIONS

A deduction is allowed for any interest incurred in a tax year if the company used the proceeds or benefit of
the debt on which the interest is payable. The interest not deducted can be carried forward for a period of
six years.

LOSSES

If a company has a business loss for the year, that amount is carried forward to the following year and allowed
as a deduction in computing the chargeable income for that year. Losses can only be carried forward for six
years after the tax year in which the loss is incurred.

FOREIGN SOURCED INCOME

A foreign sourced income received by a resident company is exempt from income tax. If foreign income tax
has been paid, a tax credit is allowed.
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INCENTIVES

Expenditure on certain pre-commencement expenditure qualifies for accelerated deductions. A deduction
is allowed in the tax year in which the expenditure is incurred and in the following three years ( i.e. 25%
each year). Granting of investment incentives and tax exemptions can only be obtained from the Gambia
Investment and Export Promotion Agency (GIEPA).

BAD DEBTS
A deduction is allowed for a debt written off if certain conditions are met.

LOSS RESERVE OF BANKS

A bank is allowed a deduction for the addition to its provision for doubtful debts in a tax year provided the
addition has been determined in accordance with the prudential requirements specified by the Central Bank of
The Gambia. The amount allowed as a deduction for a tax year shall not exceed 0.5% of the total outstanding
debt claims of the bank as at the end of the tax year.

C. FOREIGN TAX RELIEF

The Government of The Gambia has a double tax treaty with Norway, Sweden, Switzerland, Taiwan and
the United Kingdom. If a resident person has a foreign tax loss for a tax year, the amount of the loss can be
carried forward to the following tax year and allowed as a deduction against the person’s foreign-sourced
business income. The loss can be carried forward for a period of six years.

D. CORPORATE GROUPS
Tax on certain payments to non-resident persons does not apply if the conditions below are met:

(i) If the holding giving rise to the dividend is connected with a permanent establishment in The Gambia of
a non-resident company;

(i) Any interest if the debt claim giving rise to the interest is connected with a permanent establishment in
The Gambia of a non-resident company;

(iii) Any royalty if the property or right giving rise to the royalty is effectively connected with a permanent
establishment in The Gambia of a non-resident company;

(iv) Any technical service fee if the services giving rise to the fee are rendered through a permanent
establishment in The Gambia of a non-resident company.

E. WITHHOLDING TAX

A person who retains the services of a contractor or subcontractor to carry out work or supply labour or
materials for the carrying out of work shall withhold tax at the rate of 10% of the gross fees.

A company or partnership paying dividend to a resident individual shall withhold tax at the rate of 15%.

A 15% withholding tax shall be withheld on interest paid to resident companies but it does not apply to interest
paid to financial institutions.

F. EXCHANGE CONTROL
There are no exchange controls in place.

G. PERSONAL TAX

On 11 April 2018, in accordance with the Budget for 2018 the Gambia Revenue Authority published the
revised personal income tax rates and bands which are applicable for the 2018 tax year:

Income Range Per Annum Tax Rate
GMD 0 to GMD 24,000 0%
GMD 24,001 to GMD 34,000 5%
GMD 34,001 to GMD 44,000 10%
GMD 44,001 to GMD 54,000 15%
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GMD 54,001 to GMD 64,000 20%
Above GMD 64,000 25%
H. TREATY AND NON-TREATY WITHHOLDING TAX RATES
Dividends
(%)
Interest Royalties
Individuals, | Qualifying (%) (%)
companies | companies
Non-treaty countries
Companies 15 15 15 15
Individuals 15 -- 15 15
Treaty countries:
Norway 15 51 15 125
Sweden 15 52 5/10/158 5/10/12.5%
Switzerland® - - - -
Taiwan 10 10 10 10
Turkey® 15 55 10 10
United Kingdom 15 15 15 12.5
Notes:

1.

The 5% rate applies if the beneficial owner is a company which holds directly at least 25% of the capital of the
dividend-paying company.

The 5% rate applies if the beneficial owner is a company (other than a partnership) which owns at least 15% of
the voting stock of the dividend-paying company.

The 5% rate applies to interest paid with respect to indebtedness arising on the sale on credit, by an enterprise
of a Contracting State, of any merchandise or industrial, commercial or scientific equipment to an enterprise of
the other Contracting State, except where the sale or indebtedness is between related persons. The 15% rate
applies in all other cases. However, as from 1 January 2019, by virtue of a most favoured nation clause the
standard rate is reduced to 10% as under the Gambia-Turkey treaty (see footnote 8: effective date: 1 January
2019) the standard rate is 10%.

The 5% rate applies to royalties paid with respect to any patent, secret formula or process, or for information
concerning industrial, commercial or scientific experience. The 12.5% rate applies in all other cases. However,
as from 1 January 2019, by virtue of a most favoured nation clause the standard rate is reduced to 10% as under
the Gambia-Turkey treaty (see footnote 8: effective date: 1 January 2019) the standard rate is 10%.

The 5% rate applies if the beneficial owner is a company (other than a partnership) which holds directly at least
10% of the capital of the dividend-paying company.

Extension of the 1954 treaty with the United Kingdom.

Exempt from tax if such income is subject to Swiss tax and the dividend, interest or royalties are not attributable
to a permanent establishment situated in Gambia.

Effective date: 1 January 2019.
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GEORGIA

MEMBER FIRM

City Name Contact Information

Thilisi David Gvetadze +995 32 2 24 30 30 (office)
+995 599 50 19 75 (mobile)
david.gvetadze@pkfgeorgia.com

Thilisi Grigol Sidamonidze +995 597 00 01 23 (mobile)
grigol.sidamonidze@pkfgeorgia.
com

BASIC FACTS

Full name: Georgia

Capital: Thilisi

Main languages: Georgian

Population: 3.99 million (2020 estimate)

Monetary unit: Georgian Lari (GEL)

Internet domain: .ge

Int. dialling code: +995

KEY TAX POINTS

A.
The

There are six main taxes in Georgia: Personal Income Tax (PIT), Corporate Income Tax (CIT), Value
Added Tax (VAT), Import Duty, Excise Tax, and Property Tax.

Companies incorporated and tax residents in Georgia (tax residents) are subject to tax on their worldwide
income, whereas companies incorporated overseas are normally treated as non-resident taxpayers
and are taxable only on Georgian-sourced income or income arising from business activities carried on
through a permanent establishment (PE) in Georgia.

Georgian and foreign enterprises are subject to CIT on their taxable profits at a flat tax rate of 15%
of net taxable income. Companies must file individual tax returns and report their taxes separately.
Consolidated tax returns are not permitted. In most cases generated profit is not subject to tax, unless
distributed through dividends.

VAT applies to a vatable supply of goods or services in Georgia and is applied in accordance with
customs value of goods imported. The standard VAT rate is 18%.

Property Tax is a local tax administered by local self-government bodies (up to a maximum limit specified
within the Georgian Tax Code (hereinafter the TCG)) and comprises land tax and property tax of
individuals and enterprises.

Individual residents and non-residents of Georgia are subject to PIT only on Georgian sourced income.
Standard PIT flat rate is 20%, although lower rates might apply to specific economic activities based on
applicable statuses.

TAXES PAYABLE
principal source of tax law in Georgia is the TCG (adopted by the Parliament of Georgia and effective

from 1 January 2011). There are six main taxes in Georgia:

Personal Income Tax (PIT) — a nationwide tax.
Corporate Income Tax (CIT) — a nationwide tax.
Value Added Tax (VAT) — a nationwide tax.
Import Duty — a nationwide tax.

Excise Tax — a nationwide tax.
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*  Property Tax — a local tax.

Levies and duties on gambling industry is also administered by the Revenue Service of Georgia, although
such payables are not deemed a tax.

CORPORATE INCOME TAX

A new system of Corporate Income Taxation was introduced in Georgia in 2016, which has become effective
as of 1 January 2017. This new system has radically reformed the existing classical corporate income tax
system. The core idea behind this reform is to exempt undistributed profits (reinvested or retained profits)
from Corporate Income Tax for most businesses (exceptions listed below) and to only tax profit distributions
(including ‘deemed’ profit distributions), i.e. the so-called ‘Estonian model’. CIT applies only if profit is
distributed through dividends.

CIP is calculated by dividing the object of taxation by 0.85 and then multiplying it by 15%. This model is
intended to stimulate reinvestments as businesses will have an incentive to retain their earnings and reinvest
in growth upgrading their facilities and increasing their competitiveness.

CIP applies to:

1. Distribution of profit. Profit, which is distributed by the enterprise as a dividend to its partner(s), in cash or
non-cash form;

2. Taxation of distortions (difference between the cost and market price of the transaction with a related
party (who is not subject to profit tax according to the new regime) or the person exempted from income
tax/profit tax (except for a budget organisation, the Legal Entity under Public Law — the Deposit Insurance
Agency and the National Bank of Georgia) and the carrying out of a controlled operation if the conditions
set out in this operation do not meet the market principle);

3. Costs incurred or other payments that are not related to economic activity, e.g.:

«  Expense, which is not documented, if this obligation is established in accordance with the TCG.
« Costs of reimbursement that are not intended for profit, income or compensation.
«  Costs for goods/services purchased from a natural person with a micro business/fixed taxpayer status.

4. Temporary taxation of some kind, e.g. a loan to a natural person or a non-resident, a person registered
in a country with a preferential taxation, as well as a payment to a person exempted from profit tax in
accordance with the TCG, etc.

5. Delivery of goods/services and/or transfer of cash to gratuitous goods supplied free of charge or
rendering of services which is not intended for profit, income or compensation.

6. Costs above limit:

* Interest paid with respect to a credit (loan) above the annual interest rate set by the Minister of
Finance.

« Adonation to a charitable organisation that does not exceed 10% of the net profit earned during
the previous calendar year.

* Representative expenses incurred during the calendar year above the limit. The marginal amount
is 1% of the revenue received during the previous calendar year and 1% of the cost incurred if the
expenditure exceeds the received income.

CIP rate is calculated based on the outcome of the financial statements, therefore temporary differences are

no longer the basis for accounting for deferred taxes.

If a resident enterprise distributes a dividend from a net profit gained during the reporting periods from 1

January 2008 to 1 January 2017, it may offset the amount of profit tax assessed and paid based on the

reporting periods.

BRANCH PROFITS TAX

Corporate tax is levied at a rate of 15% on profits derived through and distributed from a permanent
establishment. There is no branch remittance tax in Georgia.

CIP - Exceptions

Until 1 January 2023, commercial banks, credit unions, insurance and microfinance organisations and loan
provider entities are subject to CIP on their worldwide income, whereas companies incorporated overseas
are normally treated as non-resident taxpayers and are taxable only on Georgian-sourced income or income
arising from business activities carried on through a permanent establishment (PE) in Georgia.
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The following types of income are treated as received from Georgian sources:

* Income or benefit earned from the supply of goods within the territory of Georgia.

* Income earned from the delivery of services in Georgia.

« Dividend income from a resident entity.

* Royalty income received from a resident entity.

« Interest income on debt obligations issued by a PE of a foreign company or resident entity.

* Income from immovable property, i.e. arising from the sale of immovable property located in Georgia.
«  Some other types of income.

Companies listed above are subject to CIP based on their income from their economic activities less allowable
deductions. A flat rate of 15% applies. A foreign enterprise carrying out economic activities through a
Permanent Establishment in Georgia is also subject to CIT at a flat tax rate of 15% on its net taxable income
(gross income received from Georgian sources which relate to the activities performed by its PE less any
deductions allowable under the TCG). The tax period for CIT is a calendar year. Annual CIT tax returns must
be submitted to the tax authority by 1 April of a year following the reporting year.

CAPITAL GAINS TAX

Capital gains are not subject to tax under the new profit tax system. However, capital gains are subject to tax
as business income at the standard corporate income tax rate at the level of commercial banks, credit unions,
insurance organisations, microfinance organisations and pawnshops.

Unrealised capital gains are not subject to taxation.

VALUE ADDED TAX

VAT applies to a vatable supply of goods or services in Georgia and chargeable on the Customs value of
goods imported (as set by the Customs legislation of Georgia). Advances received by a supplier of goods/
services will also be subject to VAT within the limits of such supply operations. Advances will be taxable when:

« Itis possible to identify the delivered goods/services.
* ltis possible to identify the quantity and volume of delivered goods/services.
« Itis possible to identify the cost of delivered goods/services.

* It is possible to identify whether the delivered goods/services are exempt from VAT or are the subject
of taxation.

This will not be applicable to cases when goods are supplied regularly or continuously (firm capacity, electric
or heat energy, gas or water) and also not when services are delivered regularly or continuously.

The standard VAT rate is 18%, which is applied to most goods/services. Certain transactions however are
exempt from taxation. There are two types of exempted transactions:

+ Transactions exempted with the right of deduction (zero-rated), e.g. where the export of goods is
exempted but VAT input rights remain; and

* Transactions exempted without the right of deduction, e.g. where the import of certain medicines,
machinery, mass media and baby products are exempted without input VAT rights.

VAT returns should be submitted to the tax authorities by the 15th day of the following month.

LOCAL TAXES

Property tax is a local tax administered by local self-government bodies (up to a maximum limit specified
within the Tax Code) and comprises land tax and property tax of individuals and enterprises.

PROPERTY TAX (NATURAL PERSON)

The property tax rate applying to an individual depends on the amount of his annual income, regardless of
their tax residency status, from sources in and outside Georgia. The tax is levied on:

* Real estate (including an unfinished construction, building or structure, or a part thereof), yachts (cutters),
helicopters, airplanes, and motor cars specified under Code 8703 (National Commodity Nomenclature of
Foreign Economic Activities) that are owned by such individual.

« Fixed assets used for economic activities, immovable property (building or a part thereof) and construction
in progress (it does not apply to land).

«  Property received from a non-resident under a lease agreement.
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If gross annual worldwide income of a family exceeds GEL 40,000 but is less than GEL 100,000, the property
tax rate ranges from 0.05% to 0.2% of the fair market value of the property in Georgia. However, if gross
annual worldwide income of a family exceeds GEL 100,000, the tax rate is between 0.8% and 1% of the fair
market value of the property in Georgia. A tax return must be submitted by the natural person (individual or
joint of the family) before 1st November following the reporting calendar (tax) year and tax must be paid to
the tax authority by 15th November.

Income of a non-resident natural person being a citizen of Georgia shall be determined as per the income
received from Georgia-based sources.

PROPERTY TAX (GEORGIAN ENTERPRISES)

Georgian enterprises and foreign enterprises engaged in economic activity in Georgia through permanent
establishments and organisations whose property or part of property is used for economic activity may be
subject to property tax. For Georgian enterprises as for foreign enterprises, property tax is imposed only on
property located in Georgia.

Unless specifically exempted, property tax applies at a flat rate of 1% of the average annual net book value of
fixed assets, uninstalled equipment and construction in progress (or similar property of an enterprise utilised
for economic activity) listed on its balance sheet.

LAND TAX

Natural and legal persons are subject to land tax if they own land plots or use state owned areas, including
land used for agricultural and non-agricultural purposes as of 1 April of the calendar year. The amount of land
tax depends on where the land is located and its quality. It is not based on the taxpayer’'s economic position.
The base maximum annual rate for non-agricultural land is GEL 0.24 per one square meter of the land and
the tax is calculated by multiplying the annual base tax rate by the territorial coefficient, however, a territorial
coefficient cannot exceed 1.5.

The annual basic property tax rates on agricultural land and forest land are differentiated according to
administrative-territorial units and land categories for 1 ha, in GEL and the tax is calculated by multiplying the
annual basic tax rate by the territorial coefficient, which is determined by a decision of the representative body
of local self-government. However, such rate shall not exceed 150% of the annual basic rate.

A (natural) person is required to submit an annual tax return by 1st November each year. A legal entity is
required to submit an annual tax return by 1st April each year.

OTHER TAXES- CUSTOMS DUTIES

The taxation of the import and export of goods is regulated by the TCG. Customs duties include VAT, Import
Duty and Excise Tax.

According to the TCG, the export of goods from the territory of Georgia is exempt from VAT and Excise tax,
with VAT and Excise input deduction rights.

IMPORT DUTY

Rate of customs tax varies depending on the goods imported and equals to 0%, 5% or 12% of the price of
goods imported.

EXCISE TAX

Excise Duty applies to certain goods such as alcoholic beverages, tobacco products, oil and gas, motor
vehicles and for international calls received from a resident or a non-resident person in a mobile or fixed
network. Excise tax rates are fixed per physical unit of excisable good (1 cigarette, pcs, litre, cm3, m3,
kilogram, tonne, ml etc.) and varies from product to product.

B. DETERMINATION OF TAXABLE INCOME

FOR ENTERPRISES WHICH HAVE NOT YET MOVED TO THE NEW CORPORATE
INCOME TAX MODEL

Generally, expenses connected with earning gross income can be deducted to arrive at the net taxable
income. Therefore, expenses not connected with the economic activities of an entity such as personal
expenses and entertainment expenses are not deductible (unless entertainment is the taxpayer’'s economic
activity).
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Any limitations or restrictions relating to certain expenses or deductions which otherwise would be deductible
in full, are provided within the TCG. Restrictions, conditions and limitations can apply e.g. to the deduction
of interest, doubtful debts, repairs, insurance payments and reserve funds, scientific research expenses,
depreciation of fixed and intangible assets.

LOSSES

Georgian legal entities can carry forward tax losses and offset them against future taxable profits arising in
the following five years. Where the statute of limitation is increased from 5 to 11 years a taxpayer can elect a
10-year loss carry forward period. Losses cannot be carried back. However, the carry forward of losses is not
permitted for an international financial company, a special trade company or a free-zone industrial company.

The statute of limitation for assessing taxes on a taxpayer and for submitting a notice of assessment to the
taxpayer shall be three years (effective from 2017), unless otherwise provided for by the Tax Code.

If the CIT is paid only on distributed profit under the new CIT regulations, losses cannot be used to reduce
taxable profit.

CAPITAL ALLOWANCES

The general rules for the operation and deduction of tax depreciation are provided within the TCG and they
provide a taxpayer with the option to either deduct tax depreciation on fixed assets over a period of time or
deduct 100% of the purchase (production) cost of the asset immediately. Whatever option is selected by a
taxpayer, it should be consistently followed for the following five years and applied to all purchased, produced
or leased fixed assets.

Tax depreciation allowances can generally be claimed for all capital assets, including fixed and intangible
property, except for land, art (such as paintings, jewellery and antiques), historical objects (except for
buildings), biological assets, museum items, and any other assets that are not subject to wear and tear. Fixed
assets costing below GEL 1,000 are not subject to tax depreciation but can be deducted in full against the
gross income of the accounting year of purchase or production.

Fixed assets are categorised into five groups and the rate of tax depreciation applying to each group is shown
below. Please note that tax depreciation is charged individually on buildings and structures as each building
or structure is effectively considered as a separate group.

Group Types of Fixed Assets Rate %

Motor cars; motor-and-tractor equipment for the use on roads;
office furniture, movable parts of motor transport; trucks,
buses, special motor vehicles and trailers; machinery and
equipment for all sectors of industry and the foundry industry;
black smith and pressing equipment; construction equipment;
agricultural vehicles and equipment.

20

Special tools, stock and equipment; computers, peripheral

devices and equipment for data processing; electronic devices. 20

Railway, maritime and river transport vehicles; power vehicles
and equipment; thermos-technical equipment turbine-powered
equipment; electric engines and diesel generators; electricity
transmission and communication facilities; pipelines.

4 Building and structures. 5

5 Assets subject to depreciation not included in other groups. 15

The expenses of an intangible asset can be written off for depreciation (amortization) over their limited useful
life and recorded as a separate group for this purpose. If it is not possible to determine the useful life of an
intangible asset it should be depreciated at the rate of 15%.

INTEREST DEDUCTIONS

Where a taxpayer incurs interest in the course of its business activities it is generally deductible subject to
certain limitations. Where the interest paid and/or payable (using the accruals method) does not exceed 24%
of the credit (loan) per annum, it is deductible.
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C. DIVIDENDS

Dividends paid to resident companies are not subject to withholding tax and are not included within the
taxable income of the recipient resident company. Dividends paid to resident and non-resident individuals,
organisations and non-resident companies are subject to withholding tax. Where a resident natural person/
non-entrepreneurial (non-commercial) legal entity receives dividends that have been taxed at source, they
will not be subject to further taxation and will therefore be excluded from the taxable income of the recipient.
Dividends earned from the shares/interest of an international financial company, from a FIZ Enterprise in a
Free Industrial Zone or an agricultural cooperative (until 1 January 2023) are not subject to withholding tax
and are not included in the taxable income of the recipient. Also, dividends paid to the State by a resident
enterprise shall not be taxed at the source.

D. FOREIGN TAX RELIEF

Where income from a foreign source has been subject to overseas tax a credit for the overseas tax paid is
available that is the lower of:

*  The amount of the foreign tax paid; and,
*  The amount of Georgian corporate income tax levied on the foreign income.

Therefore, the maximum relief available is only up to the amount of the tax that would be payable on the
foreign income in Georgia. In order to support the foreign tax relief claim, supporting evidence of the overseas
tax paid should be made available to the Georgian Tax Authority.

E. CORPORATE GROUPS

Companies must file individual tax returns and report their taxes separately. Consolidated tax returns are
not permitted. Branches and other units of Georgian companies do not file separate returns or pay CIT
independently. They consolidate their taxable profit (or loss) within the main company, which pays corporate
income tax on the total taxable profit.

F. RELATED PARTY TRANSACTIONS

Georgian tax legislation contains Transfer Pricing regulations, which generally follow OECD transfer pricing
principles. Georgia is not a member state of the OECD, but local TP regulations follow OECD Guidelines and
the matters that are not covered by the Georgian tax legislation shall be regulated by the OECD Guidelines.

Transfer pricing rules became effective on 1 January 2011 and are applicable to companies, which have
carried out transactions with non-resident related entities (also PE) and/or entities registered in preferential
tax jurisdictions. For purposes of Georgian Transfer Pricing regulations, the following entities are related:

« one party directly or indirectly participates in the management, control or capital of the other party;

« the same parties directly or indirectly participate in the management, control or capital of two parties.
Georgian Transfer Pricing legislation determines 5 methods of transfer pricing:

*  Comparable Uncontrolled Price Method;

¢ Cost-Plus Method;

* Resale Price Method;

«  Transactional Net Margin Method;

«  Profit Split Method.

Income and expenses between related parties must be by the principle of fair market value. Where possible,
the tax authority will compare the cost of related party transactions with the cost of similar transactions between
unrelated parties. Principles of the market price are used for internal transactions carried out between related
parties, except where the existence of related parties does not affect the result of such a transaction.

If the taxpayer receives an official request from the Tax Authority to prepare TP documentation, the taxpayer
is obligated to provide full TP documentation within 30 days from the official request.

G. WITHHOLDING TAX

Foreign companies which do not conduct economic activities through a permanent establishment in Georgia
are subject to withholding tax on the Georgian-sourced gross income. The tax is withheld by the payer at
source and no deductions from the gross income are permitted. However, non-resident taxpayers who receive
certain types of income can be treated as if the income is connected to a permanent establishment in Georgia
and the Tax Code allows the non-resident taxpayer to file a tax return and claim any allowable deductions.
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The following withholding tax rates apply to the Georgian-sourced income of non-residents where such
income is not attributable to any permanent establishment of the non-resident in Georgia:

Income from Georgian Sources Tax Rate
Dividends 5%
Interest 5%

Oil and gas subcontractors 4%
International telecommunication and transportation services 10%
Royalties 5%
Management fees 10%
Income received in the form of wages 20%
Payments to non-residents in respect of other Georgian-source income not connected o

to their PE in Georgia 10%

Where a non-resident is registered in an offshore or low tax jurisdiction, royalty, interest a service fee
payments will be subject to withholding tax at the rate of 15%.

Royalties paid by a non-resident's permanent establishment or by a resident to a resident natural person
(other than a natural person registered as a VAT payer) are subject to withholding tax at the rate of 20%.

Dividends are subject to withholding tax regardless of whether they are paid to individuals or foreign entities.
Please note:

« Dividends received by entrepreneurial legal entities are excluded from taxable gross income; and,
« Dividends paid to Georgian legal entities are exempt from withholding tax at source.

H. PERSONAL INCOME TAX

Individual residents in Georgia are subject to Personal Income Tax (PIT) on their worldwide income (but
exempted for income received which is not Georgian-sourced), whereas non-residents are subject to PIT
on Georgian-sourced income only, subject to double tax avoidance treaty relief. An individual is considered
to be a resident of Georgia for PIT purposes if they are present in Georgia for more than 183 days in any
consecutive 12-month period ending in a tax (calendar) year.

PIT is levied on salaries and any other compensation paid to employees including benefits-in-kind, subject to
certain exceptions. PIT is deducted at source from an employee’s salary by an employer. Tax is levied on the
annual income of an individual entrepreneur, which consists of gross income less the relevant expenses in
earning that gross income (except for non-deductible or partially non-deductible expenses). Unless other rates
apply (e.g. for interest and dividends), the income of an individual is taxed at the flat rate of 20%.

Annual personal income tax returns must be submitted to the tax authority by 31 March of each year. There
is no liability to social security payments on income paid or received by employers, employees or individual
entrepreneurs. Similarly, there is no inheritance tax or wealth tax in Georgia.

FRINGE BENEFITS TAX

Broadly, all payments or benefits-in-kind provided by an employer to an employee are taxable unless
specifically exempted.

I. The Law of Georgia on the Defined Contribution Scheme

As of 1 January 2019, participation in the defined contribution scheme is required for all employees, except
for those who have reached the age of 60 (55 for women) before the law’s entry into force. An employee who
has reached the age of 40 before this law’s entry into force and does not wish to be a member of the defined
contribution scheme may opt out of the scheme in accordance with the procedure determined by this law.
Upon making a salary payment, each employer is obliged to deposit in its own name 2% of the gross salary
of each employee who is a member of the pension scheme and another 2% on behalf and at the expense
of each employee to their individual pension account via an electronic system (i.e. 4% of the gross salary
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in total). The state additionally deposits 1 or 2% of the gross salary, depending on the total annual salary
of a scheme member, on the individual pension account of an employee or does not make any pension
contributions.

J. MULTILATERAL TAX CONVENTION (MLI)

On 7 June 2017, Georgia signed a “Multilateral Convention to Implement Tax Treaty Related Measures to
Prevent Base Erosion and Profit Shifting” (MLI). The Multilateral instrument was ratified by the Parliament
of Georgia on 27 December 2018 and the instrument of ratification has been deposited with the OECD
secretariat.

The primary purpose of the Multilateral Convention is to implement BEPS treaty-related measures, in
particular minimum standards under BEPS Action 5, 6, 13 and 14, in treaties for the avoidance of double
taxation. Georgia introduced the minimum standard of the 5th and 6th BEPS action.

The MLI will cover and amend respectively 34 out of 56 agreements on the avoidance of double taxation
concluded by Georgia.

K. TREATY AND NON-TREATY WITHHOLDING TAX RATES

Country PE (months) Divi(il/ne)nds Int(eo/l":)est Rog(/;ol;ies
Armenia 6 months 5/10"2 10 5
Austria 6 months 0/10" 0 0
Azerbaijan 6 months 10 10 10
Bahrain 6 months 0 0 0
Belarus 12 month 5/10" 5 5
Belgium 9 months 5/1512 10 5/1014
Bulgaria 9 months 10 10 10
China 6 months 0/5/107 10 5
Croatia 9 months 5 5 5
Cyprus 9 months 0 0 0
Czech Republic 6 months 5/10" 8 0/5/10
Denmark 6 months 0/5/107 0 0
Egypt 6/183 days 10 10 10
Estonia 9 months 0 0 0
Finland 6 months 0/5/108 0 0
France 6 months 0/5/108 0 0
Germany 6 months 0/5/108 0 0
Greece 9 months 8 8 5
Hungary 12 months 0/5°% 0 0
Iceland 6 months 510" 5 5
India 90 days 10 10 10
Iran 12 months 510" 10 5
Ireland 6 months 0/5/107 0 0
Israel 9 months 5 15 0
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Country PE (months) Divi(gl/ne)nds Int(eo/:;est Ro;((;ol;ies
Italy 6 months 5/1012 0 0
Japan'6 12 months 15 0/10 0/10
Kazakhstan 6 months 15 10 10
Korea 9 months 5/1013 10 10
Kuwait 6 months 0/54 0 10
Latvia 6 months 5 5 10
Liechtenstein 9 months 0 0 0
Lithuania 9 months 5/1510 10 10
Luxemburg 6 months 0/5/107 0 0
Malta 6 months 0 0 0
Moldova 12 months 5 5 5
Netherlands 6 months 0/5/15° 0 0
Norway 6 months 5/1013 0 0
Poland 6 months 10 10 10
Portugal 9 months 5/1011 10 5
Qatar 6 months 0 0 0
Romania 9 months 8 10 5
San Marino 6 months 0 0 0
Saudi Arabia 6 months 0/5 0/5 5/815
Serbia 9 months 5/10" 10 10
Singapore 6 months 0 0 0
Slovakia 6 months 0 5 5
Slovenia 6 months 5 5 5
Spain 6 months 0/10? 0 0
Sweden 12 months 0/10% 0 0
Switzerland 6 months 10 0 0
Turkey 12 months 10 10 10
Turkmenistan 6 months 10 10 10
Ukraine 12 months 5/1012 10 10
United Arab Emirates 6 months 0 0 0
United Kingdom 12 months 0/152 0 0
Uzbekistan 6 months 5/1512 10 10
Notes:

1. The 0% rate applies where the beneficial owner of the dividends is a company (other than a partnership) which
holds at least 10% of the capital of the distributing company.

2. The 0% rate applies where the beneficial owner of the dividends is a resident of UK except beneficial owner of
the dividends is a pension scheme, where dividends are paid out of income derived directly or indirectly from
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Georgia-Germany

immovable property (within the meaning of Article 6 of the Treaty) by an investment vehicle which distributes
most of this income annually and whose income from such immovable property is exempted from tax.

The 0% rate applies where the beneficial owner of the dividends is a company (other than a partnership
that is not liable to tax), which has held directly at least 25% of the capital of the distributing company for an
uninterrupted period of at least 12 months prior to the decision to distribute the dividends.

The 0% rate applies where the beneficial owner of the dividends is a company which has invested more than
USD 3 million (or its equivalent in local currency) in the capital of the distributing company.

The 0% rate applies where the beneficial owner of the dividends is a company (other than a partnership) which
holds at least 10% of the capital or the voting power of the distributing company.

The 0% rate applies where the beneficial owner of the dividends is a company (other than a partnership) which
holds at least 50% and has invested more than EUR 2 million (or the equivalent in Georgian currency) in the
capital of the distributing company. The 5% rate applies where the beneficial owner of the dividends is a company
(other than a partnership) which holds at least 10% and has invested more than EUR 100,000 (or its equivalent
in the Georgian currency) in the capital of the distributing company.

The 0% rate applies where the beneficial owner of the dividends is a company which holds at least 50% and has
invested more than EUR 2 million (or its equivalent in the Georgian currency) in the capital of the distributing
company. The 5% rate applies where the beneficial owner of the dividends is a company which holds at least
10% and has invested more than EUR 100,000 (or its equivalent in the Georgian currency) in the capital of the
distributing company.

The 0% rate applies where beneficial owner of the dividends is a company which holds at least 50% and has
invested more than EUR 3 million (or its equivalent in local currency) in the capital of the distributing company.
The 5% rate applies where the beneficial owner of the dividends is a company which holds at least 10% and has
invested more than EUR 100,000 (or its equivalent in local currency) in the capital of the distributing company.

The 0% rate applies where the beneficial owner of the dividends is a company which holds at least 50% and has
invested more than USD 2 million (or the equivalent in Euro or Georgian currency) in the capital of the distributing
company. The 5% rate applies where beneficial owner of the dividends is a company which holds at least 10%
in the capital of the distributing company.

The 5% rate applies where the beneficial owner of the dividends is a company (other than a partnership) which
holds at least 25% and has invested more than USD 75,000 in the capital of the distributing company.

The 5% rate applies where the beneficial owner of the dividends is a company (other than a partnership) which
holds at least 25% of the capital of the distributing company.

The 5% rate applies where the beneficial owner of the dividends is a company which holds at least 25% of the
capital of the distributing company.

The 5% rate applies where the beneficial owner of the dividends is a company (other than a partnership) which
holds at least 10% of the capital of the distributing company.

The 5% rate applies where the beneficial owner of the royalties is an enterprise which is resident of the other
Contracting State (not in which royalties arise).

The 5% rate applies if royalties are paid for the use of, or the right to use industrial, commercial or scientific
equipment.

The Treaty between Union of Soviet Socialist Republics and Japan is still applicable.

GERMANY

MEMBER FIRMS

City Name Contact Information
Berlin Oliver Beier +49 30 30 69 07 10

oliver.beier@pkf-fasselt.de

Braunschweig Séren Damerau +49 531 24 03 210

soeren.damerau@pkf-fasselt.de

Cologne Wolfgang van Kerkom +49 22116 43 0

wolfgang.van.kerkom@pkf-fasselt.de
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Duisburg

Dusseldorf

Frankfurt

Hamburg

Heidelberg

Herford

Munich

Nuremberg

Osnabrueck

Stuttgart

Wiirzburg

BASIC FACTS

Full name:
Capital:

Main languages:
Population:
Monetary unit:
Internet domain:

Int. dialling code:

KEY TAX POINTS

Kai Schoneberger

Christian Muller-Kemler

Thomas Scholz

Thomas Rauert

Franz-Josef Appel

Dr. Marc Danne

Sebastian Wohldorf

Prof. Dr. Bertram Fischer

Dr. Klaus Stein

Daniel Scheffbuch

Dr. Dirk Altenbeck

Federal Republic of Germany

Berlin

German

83.71 million (2020 estimate)
1 Euro (EUR) = 100 cents

.de
+49

+49 203 30001 170
kai.schoeneberger@pkf-fasselt.de
+49 203 30001 349
mueller-kemler@pkf-fasselt.de
+49 69 934 9014 60
thomas.scholz@pkf-fasselt.de
+49 40 355 520
thomas.rauert@pkf-fasselt.de
+49 6221 6096 0
office@pkf-hd.de

+49 5221 99 130
marc.danne@pkf-herford.de
+49 89 29032 0
sebastian.wohldorf@m.pkf.de
+49 911 47 43 132
wp.fischer@pkf-nuernberg.de
+49 541 944 22 0
klaus.stein@os.pkf.de

+49 711 69 767 238
d.scheffbouch@pkf-wulf.de
+49 931 3 55 78 32
dirk.altenbeck@pkf-issing.de

* Companies resident in Germany are subject to tax on all of their income. Non-resident companies are

subject to tax on German-source income.

Business enterprises operating in Germany are also subject to a trade tax on business income, as
assessed by each municipality.

There is no separate capital gains tax for enterprises - broadly, capital gains from business assets are
taxed at the ordinary tax rate. Capital gains realised by a corporate shareholder on the sale of shares
held in an enterprise are tax free.

VAT is applied on the supply of goods and services in Germany by a taxable person, subject to
exemptions.

Profits of foreign companies may be attributed to German shareholders under a controlled foreign
companies (CFC) regime.
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* A transfer pricing regime imposes record-keeping requirements and provides for income to be adjusted
on an arm's length basis.

+ Capital gains realised by individuals or partnerships are added to annual income, subject to a 40%
participation exemption on the sale of shares held as business assets. Roll-over relief may be available
where gains are reinvested in shares.

+ Dividends paid to residents and non-residents are subject to a 25% withholding tax, although this is
reduced to nil in certain circumstances under the EC Parent/Subsidiary Directive or a Double Tax Treaty.

«  Both personal and corporate income taxes carry a surcharge at the rate of 5.5% of the tax.

*  Presumably from 2021 onwards, the surcharge on personal income tax will only be levied on income
above a certain threshold.

* Income tax is payable by German resident individuals on their worldwide income. Non-resident individuals
are only required to pay tax on German-sourced income.

« Assets transferred by gift or inheritance are subject to tax. Other taxes include an annual real estate tax,
an insurance tax and a church tax.

Note: From 1 July 2020 onwards, there will be a reporting obligation for intermediaries and taxpayers for
reportable cross-border arrangements (Germany's national transposition of the EU-Directive (DAC 6)).

A. TAXES PAYABLE

FEDERAL TAXES AND LEVIES
COMPANY TAX

German-resident companies are subject to tax on their worldwide income. Non-resident companies are
required to pay tax in various forms on income derived from German sources. Resident companies are those
that are incorporated in Germany or have their place of management and control in Germany.

The corporation tax rate is 15%. In addition, a solidarity surcharge is levied at the rate of 5.5% of the
corporation tax. The tax year in Germany is the calendar year. Companies are required to make quarterly
prepayments of tax based on the previous year's income. As of the tax year 2018 corporate tax returns shall
be submitted by 31 July of the following year and returns prepared by a tax consultant by 28/29 February of
the year after the following. Tax balance sheets have to be handed in electronically following a special tax
account mapping.

TRADE TAX

Trade tax is applied only to business income. All business enterprises operating in Germany are subject to
this tax. The trade tax rate is assessed independently by each municipality. The effective tax rates in relevant
municipalities range from 7% to 19.25%. Individuals may deduct trade tax as a block credit to a certain extent
against individual income tax. No tax relief by deduction or credit is available to companies.

CAPITAL GAINS TAX

There is no special or separate capital gains tax. For privately held shares a flat withholding tax of 25% plus
solidarity surcharge of 5.5% of the tax due applies (for details see below under 'Capital gains and losses').

BRANCH PROFITS TAX

There is no separate branch profits tax in Germany. Trading profits and capital gains of a German branch
of a foreign company are calculated and taxed on the same basis as those of a German resident company.

SALES TAX / VALUE ADDED TAX (VAT)

This is a tax on the supply of goods and services, other than exempt supplies and services, rendered in
Germany by a taxable person. The tax rates are as follows:

« Standard rate: 19%;
* Reduced rate: 7%.

FRINGE BENEFITS TAX

For some services provided to its employees (e.g. canteen food, office outings, transportation of employees,
accident insurances and payments to retirement funds), the company has the option to pay the income tax on
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account for the employee. The tax is paid at a flat tax rate which varies depending on the service provided,
from 15% to 25% of the given value.

OTHER TAXES

In Germany a net wealth tax is not levied. Other taxes include real estate transfer tax (RETT) at a rate of 3.5%
to 6.5% and insurance tax (excluding life insurance and private medical insurance) at 19%. RETT is not only
due on the transfer of real estate but may also apply in cases of a transfer of shares in companies owning
real estate. Certain exemptions for RETT on intra-group restructurings may apply.

B. DETERMINATION OF TAXABLE INCOME

The taxable income of a company is determined by ascertaining assessable income and then subtracting all
allowable deductions. Business expenses are generally deductible for tax purposes, although there are some
exceptions such as entertainment expenses which are only 70% deductible. Special rules apply in respect of
the categories listed below.

DEPRECIATION

Tangible fixed assets, other than land, are written off over their estimated useful lives at rates prescribed by
the tax law or an administrative regulation. Generally the straight-line method of depreciation is used. In the
case of a long-term devaluation of assets, an extraordinary depreciation is allowed. This write-down has to be
reversed if the value of the asset increases again. Assets with purchase costs from EUR 250 to EUR 1,000
exclusive of VAT can be pooled every year. The pool for each year has to be written off in five years. Taxpayer
may elect for an immediate write-off of goods with a value of less than EUR 800. Good with a value of less
than EUR 250 are written off immediately.

STOCK/INVENTORY

Inventory includes raw materials, work-in-progress, finished goods and payments on account. Each item of
inventory must be valued at acquisition cost or cost of production. Accepted valuation methods include 'last
in, first out' (LIFO) and average cost.

CAPITAL GAINS AND LOSSES

In principle, capital gains from business assets are taxed at the ordinary tax rate. Profits on the sale of land
and buildings may be reinvested tax-free (roll-over relief). Where the shareholder is a corporation, capital
gains relating to the sale of shares held in an enterprise (German or foreign) are tax-free. Correspondingly, a
write-down of participation does not have tax consequences. Losses arising from the sale of such a stake will
not be recognised. However, a lump sum of 5% of the gains is added back to taxable income representing
non-deductible business expenses.

Where the shareholder is an individual or a partnership, capital gains arising from the sale of shares held
as business assets are taxable, but only 60% of the capital gain is added to the individual's/partner's annual
gross income. The remainder is tax-free (40% participation exemption). Correspondingly, only 60% of the
losses are deductible. Capital gains realised by partnerships may be tax-free if reinvested in shares within
two years (roll-over relief).

Where the shareholder is a private individual, capital gains arising from the sale of privately held shares
bought after 31 December 2008 are subject to a 25% flat withholding tax plus a solidarity surcharge of 5.5%
of the tax due if the participation is below 1%. Capital gains arising from the sale of privately held shares
bought before 31 December 2008 are generally not taxed. If the participation is 1% or more, the rules for
shares held as business assets apply. Losses from the sale of privately held shares may be deducted only
from gains arising on privately held shares. Non-deductible losses may be carried forward. From 1 January
2020, there is a loss deduction limitation of EUR 10,000 per calendar year for futures and options and in the
event of unrecoverable capital claims.

Capital gains arising from the sale of other privately held movable assets are not taxed unless the assets
are sold within one year. Capital gains arising from the sale of privately held land and buildings are not taxed
unless the assets are sold within ten years.

DIVIDENDS

Dividend income is subject to 25% withholding tax plus a solidarity surcharge of 5.5% of the tax due. The
withholding tax rate may be reduced in accordance with tax treaties or EU regulations (Parent-Subsidiary
Directive).
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Where the shareholder is a corporation, the dividend income is tax-free (100% participation exemption).
However, a lump sum of 5% of the gross dividends is added back to taxable income representing non-
deductible business expenses, irrespective of the actual expenses incurred by the company. This applies
to dividends received from both German and foreign enterprises. To qualify for the above-mentioned tax
exemption, a minimum participation of 10% for corporate tax purposes (trade tax: 15%) as per the beginning
of the calendar year is required.

Where the shareholder is a partnership, only 60% of the dividend income is added to the partner's annual
gross income. The remainder is tax-free (40% participation exemption). Correspondingly, only 60% of the
expenses directly connected to the dividend are deductible. A resident taxpayer may credit the withholding
tax which has been deducted by the corporation against his own individual tax liability. Corporation tax cannot
be credited against the individual tax.

Where the shareholder is an individual, dividends are subject to a 25% flat withholding tax plus a solidarity
surcharge of 5.5% of the tax due. However, if the withholding tax rate exceeds the marginal income tax rate of
the shareholder, the shareholder may opt to report the dividend in his income tax return instead. Economically
connected expenses such as financing fees are not deductible.

INTEREST DEDUCTIONS (G

Interest is deductible to the extent that it is payable on credits raised to generate taxable income. Where
interest is paid in order to finance a participation in another company, the above mentioned special provisions
concerning business expenses which are directly related to tax-free dividends apply.

In order to combat abusive transfers of profits, an "interest barrier" limiting the deductibility of interest
payments as business expenses has been introduced. Interest payments are generally deductible if they
do not exceed interest income for the period. The excess amount is only deductible up to 30% of EBITDA
as defined for tax purposes. An 'exemption threshold' for interest payments of less than EUR 3,000,000 per
annum applies. An EBITDA carry-forward mechanism also exists.

The interest barrier is only applicable to companies belonging to a group. Such a group is deemed to exist
if a German company may be consolidated with other companies. The interest barrier does not apply to
companies that are part of a group if, under IFRS, the ratio of equity to total assets of the company is equal
to or higher than the ratio of equity to total assets for the group as a whole. In addition, a shortfall of up to
2% compared to the group ratio is permissible. This escape clause will not be applicable for corporations if
more than 10% of the interest expenses are on related party debt, i.e. to shareholders with participations of
25% or more.

Whether the interest barrier is in line with the constitution is currently under review by the constitutional court.

LOSSES

In the year in which losses are incurred, they may, in principle, be deducted without restrictions. Remaining
losses may be carried back to the preceding accounting period up to an amount of EUR 1,000,000. Excess
losses may be carried forward indefinitely to future years. However, in each future year, the deduction
must not exceed EUR 1 million. Profits in excess of this threshold may be set off only to an amount of 60%
against a loss carry-forward. Loss carry-forwards may be forfeited as a result of share transfers or corporate
restructurings if these measures affect more than 50% of the shares within a 5 year period. Special rules
apply for trade tax purposes.

FOREIGN SOURCED INCOME

Foreign sourced income is generally taxable. In addition, Germany has a controlled foreign company (CFC)
regime. Its objective is to ensure that profits of German controlled companies are not transferred to, or
generated in, low tax jurisdictions. A low tax jurisdiction is deemed to be any country which taxes income
at a rate of less than 25%. Where German residents hold more than 50% of the shares or the voting rights
of an intermediate corporation with passive income, the income is deemed to be distributed to the German
shareholders and taxed at their level if the intermediate corporation is located in a low tax jurisdiction. Under
certain conditions, a participation of 1% in the foreign intermediate corporation is sufficient to trigger the CFC
taxation.

Profit distributions by corporations and capital gains arising from the sale of these participations are deemed
to be active income. Income derived by foreign holding companies is thus effectively exempt from CFC tax.

The EU Anti-Tax Avoidance Directive (ATAD) is expected to be transposed into national law in the spring of
2020. The law will generally be applicable retroactively for the 2020 assessment period. In particular, changes

343 PKF Worldwide Tax Guide 2020/21



Germany

are expected with regard to transfer pricing rules, exit taxation, CFC-regulations and restrictions on operating
expenses in hybrid structures.

INVESTMENT ALLOWANCE/INCENTIVES

Qualifying investment aids are tax-free and available in selected areas from local authorities for the
improvement of the regional economic structure. Investment grants are provided by the tax authorities for
the acquisition of new buildings or depreciable, new movable assets in the new federal states. Currently, a
special depreciation is granted - subject to certain conditions - for newly built or acquired rental apartments.

C. FOREIGN TAX RELIEF

Even in the absence of a double tax treaty, foreign tax on income derived by a German resident may be
credited against his income or corporation tax liability. The tax relief must not exceed the German tax charged
on the same profits. Alternatively, the foreign tax may be deducted from the income of the German resident.

D. CORPORATE GROUPS

Profits and losses of German group companies may be pooled for corporate tax and trade tax purposes, if the
requirements of the so-called 'Organschaft' are met. The controlling company must hold, directly or indirectly,
the majority of the shares of the controlled company and there must be a profit and loss pooling agreement
between the two companies.

E. RELATED PARTY TRANSACTIONS

Inter-company pricing between affiliated companies must be carried out on an arm's length basis. If this is not
the case, the income of both companies is adjusted for tax purposes. Arbitration proceedings are available
within the European Union. Legislation is in force that specifies the duty to document the way in which a
taxpayer arrives at the transfer prices on transactions with foreign closely related persons/enterprises. The
documentation must encompass the nature and contents of the business relationship and the economic and
legal basis underlying the arm's length prices. Specific legislation applies to a "transfer of functions" between
intra-group companies.

F. WITHHOLDING TAX

Under domestic law, all dividends, regardless of whether they are paid to a resident or a non-resident, are
subject to a 25% withholding tax plus a solidarity surcharge of 5.5% of the tax due as a flat tax. This is
reduced to nil in the case where the shareholder satisfies the conditions of the EU Parent Subsidiary Directive
(broadly that the shareholder is an EU resident company with a 10% or more interest in the company paying
the dividend).

Interest is subject to 25% withholding tax plus a solidarity surcharge of 5.5% of the tax due if it is paid to a
resident. Interest paid to a non-resident is not subject to withholding tax. Royalties paid to a non-resident are
subject to 15% withholding tax plus a solidarity surcharge of 5.5% of the tax due. Certain German double tax
treaties provide for an exemption or a reduced rate (see below).

G. EXCHANGE CONTROL
There are no exchange control requirements.

H. PERSONAL TAX

Income tax is payable by German resident individuals on their worldwide income. Non-resident individuals are
only required to pay tax on German-sourced income. Individuals are deemed resident if they have a residence
in or their customary place of abode is in Germany. The latter is generally the case if the continuous stay lasts
more than six months while short-term interruptions are not taken into account.

Income tax is payable on assessable income less allowable deductions. Assessable income includes
business income, income from agriculture and forestry, income from self-employment, income from
employment, certain capital gains, capital investment income, and rental and royalty income. Allowable
deductions include personal allowances, deductions for business/professional expenses and contributions to
specified (insurance) bodies.

Tax instalment payments are withheld from employees' salaries by their employers. Self-employed individuals
and those with non-salary income have to pay instalments on a quarterly basis with reference to the income
realised in the previous year. The tax rates effective for single taxpayers are as follows:
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Annual taxable income (EUR) Marginal rate (%) Tax payable (EUR)
Up to 9,408 Nil 0
9,409 to 14,532 14 - 23.97 0-973
14,533 to 57,051 23.97 - 42 973 — 14,998
57,052 to 270,500 42 14,998 — 104,646
More than 270,500 45 From 104,646

The highest tax rate is 45% for taxable income of individuals that exceeds EUR 270,501 (EUR 541,002
for married couples). Retained profits from a trade or business, agriculture or self-employment generated
by individually-owned firms or partnerships are taxable upon application at a reduced tax rate of 28.25%.
When profits are withdrawn, the amount withdrawn is subject to a further tax charge (tax rate 25%) in the
assessment year of the withdrawal but is reduced by taxes already paid on the profits distributed.

Interest and dividend income is subject to a 25% flat withholding tax plus solidarity surcharge of 5.5% of
the tax due only. Expenses connected with the receipt of investment income are not deductible but a lump
sum of EUR 801 can be deducted. The shareholder may opt to report the interest in his income tax return if
the withholding tax rate exceeds his marginal income tax rate. If the taxpayer is married, the income of the
taxpayer can be combined with the income of the spouse. Then the tax on 50% of the combined income is
doubled correspondingly. In addition to the personal income tax, a solidarity surcharge is levied at the rate of
5.5% of the personal income tax.

Social security contributions are withheld from employees' salaries and wages. The employer and employee
each generally contribute 50% of the total social security contributions. Members of the Roman Catholic,
German Protestant, Lutheran and Jewish churches have to pay church tax. The tax rate amounts to about
8% or 9% of the annual income tax liability and varies according to the district of residence. It is a deductible
expense for income tax purposes. Assets transferred by gift or inheritance are subject to tax. If either the
transferor or the recipient is resident in Germany, all transferred assets are taxed wherever situated. If
neither party is a German resident, the tax is limited to property located in Germany. The Federal Republic
of Germany keeps tax treaties with six countries for these purposes: Denmark, France, Greece, Sweden,
Switzerland and USA.

The tax rates and exemptions for Inheritance and Gift Tax vary according to the relationship between the
transferor and the recipient and the value of the assets. Where children or the spouse are the recipients, the
rates range between 7% (where the assets have a value of EUR 75,000 or less) and 30% (where the assets
have a value of more than EUR 26,000,000). The rates for brothers and sisters have been reduced and vary
between 15% and 43%. If the transferor and the recipient are unrelated, the rates vary between 30% and 50%
respectively. The spouse of the transferor is granted a personal allowance of EUR 500,000 and the children
of the transferor are granted an allowance of EUR 400,000.

I. TREATY AND NON-TREATY WITHHOLDING TAX RATES

Dividends Interest Royalties

(%) (%) (%)
Non-treaty countries 25 0/2510 0/15"
Treaty countries:
Albania 15/51 0 5
Algeria 15/53 0 10
Argentina 15 0 15
Armenia 10/7" 0 6
Australia 15/59 0 5
Austria 15/08 0 0
Azerbaijan 15/51 0 10/5°
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Dividends Interest Royalties

(%) (%) (%)
Bangladesh 15 0 10
Belarus 15/52 0 5/35
Belgium 15/08 0 0
Bolivia 10 0 15
Bosnia-Herzegovina® 15 0 10
Bulgaria 15/08 0 5
Canada 15/53 0 10/05
China 15/5'/10 0 10
Croatia 15/08 0 0
Cyprus 15/08 0 0
Czech Republic 15/06 0 5
Denmark 15/08 0 0
Ecuador 15 0 15
Egypt 15 0 25/155
Estonia 15/08 0 10/55
Finland 15/08 0 0
France 15/08 0 0
Georgia 0/5/107 0 0
Ghana 15/53 0 8
Greece 25/0° 0 0
Hungary 15/08 0 0
Iceland 15/51 0 0
India 10 0 10
Indonesia 15/10" 0 15/10/7.5°
Iran 20/15" 0 10
Ireland 15/08 0 0
Israel 10/5° 0 0
Italy 15/0° 0 5/0°
Ivory Coast 15 0 10
Jamaica 15/10" 0 10
Japan 15/5%/0° 0 0
Kazakhstan 15/51 0 10
Kenya 15 0 15
Korea 15/51 0 10/25
Kosovo 15 0 10
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Kuwait 15/5% 0 10
Kyrgyzstan 15/51 0 10
Latvia 15/08 0 10/55
Liberia 15/10" 0 10/20°
Liechtenstein 0/5/15 0 0
Lithuania 15/0° 0 10/55
Luxembourg 15/08 0 5
Malaysia 15/53 0 7
Malta 15/08 0 0
Mauritius 15/58 0 10
Mexico 15/58 0 10
Moldova 15 0 0
Mongolia 10/5° 0 10
Montenegro® 15 0 10
Morocco 15/58 0 10
Namibia 15/10° 0 10
Netherlands 15/08 0 0
New Zealand 15 0 10
North Macedonia 15/58 0 5
Norway 15/01 0 0
Pakistan 15/102 0 10
Philippines 15/10/5% 0 10
Poland 15/08 0 5
Portugal 15/06 0 10
Romania 15/08 0 3
Russia 15/58 0 0
Serbia® 15 0 10
Singapore 15/53 0 8
Slovak Republic 15/06 0 5
Slovenia 15/08 0 5
South Africa 15/58 0 0
Spain 15/08 0 0
Sri Lanka 15 0 10
Sweden 15/08 0 0
Switzerland 30/15/5/03 0 0
Syria 10/58 0 12
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Dividends Interest Royalties

(%) (%) (%)
Tajikistan 15/53 0 5
Taiwan 10 0 10
Thailand 20/15" 0 15/5°
Trinidad and Tobago 20/10" 0 10/0%
Tunisia 15/53 0 10
Turkey 15/51 0 10
Turkmenistan 15/51 0 10
Ukraine 10/52 0 5/0°
United Arab Emirates 15/10/5° 0 10
United Kingdom 15/10/0% 0 0
United States 15/53 0 0
Uruguay 15/53 0 10
Uzbekistan 15/5' 0 5/3%
Venezuela 15/54 0 5
Vietnam 15/10/5% 0 10/7.5°
Zambia 15/51 0 10
Zimbabwe 20/10? 0 7.5

Notes:

1. Lower rate applicable where recipient holds an interest of at least 25%.

2. Lower rate applicable where recipient holds an interest of at least 20%.

3. Lower rate applicable where recipient holds an interest of at least 10%.

4. Lower rates applicable where recipient holds an interest of at least:

a. 25% or 70% (Vietnam; Philippines); or,
b. 15% (Venezuela).

5. The tax rates vary with the nature of the royalty/dividend.

6. The dividend is tax free within the EC where the recipient corporation holds an interest of at least 10% (Parent/
Subsidiary EC Directive and domestic law).

7. The 5% rate applies where the dividend is paid to a company which holds directly at least 10% and has invested
more than EUR 100,000 in the capital of the distributing company. The 0% rate applies where the dividend is
paid to a company which holds directly at least 50% and has invested more than EUR 3 million in the capital of
the distributing company.

8. The Treaty between Germany and ex-Yugoslavia is still applicable.

9. Lower rate applicable where the recipients holds an interest of at least 10% for at least 6 months.

10. Interest payments to non-residents are generally not subject to withholding tax. However, withholding tax
is imposed on interest from convertible bonds, profit-sharing bonds, participation loans, as well as income
from the participation of silent partners in a trade or business. The rate is 25% (26.375% including the 5.5%
solidarity surcharge). Under German domestic tax law implementing the provisions of the EU Interest and
Royalties Directive (2003/49), interest and royalty payments are exempt from withholding tax, provided that the
recipient is an associated company of the paying company and is a resident in another EU Member State or
such a company’s permanent establishment situated in another Member State. Two companies are associated
companies if (i) one of them has a direct minimum holding of 25% in the capital of the other or (ii) a third company
has a direct minimum holding of 25% in the capital of two companies.

11. Royalties paid to non-residents are subject to a 15% withholding tax rate (15.825% including the 5.5% solidarity

surcharge). For a 0% rate under the application of the Interest and Royalties Directive (2003/49), see footnote 10.
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GHANA

MEMBER FIRM

City Name Contact Information

Accra Frederick Bruce Tagoe +233 302 221 266
fbrucetagoe@pkfghana.com

Accra Albert Addo Cofie +233 302 221 266
albert.cofie@pkfghana.com

BASIC FACTS

Full name: Republic of Ghana

Capital: Accra

Main languages: English, African languages including Akan, Ewe

Population: 30.95 million (2020 estimate)

Monetary unit: Ghanaian New Cedi (GHS)

Internet domain: .gh

Int. dialling code: +233

KEY TAX POINTS

A.

The assessment period in Ghana is the calendar year (i.e. January to December). Companies and bodies
of persons are allowed to choose their accounting year.

Companies that are resident in Ghana are liable to income tax on income earned domestically and from
foreign sources. Tax credit from foreign sources is allowable as tax credits domestically.

Non- resident companies are liable to tax only on income with a source in Ghana.
Companies deemed as permanent establishments are liable to tax on all source of taxable income.

The basis of assessment is the net profit of the companies. This is adjusted by tax laws to arrive at the
chargeable income.

Repatriated branch profit is taxable at 8%.

There is no separate rate for capital gains and gifts for companies. Income from the realisation of assets
is subsumed in corporate income for tax purpose. Individuals may however opt for a rate of 15%.

Local production and importation of goods and services attract VAT. Business with annual income of
GHS 200,000 are required to register and charge Value Added Tax. There is no obligation to register if
you deal in exempt supplies. Rate for goods (wholesale and retail) have a flat rate of 3%. VAT on other
supplies is 12.5%. National Health Insurance Levy of 2.5% and GetFund Levy of 2.5% applies in tandem
with the 12.5% VAT.

Transfer pricing regulations apply to related party transactions.

Subject to treaty agreements and exemptions, various withholding tax rates apply to payments made for
transactions between companies resident in Ghana and non-residents.

Subject to exemptions that may be available, resident individuals pay tax on income (cash and kind)
earned in Ghana and abroad. Non-residents are taxed only on income with a source in Ghana.

Statutory and voluntary pension deductions apply to employment benefits.
There is no wealth or inheritance tax due in Ghana. However, municipal authorities charge property rates.

TAXES PAYABLE

National taxes and levies apply in all regions of the country.
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COMPANY TAX

Unless specifically exempted in the law, resident companies are required to pay tax on all income (domestic
and foreign) relating to business and investment. Non-resident companies pay tax on income with a source
in Ghana. Necessary adjustments are made to the net profit based on tax laws to determine the chargeable
income. The rate of tax generally is 25%. There are different rates applicable to certain companies (see
‘Incentives’ below). Mining and petroleum companies are to pay corporate tax at a rate of 35%.

The corporate entity is taxed separately from its shareholders.

The tax year in Ghana is January to December. Companies prepare financial statements on an accrual
basis. They may choose their own accounting date without permission, on commencement of operation.
However, companies desiring to change their chosen accounting date must obtain prior permission from the
Commissioner General of Ghana Revenue Authority (GRA).

All companies have to file tax returns within four months after their accounting year. It is also required that
they make quarterly tax payments on the current year’s income based on the provisional assessment made
by the Domestic Tax Revenue Division (DTRD) of GRA or the companies’ own estimates (where the DTRD
has granted that permission).

CAPITAL GAINS AND GIFT TAX

What used to be known as Capital Gain and Gift Tax have been incorporated into Corporate or Income Tax and
taxed at the corporate tax rate. However, for an individual, the rate of tax for capital gain can be 15% on the
gain realized or the income is added to the Chargeable Income of the person and taxed at the graduated rates.

In ascertaining the income of a person from investment or business for a year of assessment one has to
include all gains and deduct all losses.

BRANCH PROFITS TAX

A branch of an external company or a deemed permanent establishment of non-resident companies pay
domestic corporate tax at the specified rate applicable to the industry. When the domestically taxed profit is
repatriated, branch profit tax of 8% is applied. This operates as dividend tax as may be applicable to local
companies.

Income exempted from tax

Included in exempt income are as listed below. Exemptions apply to other categories of income that may not
be relevant to business.

* Income of a non-resident from the business of operating aircrafts where reciprocal exemption is extended
to Ghana in the country if residence of the carrier;

*  Gains from the realisation of securities that are traded on the Ghana Stock Exchange up to 31 December
2021;

*  The income of an approved unit trust scheme or mutual fund;
*  The income of an approved Real Estate Investment Trust;

« Interest paid to an individual by a resident financial institution or on bonds issued by the Government of
Ghana;

« Theinterest or dividend paid or credited to a holder or member on an investment in an approved unit trust
scheme or mutual fund and housing scheme;

* Income of privately-owned universities shall be exempt from tax when they plough back a hundred
percent of their profit after tax into the business;

* The income of a state-owned or state-sponsored educational institution;

* The income of an institution or trust of a public character established by an enactment solely for the
purpose of scientific research.

SALES TAX/ VALUE ADDED TAX (VAT)

These are indirect taxes charged by businesses on the supply of some goods and services in Ghana. VAT
applies to all the stages of production of goods and services. However, there are supplies that are exempt
from VAT. Exports attract VAT at zero rate.
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VAT rate

All persons registered to charge Value Added Tax (VAT) and are currently operating the standard rate
scheme are required to charge and account for VAT at the rate of 12.5%. Act 970 now considers the GetFund
and NHIL as levies at a rate of 2.5% each of the taxable value of their supplies. This in effect amounts to a
total charge of more than 17.5% of the taxable value of the supply.

VAT flat rate

The existing VAT law (The Value Added Act, 2013 (Act 870)) was amended in 2017 by Act 948 to re-introduce
the Flat VAT Rate Scheme. Under this scheme, a taxable person who is a retailer or wholesaler of goods is to
account for VAT at a flat rate of 3% calculated on the value of the taxable supply without deducting any input
VAT. The Flat Rate Scheme does not include the supply of the following goods:

*  Any form of power heat;

+  Refrigeration or ventilation;

¢« Goods manufactured in Ghana;

*  Goods imported through the Ports of entry.

Threshold

As earlier indicated the current threshold for registration of VAT is GHS 200,000 for a 12-month period or
GHS 50,000 for a period of 3 months.

However, the following entities are not bound by the threshold and are required to apply for registration upon
operation:

*  Promoters of public entertainment;
« An auctioneer;
« A national, regional, local or other authority or body.

VAT WITHHOLDING TAX

In line with the Value Added Tax (Amendment)(No.2) Act 2017, (Act 954) the Commissioner-General of GRA
appointed Withholding Tax Agents, effective 1 May 2018, to collect and perform the following:

i.  Withhold 7% of taxable value of all local taxable supplies made by a Standard Rated taxable person/
supplier and the difference of 10.5% of the taxable value paid to the taxable person/supplier.

ii. Issue Withholding VAT Credit Certificate to Standard Rate VAT suppliers which is used as input tax to
reduce the total tax liability payable by the supplier to the GRA.

ii. Submit Withholding VAT Returns together with payment of VAT withheld to the GRA for every month not
later than the 15th day of the following month.

It is not every registered VAT person who is authorised to withhold VAT. Authorised Withholding Agents as
per 1 May 2018 include the following:

« 28 financial institutions;

* 36 government institutions;

e 24 petroleum subcontractors;

« 17 mining companies and 8 manufacturing companies;

* 3 telecommunication companies; and

* meridian port services.

Out of the above, five (5) financial institutions have been defunct leaving only 112 companies

This list has been updated as at Tuesday, October 1, 2019 with an additional 106 companies. Hence, the total
companies authorised to withhold VAT being 218.

The first Schedule of the VAT Act 870 has been amended by Act 1005 (2019).

FRINGE BENEFITS TAX

With the exception of dental, medical, and health insurance expenses, all fringe benefits derived from
employment are taxable. Benefits relating to accommodation and cars have their own treatment specified in
the Tax Law.

351 PKF Worldwide Tax Guide 2020/21



Ghana

Car Element

Driver and Vehicle with fuel 12.5% of TCE Limit GHS 600 per month
Vehicle with fuel 10% of TCE Limit GHS 500 per month
Vehicle Only 5% of TCE Limit GHS 250 per month
Fuel Only 5% of TCE Limit GHS 250 per month
Rent Element

Accommodation with furnishing 10% of TCE No Limit
Accommodation Only 7.5% of TCE No Limit
Furnishing Only 2.5% of TCE No Limit

Shared Accommodation 2.5% of TCE No Limit

Note:
TCE means Total Cash Emolument

Loan benefit

Interest on a loan granted to an employee, Manager, or Director by an employer is taxable. However, there
is a Nil Tax where a loan is granted to an employee under the following conditions:

* The loan is from an employer to an employee;

* The term of the loan does not exceed 12 months; and

« The aggregate amount of the loan and any similar loan outstanding at any time during the previous 12
months does not exceed 3 months of basic salary.

Benefit for tax purpose

In cases other than the above, the employee is considered to have benefited and is to suffer tax at the
individual tax rate. The benefit is computed as 25% of Interest at Bank of Ghana Rediscount Rate less interest
at employer’s rate. For all other benefits, the open market value or a reasonable value is added to taxable

income and subject to tax.

ADMINISTRATIVE SANCTIONS AND PENALTIES

Failure to maintain records

Where the failure is deliberate or reckless, 75% of the tax
attributable to the period. In any other case, the lesser of 75% or
250 currency points

Failure to pay tax on due date

Interest of 125% of the statutory rate, compounded monthly on
the amount outstanding

Underestimating tax

Interest of 125% of statutory rate, compounded monthly, and
applied to the difference between 90% of the Actual Tax and
Tax paid in instalment

Failure to file Returns (Individual)

2 currency points and prosecution after 4 months

Failure to file Returns (Entity)

4 currency points and prosecution after 4 months

Failure to comply with the Act

Where the failure may result in an underpayment of tax
exceeding GHS 200, the fine is, if convicted, between GHS
2,400 - GHS 4,800. For any other case GHS 120 - GHS 2,400
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a. Where the statement/omission is made without reasonable
excuse: a fine of 200% of the tax underpaid

b. Where the statement/omission is made knowingly or
recklessly: a fine of 300% of the tax underpaid or a fine of
GHS 600 — GHS 2,400 or a term of imprisonment between 6

Making false or misleading statements months and 1 year or both

c. Any other case: a fine between GHS 600 - GHS 2,400
or a term of imprisonment of 1 month - 3 months or both.
Impeding Tax Administration a fine of between GHS 1,200 —
GHS 12,000 or term of imprisonment between 6 months and
1 year or both

A fine of between GHS 1,200 - GHS12,000 or term of
imprisonment between 6 months and 1year or to both

Impeding tax administration

LOCAL TAXES

Taxes are collected by the District, Municipal and Metropolitan Assemblies (authorities) from persons doing G
business within their localities. They are also responsible for the collection of property taxes.

OTHER TAXES

a. STAMP DUTY

Stamp duty is paid at various rates by a person who undertakes certain transactions including the following,
subject to certain exemptions:

«  Agreement

*  Award

« Bond

« Concession

+  Contract

«  Conveyance or Transfer on sale of a property

«  Copy or extract of or from any instrument chargeable

«  Counterpart/duplicate of an instrument

* Declaration of a trust concerning a property by the writing
«  Deposit of file document

« Lease (land, mining, mineral, timber, etc.)

*  Letter of authority / Power of Attorney

¢ Memorandum of Hypothecation

« Mortgage, Bond, Debenture, Covenant, Guarantee, Lien or Instrument of Security of any kind.

b. MINERAL ROYALTIES

The Minerals and Mining Act 2006, Act 703 imposes a ground rent on holders of mineral right. Payment of rent
in connection with Stool lands are paid to the Administrator of Stool Lands whilst payment of mineral rights is
made to the Minerals Commission.

Act 794 has fixed the rate of royalty at 5% on the total revenue earned from minerals obtained. Payment is
made on monthly basis.

c. COMMUNICATION SERVICE TAX

This is a tax on communication service providers based on turnover. The coverage of this tax has been
extended to include the following:

«  Public/corporate data operators;
*  Providers of radio(FM) broadcasting services;
«  Providers of free-to-air television services.
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The tax rate is currently 9% (Act 998) 2019.

d. TAX STAMP

This is a tax imposed on business operators in the informal sector. The amount paid is based on turnover and
nature of product but not on profit. This is a final tax.

e. VEHICLE INCOME TAX
This is a tax imposed on commercial vehicles. It is paid quarterly. It is a tax paid on account.

f. AIRPORT TAX

This is imposed on both domestic and international travels. It varies depending on the passenger class and
the place of destination. The current rates are:

Domestic travel USD 5;

Regional travel within West Africa USD 60;

International travel:

a) Economy class travel outside West Africa USD 100;
b) Business class travel outside West Africa USD 150;
c) First class travel outside West Africa USD 200.

LEVIES
As stated earlier, the only notable national levies in the country are:

*  The National Health Insurance Levy of 2.5% imposed on certain goods and services. The National
Health Insurance Levy is administered on the lines of Value Added Tax.

« National Fiscal Stabilization Levy (NFSL). The NFSL was introduced in 2009 but was abolished in
January 2012. It has been reintroduced by Act 862, effective 30 September 2013. The expiry date
which was previously extended to 2019 has further been extended to year of assessment 2024
by Act 1011 (2019). The rate of levy is 5% on the profits before tax, payable on a quarterly basis
and covers the following entities:

o Banks (excluding Rural and Community banks);

o Non-Bank Financial Institutions;

o Insurance Companies;

o Telecommunication companies liable to collect and pay Communication Service Tax under Act 754
of 2008;

o  Breweries;

o Inspection and Valuation Companies;

o Shipping lines, Maritime and Airport Terminals.

The levy is collected upfront by the Ghana Revenue Authority. The levy is not an allowable deduction for

the purpose of ascertaining the chargeable income of an entity under the Income Tax Act, 2015,

Act 896. For the purpose of enforcing the recovery of the levy, the provisions of the Revenue

Administration Act, 2016 (Act 915) relating to collection, enforcement, refund and penalties apply.

The 2% Special Import Levy which was extended to 2019 has further been extended to year of
assessment 2024 by Act 1004 (2019). The Levy is charged on the cost, insurance and freight value of all
imported goods into Ghana. This excludes importation of petroleum, fertilizer, machinery and equipment
that are listed under Chapters 84 and 85 of the Harmonized System and Customs Tariff Schedules.

GetFund Levy. Act 970 amended the Value Added Tax (ACT 870) to reduce the rate from 15% to 12.5%
by treating the GetFund of 2.5% as a levy.

Luxury Vehicle Levy Act, 2018 (Act 969) imposes a levy on motor vehicles with an engine capacity of
2950cc and above as follows:

Engine Capacity(cc) Levy (GHS)

1 2950cc-3549cc 1,000.00
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2 3550cc-4049cc 1,500.00
3 4050cc and above 2,000.00
Exemptions
The following motor vehicles are exempt from the Levy:
tractors;
ambulances;

commercial vehicles with a capacity to transport more than 10 persons;
commercial vehicles for the transport of goods; and
other motor vehicles that the Minister responsible for Finance may exempt by legislative instrument.

® 2 0 T o

Commercial vehicle means a vehicle registered by the Driver and Vehicle Licensing Authority as a commercial
vehicle.

This Levy has been repealed by Act 996 in 2019. Effective 19 August 2019.

B. DETERMINATION OF TAXABLE INCOME
Chargeable income is defined by the Income Tax Act 2015, (Act 896):

*  ‘The chargeable income of a person for a year of assessment is the total of the assessable income of that
person for the year from each employment, business or investment less the total amount of deduction
allowed that person under this Act.

* A person who determines the chargeable income of that person or of another person shall, determine
chargeable income from each source separately.’

ASSESSABLE INCOME
Assessable Income is made of income from Business, Investment and Employment.

* Business Income includes: income from a trade, profession, vocation or isolated arrangement with a
business character; gains from the realisation of capital assets; and, gifts received in respect of the
business.

* Investment income includes gains on realisation of investment asset; gifts received in respect of an
investment; winning from the lottery; and, consideration for accepting a restriction to conduct investment.

*  Employment income includes payments or benefits received by an employee from an employer by way
of remuneration, fees, overtime, bonuses, personal allowances, commissions, other payments, including
gifts in respect of the employment and lump sum payments. Payments or benefits received also include
retirement contributions made to a retirement fund on behalf of an employee (subject to the National
Pensions Act, 2008 Act 766), retirement payments received in respect of an employment (subject to the
National Pensions Act, 2008 Act 766) and gratuities.

Assessable Persons
Assessable persons include individuals, partnership, trust, beneficiary of a trust, companies, shareholders.
* Individuals

Individuals are required to pay tax on gains or profit from employment, business or investment. For a
resident individual, both income derived from within Ghana and from foreign sources are assessable
to tax. However, the income of a resident individual from employment exercised in a foreign country is
exempt if

a) the employer is non-resident;

b) the employer is resident but the employee is present in the foreign country for 183 days or more
during the year of assessment.

For a Non-resident individual only income which has its source from Ghana is assessable to tax. Aside
deductions allowed, individuals are entitled to personal relief.

e Partnership
A partnership is liable to pay income tax only with respect to final withholding payments.
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e Trust

A Trust is liable to pay tax separately from its beneficiaries at a rate of 25%. However, in the case of a
trust of an incapacitated individual, the individual tax rate shall apply.

¢ Beneficiaries of a Trust

A distribution of a resident trust is exempt from taxation if the distribution is in the hands of a beneficiary
of the trust. A distribution of a non-resident trust is included in calculating the income of the beneficiary
of the trust. A gain on the disposal of the interest of a beneficiary in a trust is included in calculating the
income of the beneficiary.

e Companies

A Company is liable to tax separately from its shareholders. For tax purposes a company is defined to
include the following:

« A Partnership with 20 or more partners having a limited liability;

« A Trust with 20 or more beneficiaries whose entitlement to participate in the income or capital of
the trust are divided into trusts.

Deduction Rules

The following deduction rules should be noted:

*  No deduction is allowed in calculating income from employment;

* No deduction is allowed in respect of domestic or excluded expenses;

* An expense is deductible to the extent that it is wholly, exclusively and necessarily incurred in the
production of the income from the business or investment;

* No deduction is allowed for an expense of a capital nature.

Excluded Expenditure

These include the following:

* Tax payable under Act 896;

« Bribes and expenses incurred in corrupt practices;

« Interest, penalties and fines paid or payable to a government or a political division of a government of any
country for breach of any legislation;

«  Expenditure incurred in deriving exempt amounts or final withholding payments;
« Retirement contributions unless they are included in calculating the income of an employee;
« Dividends of a company.

Domestic Expenditure
These include the following:
« Individual expenditure in respect of that individual;

*  Expenditure in maintaining the individual, including the provision of shelter, meals, refreshment,
entertainment or other leisure activities;

« By the individual in coming from home to the office and from office to the house;
* In acquiring clothing for the individual other than clothing that is not suitable for wearing outside of work;

* In educating the individual, other than education that is directly relevant to a business conducted by the
individual and that does not lead to a degree or diploma.

The following deductions are not allowed for tax purposes:
a) Domestic and/ or excluded expenses under Section 130 of Act 896;

b) Expenses which do not meet the requirements of General Principles, Residual Deduction and Specific
Deduction rules under Sections 8, 9 and 17 of Act 896.

Some of said include the following:
i. Depreciation;
ii. Capital expenditure;
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iii. Donations and Contributions which do not meet the requirement of Section 100 of Act 896;
iv. Income taxes and levies;

v. Bribes;

vi. Penalties and sanctions;

vii. Retirement and pension payments not approved under the Pensions Act;

viii. Transactions which are not at arm’s length;

ix. Excess Repairs and improvements as per Section 12 of Act 896;

x. Excess Financial Cost as per Sections 13 and 131 of Act 896;

xi. Dividends of a company.

* An expense is deductible to the extent that it is wholly, exclusively and necessarily incurred in the
production of the income from the business or investment;

*  Amount deductible shall not exceed 5% of the WDV of the pool at the end of the year;
« Deduction is allowed in the order in which the expense is incurred;
* Any excess expense is to be added to the depreciable basis of the pool to which it belongs. G

CAPITAL ALLOWANCE

Capital allowance is granted in respect of fixed assets (depreciable assets), both tangible and intangible,
acquired by persons in businesses for each year of assessment. To qualify for these allowances, the following
conditions must be met:

a) The assets should be capital in nature;

b) The asset should be owned by the business;

c) The asset should be in the business up to the end of the year of assessment;
d) The asset should be used in carrying on business during the period.

Capital Allowance Schedule

Class | Comments Rate

1 Computers and data-handling equipment 40%

Automobiles, buses, minibuses, construction and earth-moving equipment,
trailers and trailer-mounted containers, plant and machinery used in
2 manufacturing 30%

Assets resulting from expenses relating to timber concern or large scale
rubber, oil palm or other long term crop plantation

Railroad cars, locomotives and equipment, vessels, barges, tugs and
similar water transportation equipment, aircraft, specialised public utility

0,
3 plants, equipment, machinery office equipment and fixtures, and any other 20%
depreciable asset not included in another class
4 Buildings, structures and similar works of a permanent nature 10%
5 Intangible assets Useful life

*An importer or manufacturer of excisable goods who acquires affixing machinery and equipment imported
for the implementation of the Excise Tax Stamp Policy shall be granted an accelerated depreciation of 50%
of the initial value (i.e. depreciated over two years).

There are 5 classes of Depreciable Assets with the removal of the Mining and Petroleum Class:
« All classes operate under the Pooling System;

* A Class 4 or 5 asset is to be placed in a pool of its own separately from other assets of that Class or
any other assets. Additions to that asset are to be added to the Pool. Disposal of the asset amounts to
disposal of all the assets in the pool;

+ Capital allowance cannot be deferred,;
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* An additional capital allowance is to be granted where a written down value(WDV) of a Pool falls below
GHS 500 and the Pool emptied.

Disposal of depreciable assets in a pool will result in additional income or additional allowance:
*  For Class 1,2 or 3 pool, the additional income is arrived at by this formula:
Consideration received less the depreciation basis of each pool at the end of the year;
* For Class 4 and 5 pool, the additional income is arrived at by this formula:
Consideration received less (WDV of pool at the end of the year and capital allowance granted);
*  For Petroleum Operations, the additional income is arrived by this formula:
Total Consideration received
*  For Mining Operations, the computation is as follows:
o Reduce the total WDV of the pool by the total WDV of the asset disposed (X)
o Where the consideration received is higher than X the excess is treated as income
o Where the consideration received is lower than X, additional depreciation allowance is granted.

Repairs and Improvements-Sec 12

* An expense is deductible to the extent that it is wholly, exclusively and necessarily incurred in the
production of the income from the business or investment;

*  Amount deductible shall not exceed 5% of the WDV of the pool at the end of the year;
«  Deduction is allowed in the order in which the expense is incurred;
« Any excess expense is to be added to the depreciable basis of the pool to which it belongs.

CAPITAL ALLOWANCE ON LEASED ASSETS

The lessee of an asset under a finance lease arrangement is entitled to capital allowance on the principal/
capital portion of loan. The interest is however deducted against income.

In the case of the lessor, capital allowance is claimed under an operating lease. The full amount of rent
received is included in the lessor’s income for the year. Where the arrangement is a finance lease, the lessor
does not qualify for capital allowance. The amount of rent payment is included in taxable income for the year
is reduced by capital amounts determined by the Commissioner.

DEPRECIATION

Depreciation of any fixed asset is not an allowable deduction in arriving at the assessable income. The same
goes for amortization of intangible assets. These are compensated for by the granting of capital allowance.

STOCK/INVENTORY

For the purpose of tax, a person who is ascertaining the income of that person or of another person from
a business for a year of assessment shall deduct in respect of trading stock of the business an allowance
calculated as follows:

« Adding the opening value of the trading stock to the purchases for the year;

«  Deducting from the sum obtained above the closing value of trading stock for the year.
The closing stock is valued at the lower of

« The cost of the trading stock at the end of the year; or

« The market value of the trading stock at the end of the year. However, any method of stock valuation
accepted by accounting principle that is consistently applied is accepted.

In determining the cost of trading stock:
*  Cost of repair, improvement or depreciation of a depreciable asset is not to be included;
*  The absorption-cost method is to be used.

Trading stock or any type of asset prescribed by regulation to be fungible and not readily identifiable, may be
determined using the first-in-first-out method or the average-cost method. However, the method opted for may
be changed with the written permission of the Commissioner-General.
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CAPITAL GAINS AND LOSSES

As earlier indicated, there is no different rate for capital gains. In ascertaining the income of a person from
investment or business for a year of assessment one has to include all gains and deduct all losses.

Gains
A gain made from the realisation of an asset or liability is the amount by which:
« The sum of the consideration received for the asset exceeds the cost at the time of realisation; or

* The sum of the consideration offered for the liability is less than the amount outstanding at the time of
realisation.

The calculation of cost includes:

+ Expenditure in the acquisition of the assets (including expenditure of construction, manufacturing or
production of the assets);

«  Expenditure incurred in altering, improving, maintaining or repairing the assets;

* Incidental expenditure in acquiring and realizing the assets (including legal fees, advertisement/
canvassing).

Exemptions and adjustment of computation

The following exemptions and adjustments apply under Sections 42 to 50 of Act 896:
* Realisation with retention of asset;

« Transfer of asset to spouse or former spouse;

«  Transfer of asset on death;

«  Transfer of asset for no consideration;

« Realisation of asset with replacement asset;

« Realisation of asset by way of merger, amalgamation or re-organisation;
« Transfer by way of security, finance lease or instalment sale;

* Realisation by separation;

«  Apportionment of costs and consideration received.

Realisation
A person who owns an asset realises the asset under the following conditions/instances:

+ Parting with ownership of that asset, including when that asset is sold, exchanged, transferred,
distributed, redeemed, destroyed, lost, expired or surrendered;

* in the case of an asset of a person who ceases to exist, including by way of death, immediately before
that person ceased to exist;

« In the case of an asset that is a debt claim owned by a person other than a financial institution, if that
person:

o Reasonably believes that the debt claim will not be satisfied;
o Has taken reasonable steps in pursuing the debt claim; and
o Has written off the debt claim as a bad debt.

«  Where the underlying ownership of an entity changes by more than 50% at any time within a period of
3 years;

* An asset owned by a resident person immediately before he becomes non-resident is considered as
realised by that person on the date the person becomes non-resident.

Losses
A loss from the realisation of an asset or liability is the amount by which:

« The cost of the asset exceeds the sum of the consideration received for the asset at the time of
realisation; or

« The sum of the consideration offered for the liability is more than the amount outstanding at the time of
realisation.
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This treatment of gains and losses is in line with the Income Tax law that does not recognize depreciation
policies set out by businesses. The pool system adopted by the Ghana Revenue Authority (GRA) for capital
allowance purposes for Classes 1,2 and 3 makes it almost impossible to ascertain whether a loss or gain was
made on the disposal of a particular asset.

It should be noted that assets disposed of are subject to Value Added Tax (VAT) and National Health
Insurance Levy (NHIL).

DIVIDEND

A shareholder earning dividend from a resident company is subject to a final withholding tax at the rate of 8%.
Capitalisation of profit is treated as dividend paid to each of the company’s shareholders in proportion to their
respective interest in the company and is taxed at 8%.

Where a company (controlled by not more than five persons) records profit over a reasonable period but does
not declare dividends, the Commissioner has the authority to treat part of the company income as distributed
and demand tax on dividend.

Exemption Clause

A dividend paid to a resident company by another resident company is exempt where the company that
received the dividend controls directly or indirectly at least 25% of the voting power of the company paying
the dividend.

INTEREST DEDUCTIONS

Interest incurred in respect of a borrowing employed by a business entity in the production of income is a
deduction allowed for the purpose of ascertaining the assessable income of the person subject to Section 16
of Act 896. Thin capitalisation rules apply to allowable interest deductions. The debt-equity ratio of 3:1 (2:1
from 2001 to 2015) is applied. Prior to 2016, the ratio was restricted to shareholder or related party debt.
However, rules from 2016 apply to all forms of debt.

TAX LOSSES

In ascertaining the income from a business for a year of assessment, the following deductions are allowed:
* Unrelieved loss of a business in a specified priority sector for any of the previous 5 years of assessment;
* Unrelieved loss of a business in any other sector for any of the previous 3 years of assessment.

The following should be noted:

* An unrelieved loss from a business may be deducted in calculating income from an investment and not
the reverse. An unrelieved loss from investment shall be deducted from investment income only.

*  Where a person makes a loss and if the loss were a profit, the profit would be taxed at a reduced rate
the loss shall be deducted only in calculating income taxed at the same reduced rate or exempt amounts.

*  Where a person makes a loss and if the loss were a profit, the profit would be exempt, the loss shall be
deducted only in calculating exempt amount.

«  Specified Priority Sector include
o Petroleum Operations;
°  Minerals and Mining Operations;
o Agro Processing;
o Tourism;
o Information & Communication Technology;
o Farming;
o Manufacturing;
o Venture Capital Financing;
o Energy & Power.

* Unrelieved loss is the amount of loss that is deducted in calculating the income of the person for tax
purpose;

* Loss from operation is the excess of amount deducted in calculating the income of that person from
investment or business over the amount included in calculating that income;
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* Tax Losses are deducted in the order in which they occur (apply the principle of ‘first come first served’);
« In computing tax losses, it should be reminded that capital allowance cannot be deferred.

Definitions

* Manufacturing business means an entity that manufactures mainly at least 70% for export;
* Information Technology-ICT involved in software development;

*  Tourism-Entity should be registered with Ghana Tourist Authority.

Foreign currency exchange losses
« Gains on foreign currency and financial instruments are taxable whether realized or unrealized;

* Losses on foreign currency and financial instruments are deductible whether realized or unrealized,
subject to the rules under Financial Cost.

The amount of financial cost other than interest deductible shall not exceed the sum of:
*  Financial gain included in the income from business or investment; and

*  50% of the income from business or investment calculated without including a financial gain derived and G
also not deducting the financial cost incurred.

Any financial cost denied may be carried forward in the order in which it is incurred during any of the following
5 years of assessment

FOREIGN SOURCED INCOME

Foreign sourced income of a resident person is included in that person’s income for the year and taxed. The
same principle applies to Ghanaian permanent establishment (PE) of a non-resident. The person is allowed
the deduction of foreign tax credits or entitled to some reliefs where there is a double taxation agreement.

The income of a resident individual from employment exercised in a foreign country is exempt if the employer
is non-resident or if the employer is resident but the employee is present in the foreign country for 183 days
or more during the year of assessment.

For a non-resident person only incomes which have its source from Ghana are assessable to tax.
The Minister of Finance may by legislative instrument, make Regulations to prescribe the following:
*  Criteria for exempting from tax, the income of a foreign Permanent Establishment(PE);

«  Criteria for exempting from tax, the foreign income of a resident person;

« Circumstances in which the income of a foreign PE is not exempt, but is taxable in the hands of the
resident owner with a foreign tax credit;

« Circumstances in which the income of a foreign trust or company that is controlled by residents is
attributed and taxed to the members of the trust or company.

INCENTIVES

There are a number of incentives provided for in the Income Tax Act, 2015 (Act 896) and other laws and
enactments geared towards the development of certain sectors of industry and of certain parts of the country.
These incentives include reduced rate of taxes, exemption from the payment of duties and other taxes for
specified periods, higher rate of capital allowance, among others. These cannot be exhaustibly dealt with but
below are a few of such concessions granted.

LOCATIONAL INCENTIVES FOR MANUFACTURING BUSINESS

Location Rate
Location in regional capitals of Ghana 18.75%
Location in free zone enclave for the first 10 years 0%
Location outside regional capitals 12.5%

SECTORIAL INCENTIVES (REDUCED TAX RATES)

Tax rates vary depending upon the area (sector or industry) from which the income is coming from as shown
below:
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Sector Rate
Hotel industry 22%
Export of non-traditional production 8%
Loans granted to a farming enterprise 20%
Loans granted to a leasing company 20%
Companies in Free Zones after tax holiday 15%

INDUSTRIAL CONCESSIONS (EXEMPTION PERIOD)

Tree Crop Farming 10 years of assessment from year of first harvest
Cocoa tree Indefinite exemption
Livestock Farming 5 years of assessment from year of commencement of business
Cattle Farming 5 years of assessment from year of commencement of business

Agro-Processing Business | 5 years of assessment from year of commencement of commercial production

Cocoa By-product Business | 5 years of assessment from year of commencement of commercial production

Rural Banking 10 years of assessment from year of commencement of business

Waste Processing 7 years of assessment from year of commencement of business

The income of a certified
company from a low-cost 5 years of assessment from year of commencement of operation
housing business

Approved Unit Trust Scheme Indefinite
Mutual Fund of business Indefinite
Real Estate Investment Trust Indefinite
Venture Capital Company 10 years of assessment from year of commencement of business
Venture Capital Financing 10 years of assessment from year of commencement of business
Free Zone Company 10 years of assessment from year of commencement of business
. 3 years of assessment from year of commencement of the manufacturing
Ghana Automotive or assembling business for semi-knocked down vehicles
Manufacturing Department -
Provision (Act 1007) 10 years of assessment from year of commencement of the manufacturing

or assembling business for semi-knocked down vehicles

Apart from companies in the Free Zone, all entities are to pay tax on their profit at the rate of 1% during their
tax holiday periods.

Exclusions
* A person is not entitled to a concession if an associate person has benefited or is benefiting from that
concession;

*  The concession shall not apply as between two associated individuals who are residents;

*  The concession shall not apply ‘where the Government of Ghana has concluded, whether before or after
the commencement of this Act, a binding agreement with a person that purports to modify the manner in
which tax is imposed, including by reason of a fiscal stability clause’.

New Temporary Concessions
The following additional temporary concessions are provided under the Income Tax Act, 2015 (Act 896):
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1) Young Entrepreneur

The income of a young entrepreneur, who is not more than 35 years old, from the business of manufacturing,
information and communications technology, agro processing, energy production, waste processing, tourism
and creative arts, horticulture and medical plants is exempt from tax for a period of five years.

The tax rate applicable for the next five years after the initial concession period is as follows:

Location Rate
Accra and Tema 15%
Other regional capitals outside the three Northern Regions 12.5%
Outside other regional capitals 10%
The three Northern Regions 5%

Such a young entrepreneur may carry forward an unrelieved loss for a period of five basis periods.

2) Private Universities G

A Privately-owned university is exempt from tax when it ploughs back 100% of its profit after-tax into the
institution.

C. FOREIGN TAX RELIEF

Foreign tax credits are available to relieve double taxation on overseas income. Credits are calculated
separately for each source of business, employment and investment income and may not exceed the average
rate of Ghanaian income tax of that person for the year of assessment applied to that person’s taxable foreign
income for the year.

D. CORPORATE GROUPS

Corporate groups, irrespective of their affiliations, prepare accounts separately and are taxed separately.
Unutilised capital allowance on assets transferred is not transferable. Realisation of asset by way of merger,
amalgamation or re-organisation is exempt from tax. A dividend paid to a resident company by another
resident company where the company that received the dividend controls directly or indirectly at least 25% of
the voting power of the company paying the dividend is exempt from tax.

E. RELATED PARTY TRANSACTIONS

Although nothing in the law disallows related party transactions, the Commissioner General has the authority
to disregard or reverse any transaction that is geared towards tax avoidance.

In accordance with Regulation 2(2) of Transfer Pricing Regulation, 2012 (LI 2188): “A transaction is conducted
at arm’s length between persons in a controlled relationship, if the terms of the transaction do not differ from
the terms of a comparable transaction between independent persons.”

Thus, the price of goods and services charged between related parties should be comparable to the price that
would be charged between independent persons.

Where the Commissioner-General thinks a transaction is not at arm’s length he can disregard or reverse
such a transaction.

F. WITHHOLDING TAX
Tax is withheld at various rates for the following transactions:

Resident persons

Income Rate Remarks

Interest earned by individuals from Government of Ghana of Ghana

0 )
bonds or Mutual Funds 0% Final

Interest earned by persons other than individuals or financial

o )
institution 8% Not final
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Resident persons

Income Rate Remarks
Dividend 8% Final
Rent from residential property deemed as investment income 8% Final
Rent from a non-residential property deemed as investment income 15% Final
Rent from residential property deemed as business income 8% Not final
Rent from a non-residential property deemed as business income 15% Not final
Remittance for royalties and other natural resource 15% Not final
Fees for examining, invigilating, supervising an examination, or part o .
time teaching or lecturing 10% Final
;eeenibc;rraol:(o;vig;epsé r:; ;rt?zisdtent director, manager, trustee or board 20% Not final
Endorsement Fees 10% Final
Commission to resident lotto receiver or agent 10% Not final
Commission to resident insurance, sales or canvassing agents 10% Not final
Supply or use of goods exceeding GHS 2,000 3% Not final
Supply of works exceeding GHS 2,000 5% Not final
Supply of service exceeding GHS 2,000 7.5% Not final
/L-I\:é/earrzo;gttrgltéi 2 IX;:?(L :;Z—:tontractor in respect of works or services 7.5% Not final
Payment for unprocessed precious minerals located or won in Ghana 3% Not final

Exemption from Withholding Tax under Contract:

*  Premium paid to a Resident Insurance Company;

* Interest paid to a resident financial institution;

«  Where goods constitute trading stock of both the vendor and the purchaser;

*  Where the payee has an exemption certificate from the Commissioner General.

Non-resident persons

Income Rate Remarks
Dividend 8% Final tax
Royalties, natural resources payments and rents 15% Final tax
Management, consulting, technical service and endorsement fees 20% Final tax
Repatriated branch after tax profits 8% Final tax
Interest 8% Not final tax
Short-term insurance premium 5% Final tax
Income from telecommunication, shipping and air transport 15% Final Tax

G. EXCHANGE CONTROL
Ghana has an Exchange Control Act that regulates, among other things, the following:
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* Use of foreign exchange among residents;
« Trading in gold (coins and/or bullion);

«  Exports and import on bank notes;

«  Exports and export proceeds;

+  Capital and money market instruments.

Subject to the Foreign Exchange Act, 2006(Act 723) and the Regulations and Notices issued under the
Foreign Exchange Act, an entity shall, through an authorized dealer bank be guaranteed unconditional
transfer in freely convertible currency of the following:

« Dividends or net profits attributable to the investment made in the entity;
+ Payments in respect of loan servicing where a foreign loan has been obtained;

« Fees and charges in respect of a technology transfer agreement registered under the Ghana Investment
Promotion Centre Act,2013 (Act 865);

« The remittance of proceeds, net of all taxes and other obligations, in respect of sale or liquidation of the
entity or any interest attributable to the investment in the entity.

There are restrictions to the amount allowed to be repatriated determined by the Bank of Ghana under Act

723. The restrictions relate to Section 15, 16, 18, 19 and 29 of Act 723 which among others require that

each payment in foreign currency to or from Ghana between a resident and a non-resident, or between non-

residents, shall be made through a bank.

Where the Bank of Ghana has reason to believe that an offence in contravention of Act 723 is likely to be

committed or has been committed, the Bank of Ghana may require a bank to obtain its permission prior to the

execution of any payment in foreign currency.

H. PERSONAL INCOME TAX

The assessment period for individuals is January to December. Individuals are required to pay tax on gains
or profit from employment, business or investment.

Reliefs:

Act 1007 (2019) has introduced improved relief for individuals:

Previous relief | Current relief

Type of Reliefs (GHS) (GHS)

Marriage / Responsibility 200 per year 1,200 per year

Old age

200 per year 1,500 per year
(Granted to persons 60 years and above)

Child education

(Granted for a maximum of 3 children enrolled in recognised 200 per year
registered educational institutions in the country)

600 per child
per year

Aged dependant relative

. 100 per year 1,000 per year
(Granted for up to two (2) dependant relatives of 60 years or more.)

Professional training relief 400 per year 2,000 per year

Resident Individuals

Resident individuals are to pay tax on their worldwide income unless specifically exempted under the law.
The income of a resident individual from employment exercised in a foreign country is exempt if the employer
is non-resident or the employer is resident but the employee is present in the foreign country for 183 days or
more during the year of assessment.

Among other definitions, an individual is considered resident if he or she is a citizen of Ghana domiciled
in Ghana (or absent from Ghana for 365 days or less), or is an individual who has stayed in Ghana for an
aggregate period of 183 days or more in any 12-month period. All incomes are aggregated and taxed after
the various adjustments relating to the type of income earned are made.

Tax rates applicable to resident effective January 2020 are as follows:
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ANNUAL RATES MONTHLY RATES

NCOME | pare NCOME | pare
First 3,828 0% First 319 0%
Next 1,200 5% Next 100 5%
Next 1,440 10% Next 120 10%
Next 36,000 17.5% Next 3,000 17.5%
Next 197,532 25% Next 16,461 25%
Exceeding 240,000 30% Exceeding 20,000 30%

Non-Resident Person

For a Non-resident Person only incomes which have a source from Ghana are assessable to tax. The tax
rate is 25%.

Fringe benefits earned by individual employees are taxable (Refer to Fringe Benefit Tax above).

I. TREATY AND NON-TREATY WITHHOLDING TAX RATES

In the absence of any treaty with the Government of Ghana, the provisions of the income tax law apply for the
treatment of all tax matters. Thus, tax rates applicable on various income apply. Where there is a treaty with
the Government of Ghana, the terms of the treaty prevail over all provisions of the income tax law. However,
where the rates of taxes set out in a treaty are higher than those of the laws of Ghana, the lower rates are
used.

Tax rates in percentages are as follows:

Dividends
(Where Dividends Technical/
recipient (In any other Royalties management Interest
holds at least case) % service fees %
10% shares) % %
%
Belgium 5 15 10 10 10
Denmark 5 15 8 8 8
France 7.5 15 12.5 10 12.5
Germany 5 15 8 8 10
Italy 5 15 10 10 10
Netherlands 5 10 8 8 8
Singapore' 7 7 7 10 7
South Africa 5 15 10 10 5/10
Switzerland 5 15 8 8 10
United Kingdom 7.5 15 12.5 10 12.5
Local 8 8 15 20 8

1. Effective 1 January 2020.
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GIBRALTAR
MEMBER FIRM
City Name Contact Information
Gibraltar Joseph Canilla +350 200 71876
jcanilla@pkf-canillas.gi
BASIC FACTS
Full name: Gibraltar
Capital: Gibraltar
Main languages: English
Other languages: Spanish
Population: 33,693 (2020 estimate)
Monetary unit: Gibraltar Pound (GIP)
Internet domain: .gi
Int. dialling code: +350

KEY TAX POINTS

« A company is taxed on profits which accrue, or are derived, in Gibraltar for a financial year at a rate of
10% (although the rate can be 20% in some cases).

*  Profits of foreign companies including branches in Gibraltar are taxed at the same rate as resident
companies.

« There is no capital gains tax in Gibraltar.
¢ Thereis no VAT in Gibraltar.

*  Forindividuals and partnerships, the tax year runs from 1 July to 30 June and tax is payable on the actual
taxable profits for the year. For tax purposes, individuals can elect between the Allowance and Gross
Income Based Systems. The standard rate of tax for individuals is 20%.

* As from 1 August 2019 Gibraltar minimum wage increased from GIP 6.75 to GIP 7.00 per hour.
A. TAXES PAYABLE

COMPANY TAX

The standard rate of Gibraltar corporation tax is 10%. For utility companies and companies that enjoy and
abuse a dominant position there is a higher rate of tax applied which is 20%. The utility companies are
classified as Telecommunications, Petroleum, Water and Sewage. Companies are taxed on profits for the
financial year on income accrued or derived in Gibraltar.

CAPITAL GAINS TAX

There is no capital gains tax in Gibraltar. The Commissioner of Income Tax may refer to case law to judge
whether a benefit is of a capital or trading nature.

INHERITANCE TAX
There is no inheritance tax in Gibraltar.

BRANCH PROFITS TAX
Profits of foreign companies are taxed at the same rate as resident companies.

SALES TAX / VALUE ADDED TAX
There is no VAT in Gibraltar.
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Derogation from implementing VAT

Although Gibraltar joined the EU alongside the United Kingdom at the time of the United Kingdom’s accession
Gibraltar was granted derogation from implementing VAT. Therefore there is no VAT in Gibraltar.

Customs and excise duties

Goods imported into Gibraltar from outside are, with some exceptions, generally subject to import duty at the
applicable rate of 3% or 12%.

FRINGE BENEFITS TAX

Perquisites or benefits in kind are taxed as gains from employment. There is specific detailed legislation on
how to tax benefits and also the allowances available, particularly with respect to:

« Expense payments; vouchers and credit tokens;

* Living accommodation; removal benefits and expenses;

* Cars, vans and related expenditure;

« Loans to: employees, directors, shadow directors or connected persons.

The Commissioner for Income Tax has the ability to tax benefits not specifically covered in the legislation.
Where the benefits are less than GIP 250 in total for any year of assessment no tax is payable in respect
of those benefits. The employer may opt to pay the tax on the benefits on behalf of an employee. When the
annual value of these benefits is between GIP 250 and GIP 15,000 the tax under this Schedule shall be paid
at the rate of 20%. When the annual value of the benefit is above GIP 15,000 tax shall be paid at the rate
of 29%.

LOCAL TAXES
GENERAL RATES

General rates are levied on all properties in Gibraltar.

STAMP DUTY

Stamp Duty is payable on the transfer or sale of any Gibraltar real estate or shares in a company owning
Gibraltar real estate (on an amount based on the market value of the said real estate) at the following
guidance rates:

First or second time buyers as defined by section 19A the Act:

Value of property Stamp Duty

First GIP 260,000; 0%

From GIP 260,001 to GIP 350,000 5.5%

Above GIP 350,000 3.5%

Non- qualifying Purchasers Stamp Duty

Not exceeding GIP 200,000 0%

From GIP 200,001 to GIP 350,000 2% on first GIP250,000 and 5.5% on balance
Above GIP 350,000 3% on first GIP350,000 and 3.5% on balance

Stamp Duty is also payable on mortgages secured on Gibraltar real estate at the following rates:
Mortgages up to GIP 200,000 0.13%
Mortgages over GIP 200,000 0.20%

Special Stamp Duty
As from 2 July 2018, a duty of 7.5% applies to the sale of property which classify as affordable
Home for and on behalf of the government in the preceding four years.
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CAPITAL DUTY

Capital duty of GIP10 is payable on the nominal share capital or any increase thereof Limited liability
companies.

GAMING TAX

As from 1 April 2018 the license fees are fixed at GIP 100,000 for B2C licensees and GIP 85,000 for B2B
licensees per annum. The gambling tax will now only be paid by the B2C operators on their gross receipts,
both gaming receipts and betting receipts, at the rate of 0.15%.

ROYALTIES
Royalties received or receivable by a Gibraltar company are chargeable to tax.

OTHER TAXES
There are no capital gains, wealth, inheritance or gift taxes in Gibraltar.

B. DETERMINATION OF TAXABLE INCOME

INDIVIDUALS

An individual who is ordinary resident in Gibraltar is chargeable to tax on his/her worldwide income in
accordance with tables A to C of schedule 1 of the Income Tax Act 2010.

INDIVIDUAL ORDINARY RESIDENT

A person who is resident in Gibraltar for a period (or accumulated period) totalling at least 183 days in any
year of assessment or is present in Gibraltar in any year of assessment which is one of three consecutive
years in which the total of the days on which the individual is present in Gibraltar exceeds 300 days. Non-
residents who undertake activities in Gibraltar which are ancillary to their employment or self-employment
elsewhere and the duration of the activity is less than 30 days in aggregate in any year of assessment or
such other number of days that the commissioner may by prior written agreement in his discretion allow, will
not be liable to income tax in Gibraltar. This also covers directors’ fees.

CORPORATIONS

A company is taxed on profits which accrue or are derived in Gibraltar. The Act defines accrued or derived
by reference to the activities that generate the profit. A company is considered ordinarily resident in Gibraltar
if management and control as defined is exercised in Gibraltar.

A regulated company is subject to tax irrespective of where its income is accrued or derived.

STOCK OPTIONS

The granting of an option or share to an employee is an event which is taxable. When the option is exercised
and there is a disposal of the shares capital gains arises and the capital gain is not taxable on the individual
as there is no capital gain tax in Gibraltar.

CAPITAL ALLOWANCES

100% First year allowances: The first GIP 30,000 of qualifying expenditure on fixtures & fittings plant and
machinery acquired in a year of assessment. The first GIP 50,000 of Computer equipment acquired in a year
of assessment.

Annual allowances: There is an additional annual allowance on the surplus balance of the pooled amount at
the rate of 15% per annum on a reducing balance basis. Motor vehicles not qualifying as plant and machinery
there is an allowance at the rate of 15% per annum on a reducing balance basis. Unincorporated entities and
companies on the higher 20% rate of income tax there is a 20% allowance on the pooled balance. Capital
allowances on entertainment centres, hotel, mill, factory or other similar premises (excluding the cost of the
land) there is an allowance at the rate of 4% per annum on a straight line basis.

CAPITAL GAINS AND LOSSES
Capital gains are not subject to tax therefore capital losses are not allowable deductions.
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DIVIDENDS

There is no charge to tax on the receipt by a Gibraltar company of dividends from any other company, whether
it is a Gibraltar resident or non-resident. There is no tax on a dividend paid by a Gibraltar company to a non-
resident of Gibraltar. There is also no withholding tax on dividends paid, but when a dividend is declared to
a Gibraltar resident person, individual or company, a dividend return must be filed with the tax authorities.

INTEREST DEDUCTIONS
There is no withholding tax on interest payments.

WITHHOLDING TAX — PAYMENTS TO SUBCONTRACTORS
Payments made to subcontractors (in the construction industry) without a valid tax exemption certificate

issued by the Commissioner of Income Tax are subject to 25% withholding tax on that portion of the payment
which is not for materials used in construction.

LOSSES

A trading loss incurred can be carried forward and set off against future trading profit. Non trading losses are
not allowable deductions. If within any period of three years there is both a change in ownership of a company
and there is a major change in the nature or conduct of a trade carried on by the company no relief shall be
given in respect of any losses brought forward from the period beginning before the change of ownership
against any profits or gains. There is no provision for the carrying back of losses.

FOREIGN SOURCED INCOME

Income tax is charged on income accruing in or derived from Gibraltar. Residents of Gibraltar are taxed on
their world-wide income.

INCENTIVES

DEDUCTION OF APPROVED EXPENDITURE ON PREMISES

Resident taxpayers whether individuals or companies (although there is a different approach to each
category) who have an interest in a building situated in Gibraltar, have a special allowance for approved
expenditure on the repair or enhancement of the fagade of the building. This allowance is in addition to any
normal allowance given. The taxpayer will have to comply with the requirement contained within the special
provisions in order to be able to reap its advantages. Individuals whose assessable income is based on the
gross income based system the allowance is restricted to GIP 5,000 per annum.

DEVELOPMENT AID

The development Aid Act is aimed at private development in Gibraltar. There are conditions to be met in order
to take advantages of the incentives offered. Application for development aid must be made to the Minister
responsible.

NEW START-UP INCENTICE SCHEME

Businesses setting up in Gibraltar between 5 July 2016 and 30 June 2017 are entitled to a tax credit equal to
tax due up to a maximum of GIP 50,000 per annum over each of the first three financial years of trading. This
incentive is subject to the following conditions:

« It must be a new business setting up in Gibraltar and not the transfer of an existing business already in
Gibraltar.

*  The business must employ at least 5 people in the first year.
*  The business must be a company or limited partnership but not an individual trading in its own name.
The tax credit does not carry forward from one year to the next.

DEDUCTION FOR IMPROVEMENT IN EPC RATING

A deduction is available for the investment made by an individual, company or business that makes a
significant improvement to the EPC rating. The percentage is subject to the discretion of the Commissioner
of Income Tax.
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TRAINING COSTS

Training costs for employees working towards a qualifying qualification are allowable as an expense at
rate of 150%. A self-employed individual undertaking qualifying training may also claim the 50% deduction.
‘Qualifying training’ means any qualification and training as approved by the Commissioner.

PROPERTY INVESTMENT INCENTIVE

Proprietors of property constructed in Gibraltar in the subsequent 30 months from 1 July 2016 and rented
for residential purposes will receive a tax credit equal to the tax payable on the profits earned on the first
twenty-four months of rent occurring in the first five years after the completion of construction of that property.

C. FOREIGN TAX RELIEF

Any person ordinarily resident in Gibraltar can claim unilateral tax relief on tax paid abroad subject to providing
the necessary evidence of the payment to the Commissioner of Income Tax, the taxpayer is entitled to a
tax credit equivalent to the lesser of the tax payable on that income in Gibraltar; or the tax payable abroad
in respect of that income. If relief from the double taxation has to be made abroad then the relief allowed is
reduced accordingly.

D. CORPORATE GROUPS
There is no group relief available in Gibraltar.

E. RELATED PARTY TRANSACTIONS

Anti-avoidance provision

The 2010 Income tax Act introduced a number of anti-avoidance clauses which can be invoked to set aside
arrangements that can be seen to be fictitious or artificial. Also the promoters of a tax planning schemes have
to notify the Commissioner of Income Tax within 30 days of any schemes which result in the payment of less
tax. There are a number of clauses that specifically consider and address anti avoidance arrangements that
can lead to the reduction or elimination of tax payable as follows:

Thin capitalisation rules

This is aimed at shareholder or connected persons and refers to interest paid on a loan by a company to
related parties (which is not itself a company) or loans where security is provided by related parties and where
at any time in an accounting period the loan capital to equity ratio is greater than 5 to 1. The interest paid will
be deemed to be a dividend by the company and received by the connected part and not deductible on the
company in computing the profits for the period.

Transactions with connected persons

When it appears that transactions with connected persons in the course of the business are arranged with
a view to make no profit or reduce profits or increase losses any excess will be deemed to be a dividend
paid and not deductible on the company in computing the profits for the period. When expenses incurred in
favour of a connected person the expense allowed shall be the least of the expense incurred; 5% of the gross
turnover of the person for the accounting period or 75% of the pre-expense net of profit of the person for the
accounting period.

Non-deductibility of interest paid on certain secured loans

This refers to interest payable and back to back loans. Where a loan is made by a lender at an arm’s
length and all or part of the loan is secured by a cash deposit or an investment as defined by the Act of any
connected person over which the lender has taken security the loan interest will not be deductible when
computing the profit or gain.

Chargeability of dual employment contracts

Where an employee of an employer ordinarily resident in Gibraltar has one or more other contracts with
that or another employer whether resident in Gibraltar or elsewhere who is a connected person to the
employer ordinary resident in Gibraltar the income derived shall be subject to tax. If it can be proved to the
Commissioner that the purpose of the transactions is not to avoid tax this is a mitigation circumstance that
will be considered.
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Transfer of assets abroad

This is to prevent the transfer of assets abroad by an ordinary resident individual with the purpose of avoiding
taxation in Gibraltar and the income becomes payable by persons resident outside Gibraltar.

When the person affected can demonstrate to the Commissioner that the intention is not to avoid tax the
provisions do not apply.

F. EXCHANGE CONTROL
There are no exchange controls in Gibraltar.

G. PERSONAL INCOME TAX

Individuals and partnerships

The tax year runs from 1 July to 30 June and tax is payable on the actual taxable profits for the year.
Individuals can elect between the allowance and Gross Income Based Systems

Allowance based system

Under the allowance based system the individual will be taxed on their income less allowances (see below).
The main allowances (which are reduced by one twelfth for each complete calendar month that the individual
is not resident in Gibraltar during the year of assessment) for the tax year 2018/2019 are as follows:

Type of allowances GIP
Personal allowance 3,455
Spouse allowance 3,455
Child allowance - first child only 1,190
Child studying abroad allowance (each child) 1,355
Apprentice allowance 380
Nursery allowance 5,400
Single parent allowance 5,690
Blind person allowance 5,395
Dependent relative (non-resident) allowance 220
Dependent relative (resident) allowance 335
Disabled individual allowance 9,475
House Purchase allowance 13,000
House Purchase (special deduction) allowance 4,000 (GIP 1,000 max p.a.)
Medical allowance 5,155
Social Insurance (employee) allowance 335
Social Insurance (self-employed) 432

“Topping-up” allowances

Individuals with allowances amounting to less than GIP 4,343 will have their allowances topped up to that
amount. For elderly individuals (men over 65 and women over 60) the allowances are topped up to GIP
12,510.

Low income earners allowance

Taxpayers with assessable income of GIP 11,450 or less will be brought out of the taxation system altogether
and will pay no income tax. This applies to taxpayers in both the Allowance Based System and the Gross
Income Based System.
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Under the allowance based system the minimum allowance of GIP 4,343 will be tapered for taxpayers whose
earned income for the tax year is between GIP 11,451 and GIP 19,500.

Tax credit
A tax credit equal to the higher of GIP 300 or 2% of the tax payable is available for the year.

For employed individuals aged 60 and over who are in receipt of an occupational pension or annuity income
below GIP 6,000 are entitled to a tax credit amounting to GIP 4,000.

Students
The earnings of a full time student are exempt from tax.

Life assurance Relief

Premiums allowed up to 1/7th of assessable income or 7% of capital sum assured. Relief is granted at the
rate of 17%.

Personal pension schemes or retirement annuity contracts
The lesser of 20% of the earned assessable income or GIP 35,000.

Occupational pension schemes
Relief is restricted to one-sixth of the assessable income.

Health Insurance

Premiums paid for the purpose of an approved health insurance for an individual, spouse or his dependent
children. The deduction is limited to GIP 5,395 in aggregate.

Installation of Solar energy for boilers

Up to a maximum of GIP 3,000 over two years in respect of expenditure incurred towards the installation of
solar energy for boilers.

Approved expenditure on premises

A deduction from their assessable income in respect of approved expenditure incurred on the enhancement
of the frontage of their property.

Mortgage Interest Relief

Interest payable on a loan taken by an individual to acquire or improve a Gibraltar property to be used as a
tax payer’s principle residence is allowable on loans up to a value of GIP 350,000.

Electric vehicle charging installation

A deduction against tax liabilities for the first GIP 2,000 of the cost of installing a mechanism for the purpose
of charging electric vehicle in the taxpayer's home, garage or parking space, subject to approval.

Disabled individuals tax exemption

An additional earned income allowance exempts individuals in employment from tax, if they are recipients of
disability allowance paid by the Department of Social Security.

Tax bands under the allowance bases system for ordinary resident taxpayers

Taxable Income Tax Rate
First GIP 4,000 14%
Next GIP 12,000 17%
The remainder of taxable income 39%
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Tax bands under the allowance bases system for non-resident taxpayers

Taxable Income Tax Rate
First GIP 16,000 17%
The reminder of taxable income 39%

Standard rate of tax
The standard rate of tax for individuals is 20%.

Tax bands under the gross income based system

Ordinary residents with taxable income of up to GIP 25,000 opting for GIB system:

Taxable Income Tax Rate
The first GIP 10,000 6%
The next GIP 7,000 20%
The remainder of taxable income 28%

Ordinary residents with taxable income of more than GIP 25,000 opting for GIB system:

Taxable Income Tax Rate
The first GIP 17,000 16%
The next GIP 8,000 19%
The next GIP 15,000 25%
The next GIP 65,000 28%
The next GIP 395,000 25%
The next GIP 200,000 18%
The remainder of taxable income 5%

CHARGE TO TAX

Persons under the gross income based system may also benefit from:

A deduction from their assessable income up to a maximum of GIP 1,500 in respect of mortgage interest
payments;

A deduction from their assessable income of GIP 1,500 per annum in respect of pension contributions;
A deduction from their assessable income of up to GIP 3,000 per annum in respect of medical insurance
premiums;

A deduction from their assessable income up to a maximum of GIP 5,000 in respect of approved
expenditure incurred on the enhancement of the frontage of their property;

First time buyers: a deduction from their assessable income up to a maximum of GIP 7,500 in respect
of approved expenditure incurred towards the purchase of their home during the year available for
purchases after 1 July 2015;

Up to a maximum of GIP3,000 over two years in respect of expenditure incurred towards the installation
of solar energy for boilers;

For the next three years commencing 1 July 2018 a deduction is available against tax liabilities for the
first GIP 2,000 of the cost of installing a mechanism for the electric charging of a vehicle in their home,
or in a parking space or garage owned by them, subject to approval.

TAX INCENTIVES FOR HIGH NET WORTH INDIVIDUALS

Qualifying (Category 2) Individual Rules 2004
Individuals may apply to the Finance Centre Director acquire Category 2 status and on successful application

374 PKF Worldwide Tax Guide 2020/21



Gibraltar

will be issued a certificate to this effect. The conditions to become a Category 2 individual are as follows

« Must have not been resident of Gibraltar within a period of 5 years immediately preceding the year of
assessment in which the application is made or have been resident for 183 days in any one of those years
or an average of 90 in any 3 of those years.

* Not have been engaged in any trade or employment in Gibraltar other than on incidental duties.

The application form to become a Category 2 individual must be supported by 2 character references from
recognised and established professionals; copy of passport; a curriculum vitae and proof is worth a minimum
of GIP 2 million; must also prove that they have approved accommodation in Gibraltar for their and their family
use. The application fee is GIP 1,000.

The advantages associated with becoming a Category 2 is that the individual can engage in certain
commercial activities and their tax payable will be limited to the first GIP 80,000 of taxable income. The
minimum tax payable will be GIP 22,000 and the maximum GIP 27,560.

High Executive Possessing Specialist Skills Rules 2008

This scheme for executives possessing specialised skills (HEPSS) only taxes the first GIP 120,000 and the
maximum tax payable under the current Gross Income Based system is GIP 29,940.

They must also comply with the following criteria:

*  Earn more than GIP 120,000 a year; must have approved residential accommodation in Gibraltar for their
exclusive use and families;

* Not have been occupied or resident in Gibraltar for the past 3 years.
The application fee is GIP 1,000

QUALIFYING RECOGNISED OVERSEAS PENSION SCHEME

Gibraltar is an HMRC recognised compliant jurisdiction and pensions received from an approved pension
scheme shall be taxed at 2.5% from QROPS pension income.

SOCIAL SECURITY CONTRIBUTIONS

Social insurance is payable on earning by all individuals working in Gibraltar either as employees or self-
employed. Employee’s contributions to social insurance are made up of a proportion payable by the employer
and another paid by the employee. Self-employed only pay their share. The rates applicable from 1 July 2018
are as follows: 2018 are as follows:

Contributions Rate Payable on Minimum payable per | Maximum payable per
payable by: Gross earnings week / month week / month
Employees 10% GIP 6.05/ GIP 30.25 GIP 26.22 / GIP 131.08
Employers 20% GIP 18.15/ GIP 40.15 | GIP 78.65/ GIP 173.98

Self-employed 20% GIP 12.10/ GIP 36.85 | GIP 52.43 / GIP 159.68

Detached workers will not make a contribution of employees and employers social insurance as per above
rates.

Individuals with a second job, working pensioners and individual employed in essential services will be exempt
from employee social insurance and the employer will also be exempt from employer social insurance.

Employees still in employment aged 60 and over are exempt from paying social insurance contributions.

Social insurance contributions are payable by every employee or self-employed person in any week in which
they work.

A social insurance credit of GIP 100 per employee applies to companies with 10 or less employees, and to
new companies with up to 20 employees in their first year of operation.

H. TREATY AND NON-TREATY WITHHOLDING TAX RATES

Countries that do not have a double taxation treaty with Gibraltar can enjoy unilateral relief for foreign taxes
paid that are also subject to tax in Gibraltar.

The Government of Gibraltar has negotiated tax treaties with both the United Kingdom and Spain and these
have already been ratified.
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I. TAX INFORMATION EXCHANGE AGREEMENTS

Gibraltar is a fully self-governing and fully self-financing British Overseas Territory to which the Treaties
establishing the European Union apply, with only certain exceptions. As a generality, we are within the EU
single market for the purposes of the free movement of persons, the freedom to provide services and the free
movement of capital. All relevant EU Regulations apply directly to Gibraltar and all relevant EU Directives are
transposed by Gibraltar’s Parliament. This includes all EU measures on financial supervision and regulation,
direct taxation and the fight against money laundering.

Gibraltar will be leaving the European Union jointly with the United Kingdom and transitional provisions are
being negotiated.

Automatic Exchange of Information on Taxation matters:

Gibraltar has signed a FATCA Intergovernmental Agreement with the United Kingdom, and with the United
States and has signed a formal commitment to the Common Reporting Standard on automatic exchange of
information with close to 100 countries committed to exchanging information; the first wave in 2017 (including
Gibraltar) and the second wave in 2018.

In addition, Gibraltar applied the EU Savings Directive which first came into force in 2005. This Directive was
repealed by the European Union with effect from 1st January 2016.

Gibraltar has transposed the EU Directive 2014/107/EU on automatic exchange of information with all
member states of the EU (the ‘EU Common Reporting Standard’).

J. TAXPAYMENTS

It's the responsibility of the employer to deduct from the employees’
Employment income emoluments a specified amount of tax and make payment by the 15th day of
the following month.

Advanced payment on account by 30 September and 28 February. Each
payment should be equal to 50% of the tax liability of the previous year. Any

Companies remaining balance payable after deducting the actual liability from the payment
on accounts should be paid within nine month of the financial year-end of the
company.

Advanced payment on account by 31 January and 30 June. Each payment

Self-employed and should be equal to 50% of the tax liability of the previous year. Any remaining

trust balance payable after deducting the actual liability from the payment on

accounts should be paid by 30 November following the end of the tax year.

K. SUBMISSION OF ACCOUNTS AND TAX RETURNS

Tax return (Form IT1P) up to 30 June should be submitted by every individual

Individuals in employment by 30 November.
Corporate tax return (Form CT1), dividend return (Form CT2) and financial
. statements are due within nine months after the financial year-end. All Gibraltar
Companies : ) ) .
resident companies have a duty to file returns and accounts with the Income
Tax Office. The accounts to be filed depend on the size of the company.
Self-employed Tax return (Form IT1S) and financial statement up to 30 June should be
ploy submitted by every self-employed individual by 30 November.
T Tax return (Form ITT) and financial statement up to 30 June should be
rusts

submitted by every representative of the trust by 30 November

After 1 January 2016 all companies registered in Gibraltar have a duty to file a tax return even if they don’t
have income assessable to tax in Gibraltar.

L. PENALTIES AND SURCHARGES

Penalties for late filing of returns

Failure to file a return by the due date GIP 50
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Failure to file within three months from the due date GIP 300

Failure to file within six months from the due date GIP 500

Surcharges for late payment of tax liability

There is a surcharge imposed of 10% of the amount of tax due on the day after such payment was due. If
unpaid for a further 90 days a further surcharge of 20% of the tax is due is charged.

GREECE
MEMBER FIRM
City Name Contact Information
Athens/Heraklion/loannina Stratos Kittakis +30 210 7480 600
Thessaloniki/Trikala stratos@pkf.gr
BASIC FACTS
Full name: Hellenic Republic
Capital: Athens
Main languages: Greek
Population: 10.43 million (2020 estimate)
Monetary unit: 1 Euro (EUR) = 100 cents
Internet domain: gr
Int. dialling code: +30

KEY TAX POINTS

A.

Companies resident in Greece are subject to corporate income tax on their worldwide income. Non-
resident companies are liable for tax on income derived through a permanent establishment in Greece.

There are no special rules for groups and each company is taxed separately. However, for transactions
between group companies, transfer pricing rules should be adhered to.

Capital gains are treated differently in company taxation in relation to individual taxation rules. In company
taxation, capital gains are generally added to and taxed together with normal business income. Specific
tax rates apply on capital gains obtained from individuals.

VAT is imposed on the sale of goods and supply of services at a standard rate of 24%. There is also a
reduced rate of 13% and an extra reduced rate of 6%.

Company’s profits are taxed at 24%. In addition, dividends are subject to a dividend tax of 5%.
Many types of payments are subject to withholding tax (including payments for salaries, interest and royalties).

Greek residents are subject to income tax on their worldwide income. Non-residents are taxed on net
income sourced in Greece.

An annual real estate tax is imposed on the value of real estate property.

TAXES PAYABLE

COMPANY TAX

Companies resident in Greece are subject to corporate income tax on their worldwide income from all
sources. Non-resident companies that have a permanent establishment in Greece are subject to corporate
income tax on income derived through the permanent establishment. Companies are deemed to be resident
if they are incorporated in Greece (the registered office is in Greece) or have their place of effective
management in Greece.
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The fiscal year usually runs from 1 January to 31 December. However, all companies maintaining a double-
entry accounting system can choose to have the fiscal year ending on 30 June. Also, if a Greek company is
a subsidiary of a foreign parent company with the parent company holding a minimum of 50% of the share
capital, the Greek company can choose to align the fiscal year with that of the foreign parent company.

The tax rate applicable to undistributed profits is 24% for all forms of companies including Public Limited
Companies (SA), Limited Liability companies (EPE) and branches of foreign companies.

Distributed or capitalised profits are subject to an additional income tax of 5%. Dividends paid to parent
companies based in European countries are exempted from such dividend tax if certain conditions are met.

CAPITAL GAINS TAX

Taxation of capital gains obtained by companies is different from the taxation of capital gains obtained by
individuals. In company taxation capital gains are treated as ordinary business income. This applies to
different kinds of capital gains including:

« Capital gains derived from the sale of shares, stocks, bonds and other securities (whether listed or not
listed on the Stock Exchange);

« Capital gains derived from the sale of real estate property;
« Capital gains derived from the sale of fixed assets in general.
+ Capital gains obtained by individuals are treated as follows:

« Capital gains from the sale of shares listed on the Stock Exchange are taxed at a rate of 15%, on the
condition that the shares sold represent more than 0.5% of the company’s capital;

« Capital gains from the sale of shares not listed on the Stock Exchange are taxed at a rate of 15%;

« Capital gains derived from the sale of real estate property are taxed at a rate of 15%. However, the
application of this tax has been postponed and will become effective as of 1 January 2020.

Capital gains are exempted from taxation in the following cases:
« Sale of shares of listed companies that were acquired before 1 January 2009;
+ Sale of less than 0.5% of shares of listed companies.

BRANCH PROFITS TAX

The calculation of tax on the taxable profits of branch offices of international companies is the same as the
tax applicable to Greek companies in general. The tax is calculated at 24% of net taxable income. There is
no branch remittance tax in Greece.

VALUE ADDED TAX (VAT)

VAT is imposed on the sale of goods and supply of services at a standard rate of 24% which applies to the
majority of goods and services. For specific categories of goods and services a reduced rate of 13% and an
extra reduced rate of 6% applies. The above rates are reduced by 30% for sales to a few specific remote
Aegean islands.

PROPERTY TAXES

For each transfer of real estate, the following taxes are paid:
« Forland and old buildings: Transfer tax 3%.

*  For new buildings: VAT 24%.

Owners of real estate property (individuals or companies) are subject to a yearly real estate property tax. This
tax includes Main tax on land and buildings and Additional tax.

Main tax calculation depends on the size, geographical location of the property, year of construction, use,
zone price and other characteristics. Main tax is ranging from EUR 2.00 to EUR 13.00 per square meter.

Additional tax on real estate property owned by legal entities is imposed on the total value of the property and
is calculated at the rate of 0.55% of the total property value.

For individuals the Additional tax is imposed on real estate property value if it is exceeding EUR 200,000
calculated according to the following table:
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Property Value (EUR) Tax rate
0.01 — 250,000 0%
250,000.01 — 300,000 0.15%
300,000.01 — 400,000 0.30%
400,000.01 — 500,000 0.50%
500,000.01 — 600,000 0.60%
600,000.01 — 700,000 0.80%
700,000.01 — 800,000 0.90%
800,000.01 — 900,000 1.00%
900,000.01 — 1,000,000 1.05%
1,000,000.01 — 2,000,000 1.10% G
> 2,000,000 1.15%
OTHER TAXES

Transactions not subject to VAT are subject to Stamp Duty at rates ranging f